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Introductory Remarks 

Harry W. SCHALLER, Chairman 

Agricultural Commission, A.B.A. 

President, Citizens First National Bank 

Storm Lake, Iowa 

Tue Firrn NATIONAL AGRICULTURAL CREDIT CONFERENCE is called to 
order. On behalf of the American Bankers Association and the Agricul- 

tural Commission, I bid you welcome. Your enthusiastic response to these 
Annual Credit Conferences indicates that they are serving a real need. 

With your wholehearted cooperation and participation, I am sure that 

will continue to be true. 
Assembled here in St. Louis on the eastern edge of a great drought area, 

it is fitting that we review some of the events of the past year, take a look 
at the prospects for 1957, and try to identify the trends that are shaping 

the future of agriculture over the “long run.” , 

A year has passed since we met in Chicago. In agriculture, and country 
banking, that is a relatively short time. But much has happened: 

Farm debt has increased further. 
Farm real estate values continue to rise in most areas. 
The downtrend in farm income has leveled off, and apparently 

turned upward, in part because of a large participation by government. 
The “balance sheet of agriculture” continues to make “good read- 

ing” despite the rise in farm debt and the reduced level of farm 
income. 
The glut of cattle and hogs which severely depressed livestock 

markets last winter and spring has been worked off to a certain degree. 

Agricultural output is setting a new record even though drought 
has intensified and spread to additional areas. 

Surpluses remain burdensome although the build-up in stocks 
may have been halted. 

_ A Soil Bank Act has been adopted and is being implemented. 
New methods and materials continue to be made available to 

farmers with the result that capital and credit play larger roles, pro- 
duction is made more efficient, and output per man and per farm 
continue to expand. |
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These and other factors have commanded your attention in 1956. The 
topics and speakers selected for several of our sessions will help us appraise 
the significance of these developments. 

Also in the short-term area, we shall be turning our attention to 1957 
and appraising as best we can what lies beyond the turn of the year. Our 
program lays special emphasis on the agricultural outlook. We have as 
speakers and discussion leaders the very best that can be found. Each is 
“tops” in his field. I am sure that we will gain a great deal from the facts 
and expert opinions presented from this platform on this and other 
topics in the next three days. 

THE Lone RuN 

As always, we are especially interested in the recent past and the 
immediate future. Nevertheless, we are aware that agriculture and 
country banking are continuous processes—that our day-to-day decisions 
and actions add up to our long-term policies and practices. It is quite 
apparent, for example, that agriculture finds itself where it is today 
because of the day-to-day and year-to-year decisions and actions of the 
past 10 years or more. Therefore, as we delve into the current situation, 
let us also bear in mind that our actions and decisions in 1957 will help 
to determine our position in 1967 as well as our position at the opening 
session of our Agricultural Credit Conference to be held one year 
from now. 

Our program for this Conference has been developed with an eye to 
the longer term as well as the present and immediate future. I would urge 
that, as you listen to the speakers who follow and as you participate in the 
discussion periods with your own questions and observations, you keep 
one part of your mind reserved to evaluate the longer-term implications 
of discussions which may appear to be oriented primarily to short-term 
situations. 

ECONOMIC GROWTH~LONG TERM © 

Possibly I can illustrate what I have in mind by reference to an indi- 
vidual community. Decisions affecting the utilization of the resources in 
our respective communities are made largely by individuals who own or 
control those resources. But many of them will use credit to finance a part 
of their activities; and the cost, availability, and terms of credit can and 
do influence their decisions. Therefore, our daily decisions on individual 
loan applications help to determine who will control the resources in our 
communities in future years and how they will be used. Furthermore, and 

this is the significant thing, the wealth and welfare of our communities 
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will be determined largely by how effectively the resources are utilized. 

It is important, therefore, that the resources be in competent hands if 

our communities are to achieve optimum economic growth. In the final 

analysis, the growth of the American economy is merely the sum of what 

goes on in your community and mine and the many others throughout 

the nation. 

Economic growth may be based upon additional amounts of resources 

or their more efficient utilization. The overall shifts in the pattern of 

resource utilization in agriculture are, of course, well known—about the 

same amount of land; much less labor; and much more capital in the form 

of machinery, mechanical and electrical power, and investments in soil 

improvements. 

RESOURCE UTILIZATION IMPORTANT 

Of the shifts just mentioned, one of the more significant is farm labor 

efficiency. This ability to get more done with less physical labor is the way 

successful farmers attain a standard of living comparable to our urban 

people. This farm labor efficiency also creates more “city cousins” who 

help produce those things which make possible a fuller and more satisfy- 

ing life. This kind of shift in resource utilization is highly beneficial to 

the national economy, to agriculture, and even to most of the individuals 

_ directly concerned. Individual areas, of course, may benefit or suffer 

depending upon the alternative employment of the labor released from 

agriculture. If it is employed more productively in other lines in the 

area, economic growth is achieved. If the labor is transferred to other 

areas where it is employed more productively, economic growth is 

achieved; but the local area may appear not to have benefited directly. 

However, before drawing a final conclusion, it is necessary to consider the 
effects on the reduced population in the area. This prospect disturbs 
some people a great deal. They see a decline of rural trading centers and 
community institutions. As the farm population in a community declines, 

there may be fewer purchasers of goods for direct personal consumption— 

food and clothing. But the market for machinery and consumer durable 
goods associated with larger farms and better living may be expected to 

increase as the area’s resources are reorganized more efficiently. 
These kinds of changes take place slowly. Usually there is plenty of 

time to adapt to the changing picture. But it is important that we recog- 

nize that these and other changes are taking place, that we understand 
the reasons why, and that we appreciate that credit plays a role. Then we 
will make fewer errors in our day-to-day decisions, and the long-run 

interests of our customers and the area will be served just that much
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better. It is important, also, that we recognize that, within commuting 
distance of many of our farms, we have or can develop productive uses for 
labor and capital other than in the production of agricultural com- 
modities. It is clear, therefore, that in our appraisals of the longer-run 
prospects for our respective communities, we should take a broad view, 

_ that we consider nonagricultural as well as agricultural activities, and 
that we keep always in the foreground the objectives of achieving an 
efficient use of the available resources This is the key to high income and 
high standards of living. 

More ADJUSTMENT AHEAD 

As stated in the announcement of this meeting, the credit requirements 
of agriculture are greater than ever before. In these rapidly changing 
times, we must be especially alert to the changing credit requirements of 
those farmers and agricultural businesses which are leading the way in 
the continuous adjustment that agriculture must make if it is to keep 
abreast of shifts in markets—domestic and foreign—for individual products 
and to take full advantage of the many new materials and methods which 
boost the productivity of soils, livestock, labor, and other resources. 

I recognize that talk of adjustment may be worn threadbare. We hear 
discussions on every hand pertaining to: adjustments in agriculture, 
adjustments in residential construction, inventory adjustments, and the 

like. I recognize, also, that words can be misunderstood. 

But if we will use the word, “adjustment,” as a synonym for “change,” 
and not just as a palatable substitute for “recession,” it can help us to 
appreciate that changes are occurring constantly in the American 
economy and that they are an integral part of growth and progress. Our 
objective should be to keep the adjustment process as nearly up to date 
as possible so that it will not become necessary to compress drastic changes 
into short-time spans, utilizing “crash” programs or emergency measures 
to accomplish adjustments which could more easily have been worked 

out gradually if the need for adjustment had been recognized, and 
accepted rather than resisted. 

Along with you, I am looking for suggestions as to how I may recognize 
needed adjustments more quickly and translate them into credit policies 
and practices. I may say that I believe this Conference is going to prove 
most helpful in providing guideposts for 1957, and for the longer term. 
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Inside Environment for Outside Service 

JosePpH C. WELMAN, President 

Bank of Kennett 

Kennett, Missouri 

Vice President, American Bankers Association 

* 

IT Is INDEED A PLEASURE to meet with you here today as you begin your 

deliberations on the most important subject of agricultural lending. It is 

a subject very near and dear to my heart and I welcome the opportunity 

of participating with you in your discussions. , 

Undoubtedly we are in a period of great problems and great opportuni- 

ties. In this rapidly changing world, nowhere are the changes more pro- 

nounced than in agriculture. I have been referring to this period as being 

characterized and dominated by the “ations”: 

Experimentation 
Diversification 

Fertilization 

Mechanization 

and Irrigation. 

It is certain that we shall continue to be involved in this great agricul- 

tural revolution for some time to come and that the tremendous task of 
financing the mechanization of our farms, the development and handling 

of more and better livestock, the increase in the relatively expensive 

specialty operations, the increased use of fertilizers, better and higher- 

priced seeds and more chemicals and poisons, and the growmg trend 
toward irrigation will require of us much more time, energy, knowledge, 

and wisdom, and much, much more money. 
Much has been said about our constantly increasing population and 

what this will do for and require of agriculture. Surely this is important, 

but it will not in itself solve our problems, as witnessed by the tremendous 
populations of China, Russia, and India. | 

There are, among our agricultural leaders, some who think that our 

present agricultural plant, freed from controls and with adequate financ- 
ing and technical and scientific assistance, might very well right now be 

able to feed and clothe the 200-million population so commonly predicted
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and expected within a relatively few years. And most certainly we have 

every reason to expect a continuation in the improvement of our practices 

and capabilities in the years ahead. 

GREATER EFFICIENCY AND IMPROVED METHODS 

I share to a great extent the feeling of those who believe that our future 

welfare depends, in a large measure, on our ability to outproduce and out- 

price our competition—and I believe we have the potential to do it. If we 
are to do it, the emphasis must be on greater efficiency and improved 
methods and this surely means the use of more money and increased know- 

how on the part of the farmer and the lender. The amounts and types 

of financing we have been doing in the past may soon be merely a memory 

and the demands upon agricultural banks and their lending personnel 
will be far greater than anything we have ever experienced. 

Just as we must compete for our share of the funds with which to do 
this financing, as we have been doing successfully and I believe will con- 
tinue to do successfully—although it may be somewhat more difficult if 
the demand for money from all the segments of our economy continues 
unabated—so, also, must we compete successfully for the management 
personnel to do this big job. 

I should like to talk with you this morning about country banks, some 
of our problems and some of the things we might do about them. While 
this discussion is centered primarily on country banks, many of the prob- 
lems are common to other small banks not ordinarily called “country 
banks” and, to some extent, to even larger institutions. 

There are 10,472 banks in the United States with total assets of less than 
$7.5-million each. Not all of these are country banks or agricultural banks, 
but there are a great number of agricultural banks of somewhat larger 
size than the $7.5-million group. I believe the Agricultural Commission 
uses the figure of 12,000 in referring to its “agricultural banks.” No doubt 
10,000 or more of them can properly be referred to as “small banks.” 

I hold the firm belief that these small banks are the hard core of our 

independent dual banking system and the real bulwark in the never 
ending struggle to preserve and maintain our present system. Banking in 
general is, and should be, very much interested in the survival, well-being, 
and prosperity of this group. 

TIME A Bic FAcror 

The biggest single handicap of small bank management is lack of time. 

We have entirely too much to do and are finding it increasingly difficult 
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Environment for Service il 

to handle the day-by-day routine management problems, give the thought- 

ful and considerate attention necessary to the tremendously increased 

loans, the enlarged and constantly emerging operational problems and 

opportunities, and to fulfill our duties and obligations to our communities. 

There are many small banks in which the loans today are four or five 
times what they were only a comparatively few years ago, and the checks 

and deposits are four or five times what they were only a few years ago— 

and yet the management personnel handling these loans and operations 

has increased very little—and, in some cases, not at all. 

The average age of our present management personnel is much too 

high and there is not now adequate succession readily in sight in a great 
many cases. Yet, in the minds of these overaged and overburdened small 

bank executives, there is a tremendously large storehouse of wisdom, 

banking know-how, and ability. These men are potentially the greatest 
teachers we can find and, given the time, encouragement, and assistance, 

they could and would transmit much of it to those who will succeed them. 

PROPER ENVIRONMENT ESSENTIAL 

If we can find the way to make the positions in our banks, and particu- 
larly the management positions, more attractive, we shall accomplish the 
dual purpose of freeing and expanding the working, thinking, and plan- 
ning capacity of present management and, at the same time, make these 
banking jobs more appealing and more sought after by young high school 
and college men and women, and people in other walks of life. 
And so, I am extremely anxious to make one point today and that is 

this: There is a great and pressing need, to a greater extent than ever 
before, to create within our small banks an environment which will aid 
in maintaining and attracting proper personnel, in which they can live 
happily and contentedly with reasonable remuneration, in which they can 
Progress satisfactorily, in which management personnel can have the badly 
needed time for thinking and planning, and in which the life expectancy 
of the present management personnel can be prolonged. 

In using the term “environment,” it is my intention for it to mean the 
people, policies, practices, procedures, salaries, equipment, records, files, 
and other conditions in our own shops. 
Now what can we do right down at the grass-roots level to create this 

environment? As far as I know, there isn’t any magic formula for accom- 
plishing it, no book we can read and find a pat answer, and no cheap, 
€asy way.
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I should like to suggest this morning that we give thought to these 
simple, basic suggestions: 

1. That we explore, evaluate, and try out our own staffs in an 
effort to ease the management burdens, and that we hire additional 
people, if necessary—and they probably will be necessary if we give 
our staff people the proper trials and do the proper training. 

2. That we review and improve our general policies, our salary 
programs, equipment, systems, procedures, files and practices. 

3. That we increase our interest and our efforts in recruiting from 
high schools, colleges, and other sources. 

4, That we increase our interest in and participation in the Ameri- 
can Institute of Banking, our various banking schools, conferences, 
meetings, and other means of training, and make fuller use of the 
great mass of helpful material and the many aids available through 
the A.B.A., our state associations and other banking groups. 

Many of these things will cost additional money. I believe the expendi- 
ture of money for these purposes can be considered to some extent a capi- 
tal expenditure—a long-term investment. I believe that these steps, 
although they do cost money, will generate greater deposits and loans, 
greater earnings, and greater efficiency, and, if continued and expanded, 

will soon be recapturing their cost. 
Many of us haven't hesitated to spend large sums on new or remodelled - 

quarters, and I have no quarrel with that. We should, however, treat our 

personnel problem with at least equal concern. 
Our efforts in recruiting young men and women for banking, and more 

particularly our efforts to obtain a larger share of the formally educated 
young men, have not been as successful as we would like. 

On the other hand, we might ask ourselves this question—how many of 
our 10,000 or 12,000 small banks are ready and willing to take on the col- 
lege graduate interested in banking? How many of us are willing to pay 
him an adequate wage, promise him reasonable advancement and have 
the necessary environment in our banks to make it possible to train him 
reasonably, quickly and properly? 

There are still wonderful opportunities and absolutely certain success 
in country banking for the bright young man who is willing to carry a full 
job of daily routine duties and who will, outside regular hours and on his 

own time, learn our business, and who will to a substantial extent sacrifice 

family, social life, and a considerable portion of his personal pleasures. 
And I would be the first to admit that such a procedure would produce an 
outstanding banker. 
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But I think we must face the hard, cold fact that there just aren't enough 

young men willing to do it that way to make even a dent in our need. 

TRAINING PROGRAMS NEED ATTENTION 

So it seems that we must take on the job of training them under condi- 

tions which are different from the old days, and we must have the proper 

environment within our banks to make it possible to train them properly 

more quickly. I think there are many, many country bankers with the 

ability and know-how to do this training, but I earnestly believe that most 

of us think we haven’t—and probably haven’t—the time necessary, and 

many of us don’t have the environment necessary. , 

A great many of our present managing officers in small banks didn’t 

have the advantage of patient, planned training and the kind of environ- 

ment I’m suggesting, and many of them have been very, very successful. 

Many of them learned—so to speak—to “fly by the seat of their pants” and 
still do. And what a perfectly wonderful job many have done. I take off 
my hat to them. But I think most of them would readily agree that this 
is a different world and a different era and we dare not run the risk 
that future management can and will be successfully developed in the 

same manner. 
There are other opportunities for recruiting in our court houses and 

municipal offices, among the tax collectors, treasurers, recorders and clerks 

and other municipal employees, opportunities among our school teachers, 

county agents, assistant county agents, Farmers Home Administration 

supervisors and employees, vocational agriculture instructors, some com- 
peting agricultural lending agencies, and among the owners, managers, 

and employees of many of our small business firms, if we have the time and 
interest to recruit them and train them, and the environment necessary. 

We have not been very successful in utilizing these sources. It is com- 
monly thought that this failure is because of low salaries—and, to some 

extent, it probably is—but we see quite often instances where rather favor- 
able salaries fail to attract. I wonder if the popular impression that we 

bury these people in routine jobs, and are slow to advance them, coupled 
with our failure to demonstrate a reasonable training technique and pro- 
vide enough help and other aids, may not have as much or more to do with 

it than the fear of low compensation? 

The urgency of our personnel problems and our management succes- 
sion problems suggests that we have a new look at the people on our own 
staffs. Most of us have some male employees—cashier, assistant cashiers, 

tellers, bookkeepers, etc.,—doing routine jobs and probably in most cases
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we have already decided that they are not supervisory or management 
material. But with the proper time spent with them and the proper aids, 
possibly they could partially fulfill the necessary requirements. They might 

even pleasantly surprise us. 

SPREAD THE Work 

In any event, one thing on which we can all probably agree is that by 
utilizing some of these people more—even if we know, or think we know, 
that they aren’t as good as we would like them to be—we can free manage- 
ment of many of the all-too-numerous time-consuming details in which it 
is now almost overwhelmed. We can give management a little more time 
to think and plan. 

It is reported that President Eisenhower, soon after entering the White 
House, said in exasperation, “Where in the world does a man go around 
here to think?” No doubt many small bankers beat him to that one many 

years ago. 
Those of us who have as many as four or five people in our banks could 

very well and profitably give consideration to regularly scheduled staff 
meetings, held on bank time and at bank expense, for the purpose of dis- 
cussing our problems and what we are trying to do, how we are doing it, 
and why we are doing it. One hour a month, or more if it can be spared, 

devoted to a well-planned, intelligent discussion on matters of policy or 
details of operations will provide our people with much information they 
haven't had, encourage their interest, and certainly make the job of man- 
agement easier. 

I would vigorously urge the expansion and enlargement of our loan 
committees. For those who have no loan committee, I would suggest that 
the creation of one be considered. One of the best forms of such a com- 
mittee is, no doubt, that which is composed of officers and directors. If 
this cannot be done, then a committee of officers and other loan personnel 
could be formed. In setting up any form of loan committee, or in expanding 
a presently existing committee, we should by all means not overlook the 
junior personnel and the outside man or farm man if we have one. If we 
don’t have an outside man or farm man, we could very well give serious 
consideration to adding such a man, formally trained or not, taken from 
our own staff or from outside the bank. 

If we don’t want to make these new additions official members of our 
loan committees, we might arrange to let them sit in with the loan com- 
mittee, and even with the Board, in order to help them gain familiarity 

with our business. 

The fact that several people in our banks, instead of just one or two, are 
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aware of the thinking and reasoning which went into the making of our 

loans, and the information obtained from a continuous review of our 

loans, is of inestimable value. Continuous discussions of people, policies, 

practices, and procedures will provide them with the necessary back- 

ground to help the present lending officers and give the executives a little 

more badly needed time. 

I realize full well that I am suggesting that we make more use of people 

who probably now already have a full schedule of routine duties. I also 
know quite well that if we should take these people away from such duties 
so that one, two, three, or four of them could sit in on meetings on loans 

or operations for four, five, or six hours each week, it would be necessary 

to overload the remaining personnel handling the routine, or to add some 
help. And I suggest that we add whatever extra help is needed to do this. 
How many small bankers today are doing many things every day which 

could probably be done as well, and often better, by a secretary or a stenog- 

rapher? What would just this extra girl mean in many of our 10,000 or 

12 000 smaller banks? 

MAKING Work EASIER 

Many of us could save many precious moments if we had more desks, 
more typewriters, more adding machines, more telephones, and many of 
the other operational aids. There are several types of good dictating equip- 
ment available which would save our small bankers many minutes, and 

even hours, and also save the time of our girls. Duplicating and photo- 
Static equipment would save us time and enable us to do or have done 

many things we can’t now do. A Polaroid Land camera is an inexpensive, 
quick way to provide some information we need for our loan committees 

and for our files. 

We should not hesitate to buy adequate filing cabinets and locate 
them conveniently. These files could be more easily maintained and 
would be better files, and considerably less burden to management, if 
we had a little more help and some time-saving aids and equipment. And 
I'am not talking about the elaborate and complete files necessary for our 
city counterparts, but simple folders on our borrowers and prospective 

borrowers, properly filed and quickly accessible, containing loan appli- 

cations, credit statements, earnings statements—maybe a copy or a photo- 
Stat of the borrower’s income tax return made on relatively inexpensive 
photographing equipment—maybe a photograph of his home, parts of 
his farm, his crop, his cattle, his equipment, himself, his family, or any- 
thing else of interest, made with this suggested Polaroid Land camera—
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memoranda and comments of some of our officers or our farm man on 

dictating equipment always ready to take it down, before, after or during 

banking hours—clippings from newspapers and take-offs from public 

records, and a great number of other things to make the credit job easier. 

Such files would also help relieve the overburdened management by 

making it possible for others less busy to answer credit inquiries, and 

make a record of who inquired and what was said. Making such a record 

of the inquiries received will often prove quite helpful in reviewing a 
borrower’s present loans and prospective new loans, and will give us a 

little better idea of other credit he may be obtaining elsewhere. And 
think of how much easier this job will be for the men who follow us— 
how much easier it will be for the good young prospect or prospects we 
are trying to attract for the purpose of training for succession. 

We receive, almost daily, numerous periodicals and a great number 
of studies, surveys, booklets, pamphlets, and other helpful information 
from the A.B.A., our own state associations, and various other sources. 

Much of this material we never find time to read or use. When we want 
it, we can’t find it. In addition to finding more time to read and use it 
ourselves, we could very profitably give more encouragement to others — 
in our banks to explore it. 

In the American Institute of Banking, we have available to us one of 
the greatest educational programs found anywhere in the world, with its 
many fine courses on practically all banking subjects, available at low 
cost through chapters, study groups, or correspondence. The Institute 
can and will help us in improving our present personnel and in more 
rapidly educating and training the personnel we hope to obtain and 
must obtain in the future. 

We have our Graduate School of Banking at Rutgers, the Central 
States School of Banking, The Banking School of the South, and a num- 
ber of other good schools. We have innumerable conferences, clinics, 

and meetings arranged by the A.B.A. and our own state associations, as 
well as other banking groups—all providing the means of helping our 
people in banking. 

The Agricultural Commission and the Country Bank Operations Com- 
mission have developed a wealth of valuable material which could be 
extremely useful in improving this environment we have been discussing. 

There has been considerable improvement in salaries paid by country 
banks and by all banks but, of course, we know that this improvement 
must continue. 

We have made progress in supplying fringe benefits and this improve- 
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ment in life insurance and pension benefits, profit sharing, sick leave 
and vacation allowances, and other benefits must be continued. 

What I have been trying to say this morning is just this: 

That we do have a personnel problem in smaller banks. 
That the real meat of the problem is the necessity of creating within 

our banks a better environment in which the greatest handicap we have 
—the lack of time to do things and to think and plan—can be materially 

lessened or eliminated. 

That we can make great strides in creating this environment by using 
more effectively the people we have, by hiring more people, by supplying 

ourselves with all of the equipment and other aids we can buy that will 
further that end, and by doing everything possible to improve our salary 

programs and expand our fringe benefits. © 

That we can, by so creating this better environment, prolong the 
longevity of the present bankers and make the jobs more pleasant and 
attractive to those now holding them and to those people we seek to 
attract to banking. 

And that these things will cost money but that such money spent is 
indeed a capital expenditure and will quickly provide a return, in addi- 
tion to providing us with a valuable capital asset in the way of personnel. 

ADDITIONAL CosT WARRANTED 

I know, as we all know, that banks have stockholders and that banks 

must pay dividends and increase capital structures. Many of us are afraid 
to increase our expenses in such a manner because we fear that earnings 
will drop and leave us in difficulty. We are also afraid we might become 
overloaded with personnel—and possibly the wrong kind of personnel. 

Many of us have been afraid of just this kind of thing for the past 10 
or 15 years. Are our earnings really so low that we can’t afford to try this? 

If so, just when do we think they are going to be suihciently better that 
we may do something of this sort? | 

I fear far more our inability to handle and service our loans properly, 
to meet the everchanging operational problems and conditions, and to 
provide the proper leadership for our business and profession, than I 
do our inability to make the necessary expense adjustments if the need 
should arise. 

Small banking is and can afford to be a desirable business or profession 
and it must and will find the means to continue to hold and increasingly 
attract good men and women. 

I have faith that we can sell our stockholders and directors on \ the



18 A.B.A. Agricultural Credit Conference—1956 

wisdom of increasing expense accounts now for these purposes, as an 
investment in the future, and I have equal faith that such increases will 
pay a handsome return. — 

Certainly I realize that this group meeting here is made up of men 
with widely varying degrees of responsibility and authority within the 
banks represented, ranging from the chairman of the board of the biggest 
bank in the world to the recently employed farm representative. 

I believe that all of you do or will, consciously or unconsciously, influ- 
ence to a great extent the shaping of policies and practices within your 
banks. Some of you will make those policies, some will influence senior 

officers who do, and some of you will influence your Boards. If I have 

been able this morning to encourage your interest in improving the 
environment within our small banks, I shall be very happy. 
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Bank Loan Demand and Federal 

Reserve Policy — 

Epwarp A. Wayne, First Vice President 

Federal Reserve Bank of Richmond 

Richmond, Virginia 

* 

Our STATE DEPARTMENT invited several Russians to this country to 

observe our recent national election. Upon returning to Russia following 

this experience, one of these observers published a series of articles setting 

forth his impressions. I have not seen his articles as they appeared in 

Russia, but he was quoted in one of our journals with a national circula- 

tion as having said, among other things, that millions of Americans were 

shareholders in corporate enterprises but that this was a device to make 

them subservient to the corporations and thus to maintain a monopolistic 

control of our economy. He went on to say that millions of Americans 

owned automobiles—which is true—that most of them were in debt as a 

result of buying the automobiles—which is also true—and, what I am 

sure must come as a surprise to most of us, that this was a device to chain 

us to our jobs, to make us slaves to the wicked capitalists. He noted further 

that the vast American credit system was so iniquitous that only 55 percent 

of the eligible voters went to the polls. Somewhere around that last curve 

he lost me. I will agree that the American credit system is a vast thing, 

but I deny that it is iniquitous and just what it has to do with the per- 

centage of eligible voters who cast a ballot I do not see. 

While the Russian came here to observe our election, his eyes were 

obviously opened to other aspects of this great nation. I cannot agree 

with the interpretations he apparently placed upon the things he 

observed, but what he really saw was that the American credit system 

serves all the people; as Jimmy Durante says, “Everybody’s trying to get 

into the act!” and I might add, most have succeeded. If the American 

credit sytsem has made all of us slaves, it is certainly a very popular form 

of slavery, as the lines of prospective borrowers at your desks testify. 

It has a second unusual aspect for a form of slavery: the slaves make 

the decisions that control the system. Ours is a market economy, and it
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is through the market that Americans express their wishes as to the uses 

to which our resources are to be put. Great as is our productive capacity, 

it is not unlimited, and choices must be made as to which of competing 

possible products will in fact be produced. The textbooks call this the 

allocation of scarce resources; we might just as well, adopting the 

Russian’s terminology, call it the dictatorship of the slaves. 

CrepiT Has A PRICE 

Credit plays an important role in the market economy. Just as the 
existence of markets allows the buyer to express his preferences among 
products, so the existence of credit allows him to express his preference 
as to the time at which he acquires a given product. Further, since credit 
is a “scarce resource” in many senses, it too is made available through 
market processes in which price is an important allocating device, 
although not the only one. 

_ Our market economy has been part and parcel of the greatest economic 
and social progress in history. Yet, I must not leave it without mentioning 
some of its associated features. One is inherent in the process of free 
choice: if individuals are free to determine their order of preferences, 
inevitably there will be irreconcilable conflicts. Consider, for example, 
the conflicting desires of two young men courting the same girl. Disap- 
pointments of a similar sort are in store for would-be sellers who want 
more than the market price for their product and for would-be buyers 
who attempt to buy for less than the going price. Finally, in particular 
markets all kinds of defects come to mind: the dominance of a large 
buyer or seller, the lack of adequate communications among various: 

_ sectors of a market, intervention in markets by governments, and such like. 
These limitations notwithstanding, this country has embraced the mar- 

ket form of economy, and it is within this framework that our banks and 
other credit institutions operate. As a people, we may have occasionally 
by-passed the market for what seemed to be justifiable purposes. Each 
time that we have done so, we have weakened the voice of the consumer 
in determining the allocation of resources. 

REASONS FOR BORROWING VARY 

During the 38 years I have been actively connected with banking, I have 
witnessed the extension of this credit system of ours to all levels of our 
people. When I entered banking, bank loans were largely limited to 
business borrowers. Mortgage loans were suspect in commercial banks 
and generally believed to find their proper place only in savings banks 
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and insurance companies. Consumer loans violated, of course, the funda- 

mental concept of “bank credit for productive purposes.” The broaden- 

ing of the bank loan portfolio has unquestionably contributed to the 

spectacular growth of America but has brought. with it some problems. 

As Americans discover the usefulness of credit, they wish to enjoy it in 

unlimited quantities. If some credit is good, why isn’t more credit better 

and “most” credit best? Why do people borrow money? Time does not 

permit even enumerating all the reasons why people borrow money; much 

less do we have time for an adequate discussion of these reasons. Let me 

emphasize that what follows is an oversimplified statement of the case, 

but in simplified form the reasons for borrowing might be summarized 
as follows. : 

Individuals borrow to satisfy consumption needs or desires: To own 
a home; to have an automobile (or perhaps two automobiles); to purchase 

major appliances which reduce the drudgery of labor and add to the 
comforts and enjoyment of living; and to meet emergency needs. Business _ 
borrows to supplement equity capital, to enlarge its field of operations, 
and to maintain or increase profits. Government borrows in response to 
public demand for increased services which benefit society at large, to 
defend the nation against aggressors, to protect the public health, to 
educate our children, to meet essential transportation needs, and so forth. 

Supporting all of this borrowing, public and private, is tomorrow’s 
income—salaries and wages in the case of individuals, sales and profits in 
the case of business, taxes and other charges in the case of Government. 

_ In the main (there are exceptions), if borrowers lack confidence in what 
tomorrow will bring, the demand for credit slackens. The past decade 

- has shown that if Americans have one thing in common, it is confidence 
in tomorrow. This confidence has brought a terrific increase in bank loan 
demand which has pressed heavier and heavier upon the available supply 
resulting in tighter and tighter credit conditions. 

THE FEDERAL RESERVE SYSTEM 

If banks served only as reservoirs where savings and only savings were 
relied upon to supply the demand, our tale would be told. But that is not 
the case, and millions of Americans know it. The supply can be increased 
almost ad infinitum by the central bank—the Federal Reserve System— 
and the commercial banks, which together constitute our banking system. 
Over a period covering 140 years of its life as a nation, the United States 
tried and found wanting an economic organization based upon a relatively 
inelastic money supply. A little over 40 years ago, the Congress established
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the Federal Reserve System to provide the needed elasticity within the 
monetary system. As the economy has developed over the past four decades, 

so the Federal Reserve System has evolved, and the manner and condi- 

tions of providing credit elasticity have become much more significant 

than the mechanism by which it is done. 

What has not changed, however, is the fact that the Federal Reserve 

System operates a market mechanism to influence—not to control—a 

market economy. While the System stands at the fountainhead of the 

credit structure through its power to create bank reserves, its credit — 
policies operate at the economic margins within the economy ... the points 
at which the choices are influenced by the ease and the price at which 
funds may be obtained. 

Just how effective Federal Reserve policy may be is the subject of 
controversy. Our experience with our present money and credit system is 
relatively short—just a little over 40 years but what we generally think 
of as two generations. The past 10 years have witnessed a dramatic reversal 
in our reliance upon the effectiveness of Federal Reserve policy. From 
allegations of impotence we have come in a complete about-face to implica- 
tions of omnipotence. Neither evaluation is correct. The truth lies some- 
where in between. 

For our purposes it will be sufficient to assume that actions by the 
central bank exert some influence throughout our economy. The sig- 
nificance of this influence for the operation of the economy is a subject 
of debate, but it seems a fact that it impinges with varying force on dif- 
ferent types of activity, depending upon the type of credit employed and 
its importance to the operation. 

BANKING CAUGHT IN THE MIDDLE 

There are those who believe that some device or devices should be 
developed to insulate certain segments of credit demand from restrictive 
influences applied because of apparent excessive reliance upon credit by 
other segments. Specifically, there are those who have said that local 

governments, faced with terrific pressures from a growing school-age 
population, should not be called upon to pay the prevailing price for 
long-term money fixed in the market place. Others, whose direct interest 
is in residential construction, deplore the scarcity of funds available for 

home mortgage loans because the market forces have offered more attrac- 
tive outlets for investment elsewhere. Yet others cry that “small business” 
is being crucified by the tight money policy. Spokesmen for agriculture 
have not been silent. We could name others, but the point for our discus- 

  

a
c
e
 
w
e
e
 

  

  

n
e
 

ee
r)
 

b
h



wa
 
A
r
 

OD
 

HY
 

O 
ee
 

TR
 

NS
 

8S
 
l
e
e
 

C
U
C
U
 

  

  

A
N
T
E
 
U
N
 
e
e
t
 
h
e
a
 

Re
 

od
 

  

Demand and Policy — 23 

sion today is that you and I as representatives of the two principal 

components of our banking system, you from the commercial banks and 

I from the central bank, find ourselves caught in the middle of this 
lively and potentially explosive controversy. And the commercial banks 

themselves frequently feel that they are being imposed upon by the very 

system itself because they are unable to meet the full demand for credit 

and, looking about them, they see competing financial institutions grow- 

ing by leaps and bounds. | 

The truth is that none of us likes the discipline which, in the abstract, 

we acknowledge as essential to the maintenance of our competitive enter- 

prise system. The known alternatives are certainly unattractive. On the 

"one hand, unrestrained expansion of the money supply with the idea of 

meeting every credit demand, regardless of subsequent effect upon our 

measures of value, may well lead to runaway inflation which could easily 
destroy the whole fabric of our society. On the other hand, abandonment 
of the principle of the market place as the accepted method of allocating 
available resources and substituting some system of allocation, based 

upon an overall plan assigning to various segments relative degrees of 

socially desirable priorities, may well lead to the socialist state. Federal 
Reserve policy is directed toward the maintenance of our present system 
with the minimum of interference with market forces. The Federal 

Reserve System has no desire to substitute its judgment for the collective 

judgment of the market places of this great nation. It has no desire to 
restrict in any way sustainable growth in our economy. On the contrary, 
it understands its reasons for existence to be exactly the opposite. 

CrepiIT DEMANDS IN COMPETITION 

What, then, has all of this to do with the central theme of our con- 
ference here in St. Louis? We are concerned here with the outlook for 
American agriculture and the part which our banking system will be 
called upon to play in maintaining the health of our farm economy. 
Well, it has this to do with it. Agricultural credit demands must compete 
with other credit demands in the market places throughout the country. _ 
Your own particular farmer-customers find themselves in competition. 

with your local businessmen, your local consumers, and your local home 
owners for the flow of credit which your bank finds itself able to supply. 
Just as most of you have found demand outrunning your supply of funds, 
so the banking system finds itself in the same position. And the central 
bank, while supplying limited amounts of reserves to the banking system, 
has not supplied all the reserves the market would have liked to have.
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Even so, some commodity prices have shown upward tendencies, perhaps 

partly because of wage increases at a rate in excess of increases in produc- 

tivity and partly because of an insatiable demand pressing against a 

limited supply. To have added further to these pressures by rapid increase 

in bank credit might have been disastrous. 

As we look at current and prospective demand for loans in the months 

ahead, most indications—and we can see into the future only dimly— 

suggest continued strong demand. Certainly the very important auto- 

mobile business is hoping for a strong year in 1957, which will entail 

increases in consumer credit; certainly business and industry are planning 

substantially greater capital outlays during 1957 and apparently will seek 

to finance a portion through the banks; clearly state and local govern- 

ments are going to be in the market for additional funds during 1957. 
I see no reason to exclude agriculture from this strong demand picture. 
All of these add up, it seems to me, to steady and increasing pressure on 
the banking system to expand credit. 

No REVERSAL OF PoLicy ANTICIPATED UNDER PRESENT PRESSURES 

_ As long as our economy rolls along with little or no “slack” in terms 
of plant or people—and such a condition is the avowed objective of us 
all—unwarranted injections of additional credit will serve only to dilute 
real income and defeat us in the realization of our basic objective, which 
is higher living standards for all the people. While I certainly am in no 

_ position to predict the course of action which will be followed by the 
Federal Reserve—I could not if I would and I would not if I could—certain 
assumptions seem entirely reasonable to me. As long as the present pres- 
sures continue, there is no clear reason to anticipate any dramatic reversal 
of policy. 

Perhaps at this point I should close without saying anything further. 
However, I cannot resist the temptation to add one further thought which 
may sound a bit like sermonizing. If it strikes you that way, I apologize. 
I spoke of our being caught in the middle of controversy, you and I. This 

is but natural, for we stand at the focal point of the economy’s self- 
discipline process. We, as a people, adopted a central banking system with 
the intent that it provide enough—but not too much—elasticity to our 
money supply. The fact that “enough” is sometimes not as much as 
would-be borrowers would like brings pressure upon us. You can, of 
course, blame the Fed or the examiners or your competition or politicians 
as the cause of your refusal of loan requests. But—and here’s the point— 
you, as the lending officers of our leading commercial banks, should be 
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better informed than your customers concerning the long-run implica- 
tions of self-discipline for the economy, and you should be prepared to 
explain to your customers the basic principles underlying credit avail- 
ability and cost. It’s easy to “get the cat off your back” by blaming some 
one else, but it’s more constructive to have our fellow Americans under- 
stand better the way in which our economy operates to produce an 

ever increasing return to us all. ,



What's Ahead for ’572 

O. V. WELLs, Administrator 

Agricultural Marketing Service 

U. S. Department of Agriculture 

Washington, D. C. 

* 

A YEAR AGO in discussing what is ahead for 1956, I summarized not so 

much what I thought, but what our people in the Department of Agri- 
culture and the land-grant colleges had worked out preceding last year’s 
meeting. At that time I indicated that, on the whole, assuming no new 
government legislation, that net realized income of the farm operators 

in 1956 might be slightly under, perhaps as much as 5 percent, under that 
of 1955. We now have a fairly good statistical reason to believe that that 
particular statement was wrong in its last detail because, for the first three 
quarters of this year, our farmers’ net realized income has run 2 or 3 
percent above that of a year ago. If it weren’t for the Soil Bank, which 
was new legislation, net farm realized income would be about the same as 
last year. 

The story I am going to give here is all based on a series of statements 
that everything will be a little different from last year. Mostly a little 
better, but this mark-up, although small, still adds up to a forecasted 

increase in farmers’ net realized income for 1957 of about 5 percent 
over 1956. , 

When we discuss agricultural outlooks you can’t stand up and make a 
series of flat forecasts. I don’t think it helps farmers or bankers or the 
farm prices or the people who do it. What we are really trying to do is 
see what the facts are that work in the particular field in which you are 

interested and try to get some idea of the situation we are now in and 
what it may be leading to. I am then going to say a few things about par- 
ticular commodities. 

Now, I want to use some 12 or 18 slides. The first one (see chart 1) is our 
old familiar chart comparing the average index of prices received by 
farmers in the United States from 1914 to date with prices paid by 
farmers. You will note the rapid rise in the prices received by farmers 
during World War I, and I especially call your attention to the fact that, 
from June 1920 to the spring and summer of 1921, prices received by 
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farmers fell a little better than 50 percent in a 12-month period. This, 

and some other experiences, has pretty well convinced the farm analyst 
that whatever goes up must come down. When we moved into World 

War II, prices began to move up again reaching a peak, in January 1947, 
of a little better than 300 percent of 1914, which was 300 percent over 
1935-1939. Most of the postwar farm planners were convinced that as 

the food crisis brought on by the war subsided there would be an adjust- 
ment in farm prices. From January 1947 to December 1949—a period of 

: 24 months—farm prices fell 24 percent. This time the decline over a two- 
| year period was only half of what it had been following World War I. 

: During the five years following Korea, farm prices came down while 

prices paid by farmers held somewhat constant. As a matter of fact, prices 

paid by farmers are now within one or two points of their postwar peak; 
whereas the prices paid to farmers have come down, roughly, 25 percent. 

The movement of prices received by farmers and of prices paid by farmers 
Is at the heart of the cost-price squeeze we have talked about the last 
three or four years. Since last December, farm prices have improved, and 

in November of this year farm prices averaged 4 percent over a year ago.
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Chart 2 

This is generally accepted as being a very hopeful sign on the agricul- 
tural front. 

Let us move to the chart that indicates farm income. (See chart 2.) This 
is the aggregate farm income for all farm operators in the United States. 
Most farm operators, bankers, and businessmen are interested first of all 
in total cash receipts to farmers, or the realized gross value of farm prod- 
ucts. This is what farmers have to pay their production expenses from as 
well as their farm family living expenses. The realized gross value of farm 
production has been running well over $30-billion for the last several 

years. We take out of that the light dotted portion, the upper half, which 
is production expense including normal depreciation and allowances for 
‘farm machinery, and the black portion is what we have left which is 
realized net income of the farm operator. This means the dollars a farmer 
can actually lay a hand on during the year without allowance for changes 
in inventory or crops or livestock which he may hold on the farm. This 
price and income chart gives you some idea of the kind of aggregate figures 
which are so often talked about in newspaper articles and speeches at the 
national level.     
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Chart 3 

What I want to do now is look at the structure and demand for 
American farm products. (See chart 3.) We consume 90 percent of the 
farm products produced in the United States. The most heavy stream of 
demand for American farm products is the demand of the average 

American consumer. In the ’30’s, the average per capita flow of dollar 
‘income in the United States for consumers for several years was some: 
thing less than $500 a year. As our defense and war structure was built 

' up, we decided upon income tax. It was a very difficult thing to do, so we 
began to deduct income tax at source for a great many people. The first 
Part on this chart is the automatic take-out for income taxes and what is 
left we call disposal consumer income. Today, you will note, after taking 
out for income taxes, the average American consumer has well over $1500 
in dollar income flowing to him. This is for every man, woman, and child 

in the United States. It is this upward trend in average per capita income 
for consumers which has done so much to hold up the market and allow 
American farmers to sell greatly increased volume year after year. It is 
this increase in consumer income which accounts in an indirect way for 
the cause-and-effects process for some of the increase in the farmers’
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income this year and the possibility for increase next year. These are in 

terms of actual dollars, and I am aware that the cost of living index is 

about double what it was in the ’30’s. This means the actual consumer’s 

income, in terms of a standard of living, hasn’t increased three times, 

but the ordinary consumer is living about 50 percent better now than he 

was in 1935-1939, and much of that has gone into food. In trying to 

predict what is ahead for 1957, we shall have to forecast first the con- 

sumer income figure in 1957. Most business analysts feel that consumer 

income during the coming year will be as high or higher than it was 

in 1956. | 

We are all agreed that we shall have another round of wage increases 

this coming spring. Unemployment is practically at a record low in a 
non-war economy. This indicates there is enough momentum in the 

country to protect the farmer for at least the next several months. 

During the last year the automobile industry hasn’t been too pros- 
perous, but we now have another new series of products and we expect 
high automobile sales for the next six months. 

A disappointing feature in the American economy has been private 
residential construction. It is a fact that private residential construction 
is still proceeding at an annual rate of a million starts a month. The 
forecast is generally made that we shall do as well next year as this year 
in spite of the higher construction costs. In the case of government pur- 
chases of goods and services, the increase was practically all for roads 
and other state and public services. As far as defense and the question of 
whether we will be able to maintain the troubled peace or not, we will © 
generally assume we are moving toward a more peaceful world and the 
expense will be the same for next year as this year. 

When you try to break down and analyze where we are going, you will 
come to the conclusion that the flow of income and expenditures during 
the coming year will be as strong as it was the first three quarters of this 
year and probably higher for the next calendar year. This means that 
the consumers, who take about 90 percent of all of the farm goods, will 
continue to have a high-level demand for the year ahead. This is only a 
part of a consumption picture. 

Let us look at the next chart. (See chart 4.) For the average dollar spent 
at retail for food today, about 60 percent goes for non-farm goods and 
services associated with the transporting and selling of the product. 
Only about 40 percent of the retail price goes back to the farmer himself. 

A new round of wage increases each year is an accepted fact. The cost 
of handling farm products to the retail consumer has been going up and 
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Chart 4 

will probably do so again next year. The chart simply measures what 
has been happening to freight rates and handling costs and other mis- 
cellaneous costs in the food marketing field from 1947 to date. The cost 

of marketing food isn’t going down next year. This rather inflexible 
cost structure between the consumer and the retailer will probably 
continue, : 

Let us look at foreign demand now. (See chart 5.) It is true that 
we export only 8 to 10 percent of our farm products, but this becomes 

extremely important when you take into account the fact that these 
are the marginal 8 to 10 percent of our farm products which our con- 
sumers aren’t likely to take. This 8 to 10 percent of farm production 
is very heavily concentrated so that we usually export one-third of our 
wheat, rice, cotton, and citrus fruit. This export market can be extremely 

important to farmers generally and the farmer producing the export 
crops. In the fiscal year 1953, farm exports fell off about 25 percent in 
value and in volume. In 1951-52, the total value of the farm products 
shipped out was $4-billion, and the next year it dropped to $2.8-billion. 
We have been slowly building up the value of farm exports representing
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Chart 5 

$3.5-billion in the fiscal year ending July 1956. We have an analysis and 
forecast that, in the fiscal year ending June 30, 1957, the value of the 
farm exports will once again be approximately $4-billion. 

The black portion of these bars is the proportion of the farm produc- 
tion which is, by one means or another, financed and backed by the 
United States Government. This is through our foreign aid program 
and export subsidies and other deals under Public Law 480. ‘The reason 
we expect $4-billion in exports this year is because Public Law 480 is 
now in operation, and the black portion is expected to show another 

substantial increase. Public Law 480 authorizes foreign currency deals 
in farm products up to $3-billion, and it is due to expire June 30, 1957. 
None of us is in a position to forecast whether or not it will be 
extended, as it will be a question before the next session of Congress. 

_ I want to spend some time pointing out the kind of reserves we have 
built up from government action during the last several years. The 
Commodity Credit Corporation has no operating staff, no building, and 
no authority to authorize credit or to authorize other agencies to make 
loans. We came out of World War II with a CCC credit authorization of 
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COMMODITY CREDIT CORPORATION 
COMPARISON OF OUTSTANDING BORROWINGS, AND OBLIGATIONS TO 
PURCHASE LOANS HELD BY LENDING AGENCIES, WITH BORROWING 
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Chart 6 

$4-billion, 750 million. (See chart 6.) This was the line of credit that 
the Secretary of Agriculture was to use to support prices and help 

- Stabilize them during the postwar period. The line at the top shows the 
increases made since. Before Congress adjourned this year, it authorized 

a $14.5-billion borrowing authority which the Corporation now has 
available to support agricultural products and deal in agricultural com- 
modities. The cross-hatched section at the bottom shows how the obliga- 
tions of the Commodity Credit Corporation have been growing over the 
years. And we currently have something better than $8-billion outstanding 
either in commodities which the Corporation owns, or loans to farmers 
which the Corporation, for all practical effects, guarantees. 

To show you the physical relation behind this Commodity Credit 
Corporation operation, let us look at the next chart. (See chart 7.) This 
simply describes what has been happening to our carry-over stock of old 
crops. Wheat, cotton, and corn represent over 90 percent of the $8-billion 
worth of commodities owned or on loan to the Commodity Credit Cor- 
poration. In the case of wheat, in 1952 we had 250-million bushels and 
this has built up to where we now have practically 1-billion, 30-million 
bushels as estimated on June 30 of this year, and the tentative estimate 

of June 1957 indicates some decrease in stock. In cotton, on August 1,
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Chart 7 

1952, we had 2-million, 789-thousand bales. The Commodity Credit 
Corporation was carrying 14-million, 540-thousand bales of cotton on 
August 1, 1956, with the indication that these might come down by 
August 1, 1957. Corn inventories totaled 4-million, 80-thousand bushels 
back in the fall of 1952, and I-billion, 166-million bushels of old corn 
this fall, which is substantially more than we need. An increase of stocks 
is anticipated next fall. 

In addition, of course, to the Commodity Credit Corporation holding 
stocks we have tried to create a situation or a kind of a market which 
will keep these stocks from being produced, and the first mechanism to 
be thrown into gear is the acreage allotment and quota provisions which 
ask farmers to reduce substantially their acreage of these crops, especially 
wheat and corn. 

What has happened to the acreage of our crops? (See chart 8.) Wheat 
has been reduced 17.4-million; cotton 5-million; and corn, almost 3-mil- 
lion acres. We have taken acres out of these cash crops and built up the 
acreage of oats, barley, and soybeans. 

The shift from the basic crops to the non-basic crops, especially soybeans 
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Chart 8 

and other feed grains such as barley and sorghum, has led to the creation 
of a new kind of governmental program which we call the Soil Bank. 
One of the things to consider in judging the agricultural outlook, not 
only for next year, but the next two or three years ahead, is how successful 
the Soil Bank will be in taking acres out of production instead of 
encouraging the production of the non-basic crops. 

So far these charts and tables have dealt pretty much with the short- 
term situation we find in 1956 and 1957. The next ones deal with the 
longer-term trends now under way. One of those is the trend in eating 
habits of the American public. (See chart 9.) This chart shows the trends 
of average per-capita consumption of the six main crops of farm produc- 

tion from 1910 to date, and we have drawn those trends through and 
Projected them to 1975. That doesn’t mean they will continue to 1975, 
but it means if they do continue, it is the kind of trend they do create. 
In the case of fruits and vegetables, we have had a fairly steady up-climb 
until recently—especially in the consumption of citrus fruit and leafy 

vegetables that physicians recommend. As for dairy products, even after 
allowing for butter, we have had a very slow uptrend. The downtrend
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Chart 9 

in butter consumption started dairy consumption down in the last two 
years. But it has now started up again. In the case of cereals and potatoes, 
with the shift toward a high-quality diet, there has been a long and con- 
tinued downtrend. In the case of eggs, we have had a rather irregular but 
gradual uptrend in their consumption. The per-capita consumption of 

_meat, including fish and poultry, was trending slowly but gradually 
down from 1910 to about 1940. Since 1940, we have had a steady and, 
in fact, considering the cost, a very spectacular rise in the consumption 
of meat and poultry. So much so that a great many people feel that 
American agriculture depends on animal agriculture. One of the interest- 

ing speculations is how far this trend toward the consumption of meats 
will continue and when we will reach the saturation point for consump- 
tion of turkeys and broilers, especially. Another speculation is whether 
the American public will eat as much meat as they have the last several 
years and what is happening to the demand for pork. 

The next chart simply tells you what has been happening to the ratio 
between farm and non-farm population. (See chart 10.) We have had a 
steady uptrend in American population, gaining speed since the advent 
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Chart 10 

of World War II, and a steady downtrend in the American farm popula- 
tion, gaining speed during World War II. We have more people in the 

United States and fewer and fewer farmers, with a result that, today, 

Only 13.2 percent of our population are farm people. 

How do you feed more and more people with less and less people. 

doing the farming? Look at the next chart. (See chart 11.) This shows 
What is happening to technology on the American farms. It analyzes 

the per-unit requirements for farm products in the United States. You 
will note, first of all, that planted acreage, in other words, acres of farm 

land per unit of farm production, has been trending almost steadily 

downward from 1935 to date at a fairly fast rate. Which is another way 

of Saying that, without increasing the land in cultivation, we are steadily 
mMcreasing our output. The lowest line is farm labor per unit of farm 
Output which has been going down faster than the land requirements. 
We have substituted chemicals, machinery, and know-how for land and 
labor, In the use of chemicals, including fertilizers and sprays, and 

improved seeds in terms of acreage per unit of production, you will note 
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Chart I] 

a steady increase. We substitute chemicals, improved biological methods, 
and machinery for land and labor, which gives you the center line. Both 

are running about one-third over what they were 20 years ago. 

I started by showing a chart comparing prices received and prices paid 

by farmers and said there was a relationship between these two which 

brings us into this price squeeze we talk so much about. That is due to 

improved technology and improved volume of production and affects 
the number of people leaving the farm. The last chart (see chart 12) comes 

back to the theme that what you are dealing with when you discuss the 
agricultural situation from 1910 to 1956 is the trend in population in the 
United States. ‘This is the largest single factor in our farm picture. And the 

thing I want to leave with you here is the fact that the United States is 
still a relatively young nation. Our population is still growing and our 
standard of living per person is increasing and the agricultural output 
per person is increasing. We are living in an expanding economy. Our 
problem is not how to cut down on agricultural products. It is how to slow 
it down until the increased demand will catch up with us. The difference 
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Chart 12 

between surplus and scarcity in the United States is much narrower than 
Most of us believe. 

Breer CATTLE 

Now, a few words about different commodity situations. Starting off 

With beef cattle, we had in the United States about 97.5-million head of 
beef cattle, which was an all-time record as of last January. As far as 
we can measure the calf crop and the death loss and the slaughter, the 
humber of cattle slaughtered this year will just about equal the number 
of calves less death loss, so we don’t expect much change in numbers on 
January 1 of this coming year. There are some forecasts suggesting 
Wwe will have two or three pounds less beef per person in 1957 than 1956 
largely because of the lighter weight, and partly because we are looking 
at the same number of cattle and an increase in population running 1.5 
Percent or more. 

Hocs 

In the case of hogs there is a feeling that the spring pig crop will be 
about the same as last spring. We expect quite a little bit less pork to 
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be marketed per capita during the first seven, eight, or nine months of 
this coming year, and, perhaps, for the whole year at stronger prices than 
we had the first six or seven months of 1956. , 

POULTRY 

Poultry is a rather complex subject. Broiler prices currently are at a 
very low level, even with a rapidly expanding industry with a good tech- 
nology. The people began to feel the price shift the last several weeks. 
Most people looking at the broiler industry expect the lower returns 
will cause some downward trend in production and a somewhat stronger 
price foundation for broilers next year over this year. There will be some 
new factors in the broiler situation which will make it fairly difficult to 
make adjustments. The turkey industry felt they were favored with a diffi- 
cult lot. They had more turkeys than they had a year ago. Turkey produc- 

tion has been going up over the past several years. We bought about 
10-million pounds of turkeys at about 24 cents a pound. Turkey prices 
have moved upwards, with Thanksgiving behind us, to 27 or 28 cents a 
pound. The people who produce the turkey eggs indicate they will keep 
enough turkey hens to lay 15 percent more turkey eggs than we set last 
year. What the turkey people will do with stronger turkey prices remains 
to be seen. I expect we will have as many or more turkeys next year than 
we had this year. 

Eccs | 

Egg production continues to decline. We have a situation where egg 
prices are more now than we would have expected. We have a developing 
commercial egg industry which is fast accounting for more and more eggs. 
I should expect that the egg, the turkey, and the broiler industries are 
all going to be fairly steady during the coming year. These are industries 
that depend on the season, the individual, the market, and how efficient 

the producers are, but with extremely high consumer incomes I think it 
is safe to say the consumption of turkeys, broilers, and eggs will be higher 
next year than this year even at the same prices. 

FRUITS AND VEGETABLES 

The citrus people are benefiting from the fact that there was a severe 
freeze in Spain last year which means a smaller crop in Spain and a fairly 

_ favorable situation for citrus. For most of the fruits it is too early yet to ~ 
make a good forecast on what the size of the crop will be. The tree number 
remains about the same. It should be about the same next year. Vege- 
tables is a field which runs into a hundred different items. In the case of 

  
S
E
R
A
 

L
a
n
 
A
L
 
E
N
,
 

     



»f 

w
w
 

W
Y
 

- 
@& 

. 
v
v
 

w
e
 

0
 

e 

  

  

What’s Ahead for ’57? 41 

fresh vegetables, there is so much seasonable difference, it depends very 
largely on what the yields are. In the case of canned vegetables, this year 
the canners put up very heavy packs. This is especially true of tomato 
juice and canned corn, and we will have to wait to see how fast these 

canned crops can be moved. 

CoTToN 

Cotton has been under acreage-allotment and quota-marketing controls 
for two or three years. We expect stocks to turn down during the coming 

year because of the great upswing in exports. Last year the cotton export 
fell to 2.3-million bales. This year we are selling cotton at competitive 

' prices all over the world. The last report I saw showed that the Com- 
Mmodity Credit Corporation accepted bids for 6-million bales of cotton 
for export under its program. Cotton exports may run two or two and 
One-half or three times as much as the 2.3-million bales exported last 
year. I think we will get 6-million bales or better. Domestic consumption 
of cotton may be down to 9-million bales. A rather minor downswing in 
cotton is holding up fairly well compared with synthetics. The cotton 
Situation looks better, although our stocks are so large and acreage 
allotments so tight, that what happens to cotton people is dependent 
on what yield they get and to what extent they participate in the Soil 
Bank Program. Prices will be fairly steady. 

WHEAT, RICE, AND SOYBEANS 

We have over 1-million bushels of wheat and we have changed our 
€xports of wheat so that the better wheat will bring the higher prices. 
We think we will export 4.5-million bushels of wheat this year, which will 
take us back to the 4-million bushel level following the war. It promises 
Us a little improvement in that particular field. 

In rice, where it looked like we were facing the most hopeless situa- 
tion in years, we have closed out some deals with India and it will 
Probably cut the price of rice. The stocks are so low that acreage allot- 
ments will continue extremely tight. 

In the case of soybeans, the last thing that I would forecast is the 
Price of soybeans because I don’t know why soybean prices change from 
One day to the next, but the price trend seems to be up... partly because 
the protein feed fits into our livestock situation. Soybeans are still 
increasing in acreage and the demand each year is somewhat better than 
People expect it to be at the beginning of each season. 

That completes what I want to say about the agricultural outlook 
directly. If you want some better adjustment and betterment in the farm
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situation, you had better ask what the techniques are to get the better 
adjustments and betterments and what the chances are that these tech- 
niques will be adopted by the farmers of the United States, who, despite 
all these programs, still pretty well make their own decisions. One ques- 
tion is how to hold back farm production. This is a field in which govern- 
ment programs play a large part. 

During the year, Congress and the Administration have tried to develop 
a particular technique for holding down farm production—the Soil Bank. 
It is designed to pull 40-million acres or more out of production and 
hold them out two or three years in an effort to cut down on the heavy 
production. The other things are those that have to do with increasing 
the market for farm products either by private or governmental action. 
During the year, Congress and the Administration have tried to evolve 
some new techniques of selling into foreign markets on a competitive 
basis. Heretofore, we held the price of cotton at the support price of 
33 or 34 cents a pound. Our foreign competitors were increasing their 
acres of cotton and, looking at our support prices, they knew they would 
be able to undersell us and undersell us very easily, with the result that 

last year we found we had reached the point of 2.3-million bales of cotton 
export, whereas most people know it should be between 4- and 5-million. 
The decision was made this year to price American cotton competitively. 
In addition, the Suez crisis resulted in a very substantial movement of 

cotton abroad. We are one way or another trying to put other farm 
commodities into the foreign market on credit terms and foreign cur- 
rency arrangements which will make our commodities once more competi- 
tive with those outside the United States. I thank you for your attention. 

  

Following the presentation by O. V. Wells, a panel discussion on the 
Agricultural Outlook was held. The participants were: 

WILLIAM E. Drenner, Moderator; Vice President, The First National 
Bank, Memphis, Tennessee 

JAMEs R. Austin, Farm Relations Officer, The Peoples Bank, Rox- 
boro, North Carolina 

J. Harotp Harris, President, First National Bank, Wynne, Arkansas 

JoHN W. Scott, President, Valley Bank of Grand Forks, Grand Forks, 
North Dakota 

Dr. Tyrus R. Timm, Head, Department of Agricultural Economics 
and Sociology, Texas A. and M. College, College Station, Texas 
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Agricultural Credit by Correspondent 
Banking 

WILLIAM A. McDonneLL, President 

The First National Bank 

St. Louis, Missouri 

J. W. Betiamy, Jr., President 

National Bank of Commerce 

Pine Bluff, Arkansas 

Harry S. Lexwa, President 

Ackley State Bank 

Ackley, Iowa 

* 

MR. McDONNELL: First of all, I would like to make it clear that I 
make no claim to being an expert in the field of agriculture or agricultural 
credits. It is true that I was born in a small town in an agricultural state 
not very far from fields of cotton, but I never had the privilege of living 
On a farm. I say privilege because I think that anyone who had the 
€xperience is fortunate. I did drive a tractor for a while during my youth 
but it had a French “155” Howitzer hooked on behind it. Furthermore, 
ty banking experience, in recent years at least, has not been very close 
to the field of agricultural credits. , 

In short, I wonder why I am here on this panel with these two experts, 
and I am afraid that before I am through my modest contribution may 
*emind you of the colored preacher from Chicago who was invited down 
to preach to an African Methodist church in a drouth-stricken area of 
the South. He was asked by the regular parson to open the service with 
4 prayer for rain. He proceeded to pray loud and long. Before the service 
ended it started raining and it rained for three days, drowning out what 

| little crops the farmers did have. One of the deacons of the church, in com- 
menting afterward on what had happened, said, “That’s what you get 
When you ask somebody to pray for rain who doesn’t know a damn thing 
about agriculture.” . 

Well, I don’t know much about agriculture but I do know a little 
‘Something about correspondent banking. And as a springboard for what I
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have to say, I would like to give you my conception of what it means. 
In my opinion, correspondent banking is the most distinctive feature 
of the American system of banking, and if we are to preserve the inde- 
pendence of the system and prevent its socialization, we must preserve 
and enlarge this working together of large and small banks. 

Correspondent banking when working at its best brings to the main 
streets of banking the credit facilities and technical knowledge of the 
metropolitan bank and provides efficient and flexible banking services 
for rural districts as well as city areas. In short, it provides all the advan- 

tages of a nationwide branch banking. system without the dangers of 
centralization inherent in such a system. 

By voluntary cooperation we achieve that efficiency for the system as a 
whole which is attained under the more highly centralized and socialized 
systems of other countries either by legislative act or executive order. 
Every bank, large, medium, or small, has a tremendous stake in preserv- 
ing and enlarging correspondent banking—this tie that binds banks 
together—this voluntary force which gives cohesion to the independent 
units making up our banking system. 

CORRESPONDENT BANKING A Two-Way STREET 

Correspondent banking, to be effective, must be a two-way street. The 

benefits must flow both ways. From the standpoint of the city bank, 

the benefit in the arrangement consists of balances carried by the corre- 
spondent. Originally, the principal benefit flowing to the small bank was 
interest on daily balances. Now that interest is not paid, something must 
be given by the city bank to take its place. The collection of items and the 
safe-keeping of bonds is not enough. These, of course, are valuable services 
but they are not enough. In addition, the city bank must assist the rural — 
bank in bringing to its customers the type and scope of banking service 
which the larger capital and more highly specialized personnel enable 
it to give its metropolitan customers. In short, the arrangement, if it is 
to be effective and permanent, should result in the small bank being 
able to furnish to the people of its home town the same banking services, 
both in quality and amount, that the metropolitan bank might render if 
it had a branch there. | | 
In my opinion, every city bank which accepts correspondent bank 

balances should make three promises to its correspondents; namely: 

1. That it will make available to the correspondent the technical 
know-how of the officers of its bank whether it be in the field of 
lending, investments, or operations.  
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2. That it will stand ready and willing to cooperate in the handling 
of loans which exceed the legal limit of the correspondent so as to 
enable it to take care of the credit needs of its customers. 

§. That it will not compete with the correspondent in its territory 
either for loans or deposits. 

Now, before attempting to apply correspondent banking to the exten- 
sion of agricultural credits, I would like to make some general observa- 
tions concerning what inevitably happens when commercial banking 

fails to do its full duty in any field of credit. 

WortHuy Crepir WitL Be EXTENDED By SOMEONE 

Commercial banking in this country has learned by experience that 
any form of credit that is worthy credit is inevitably going to be extended 
—if not by commercial banks then either by some other type of private 
lending agency or by government itself. If the credit is worthy, it will 
not for long remain unextended. One of the best examples of this during 
my banking experience was the case of instalment credit. With the advent 
of the age of mass production of automobiles and other types of con- 
sumer durable goods, commercial banks failed to provide adequate finan- 

cing of these goods on terms the consumer could meet. This was a type of | 
credit that was worthy, and the finance company sprang into being to 
meet the need. In recent years we have seen our mistake and have tried 
to regain this business. We have been successful in part, but the finance 

company is here to stay. 
Another example is that of credit for home modernization on the 

instalment plan. Commercial banking during the ’30’s was not meeting 
the need for this worthy credit. As a result, the FHA Title I loan came into 
existence. Although commercial banking has made most of these loans, 
a sizable percentage has been and is being made by so-called “insured 
mortgagee” companies—a type of competition to commercial banking 
which would never have existed if commercial banking had not failed 

to meet a worthy credit need. 
Indeed, I have an idea that credit unions which are growing by 

leaps and bounds and which constitute another new form of competition 
for us would never have come into existence if commercial banking had 
been willing to take care of all personal loans which were worthy credits. 

There are other examples of what I am talking about, but I need not 
labor the point, except to add that this truth which we have learned 
about instalment and other forms of credit, applies equally to agricul- 
tural credit.
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COMPETITION IN AGRICULTURAL CREDIT 

Credit to farmers for growing and marketing of agricultural products 
is worthy credit. It is going to be extended in the amounts needed and 
on the maturity terms needed, either by commercial banks or by some 
other type of lending agency, private or public. To the extent we allow 
other agencies to invade this field, or to the extent we rely upon govern- 
mental guarantees or insurance in providing this credit, the strength and 
independence of the commercial banking system is weakened. 
We all know the history of the production credit associations. While 

there were some social and political aspects in connection with their 
creation and the types of loans they originally made, by and large these 
loans were good loans and were repaid. Most of the credit they have 
extended down through the years has been worthy credit that should 
have been provided by commercial banking. 

There was a time not so many years ago when the rural banks of the 
nation were quite perturbed by the P.C.A.’s, which they regarded as 
unfair competition. I recall that for a number of years scarcely a bankers’ 
meeting was held at which there was not a heated discussion on this 
subject. I have always been of the opinion, however, that the coming into 
existence of the P.C.A.’s was due to a partial failure of commercial bank- 
ing to do its job. To my way of thinking, the whole matter was quite 
superbly summed up by a rural banker whom I heard express himself at 
a West Texas bankers’ meeting some years ago when he said, “My 
philosophy about these P.C.A.’s can be stated in one sentence: ‘A banker 
on his chair is no match for a P.C.A. man on his toes.’” And the clear 
inference was that if the banker is on his toes, he has nothing to fear 
from the P.C.A.’s. 

Now, while the outcry against P.C.A.’s has practically subsided, these 
lending agencies are still extending very substantial volumes of credit 
to agriculture. A recent survey by the Federal Reserve System revealed 
that, as of June 30, 1956, the total amount of P.C.A. short-term farm 

credit outstanding amounted to $855-million, or one-sixth of the total 
production credit outstanding to farmers by all institutional lenders. 
This was an increase of some $60-million over the same time a year ago. 
As a matter of fact, the percentage of the total production credit to 
farmers advanced by P.C.A.’s has been steadily rising for the last 15 years. 

CREDIT REQUIREMENTS OF AGRICULTURE INCREASING 

American agriculture is going through a period of revolutionary 
changes brought about by mechanization, and by adoption of soil 
improvement practices which, in turn, make necessary larger farm units. 
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These conditions, coupled with rising costs of items used in farm pro- 

duction, are greatly increasing the legitimate credit needs of agriculture. 

Furthermore, our rapidly increasing population will call for an ever 

expanding production of food and fiber. It is estimated that the popula- 
tion of this country in 1975 will be 200-million and the need for agri- 

cultural products in that year will be 40 percent greater than now. It is 
highly improbable, therefore, that the lending ability of rural banks 
alone can keep pace with these rapidly increasing credit requirements of 
agriculture. If commercial banking is to meet these needs and prevent 
the further invasion into its field of credit by other types of lending 

agencies, it must be through the operation of the correspondent banking 

system—the working together of large and small banks. 
Lest any critic of banking attempt to construe what I have said as an 

admission of failure on the part of commercial banking to finance Ameri- 

can agriculture, let me hasten to add that, on the whole, we are at this 
time doing a very creditable job in that field of credit. The figures speak 
for themselves. As of June 30, 1956, according to the Federal Reserve 
System’s survey, commercial banks had outstanding to farmers credit 
ageregating over $5-billion. Furthermore, approximately one-third of 
this amount, or $1.7-billion was in intermediate-term loans, a type of 

credit which has long been sorely needed by farmers and which was 
practically unavailable until recent years. It is estimated that approxi- 
mately three-fourths of the total production credit to farmers from all 
institutional sources is being extended by commercial banks. 

Yes, we are doing a good job but, as the credit requirements of agri- 
culture continue to increase rapidly with the changes I have mentioned, 
we must be prepared to do a vastly bigger job and the rural banks cannot 
do it alone. 

INTERBANK RELATIONSHIPS NEED DEVELOPMENT 

I am aware, of course, that there are a few city banks which are already 

working closely with their rural correspondents in this field. The number, 
however, remains relatively small and much remains to be done in the 

development of effective teamwork. One of the most significant facts 
revealed by the Federal Reserve survey was that bank sharing of farm 
loans by participation was found to be very sparingly used. Out of a total 
of $5-billion of outstanding farm loans by banks, only $43-million were 
loans in which two or more banks participated. Incidentally, one-half 

of this participation activity was generated in the Kansas City Dis- 
trict banks. 

Farming is no longer simply a way of life. It has become a business— 
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a manufacturing business, if you please—the production of food and 
fiber. Furthermore, it is rapidly becoming big business. If you don’t think 
sO, just price a cotton picker, a tractor, a reaper, or any of the many other 
machines essential to modern farming. The average farm investment in 
land and other assets today is about 75 percent larger than in 1947. If 

commercial banking is to meet the enlarged credit needs of these food 
and fiber manufacturers of tomorrow, without allowing other lending 
agencies to invade our field further, we must be alert and resourceful. 
I submit that we can best do this job by working together through the 
relationship we know as correspondent banking. 

  

MR. BELLAMY: My assignment is limited to the function of a medium. 
sized bank in the role of “Agricultural Credit by Correspondent Banking.” 
In assuming this role, we perform an important banking service in trying 
to provide adequate credit when and where needed. 

How does correspondent banking help meet the credit needs of © 
agriculture and expand the services of smaller banks? The placing of 

_overlines with the correspondent permits the smaller bank to provide 
the full amount of credit required in meeting the needs of its customers. 
This has many advantages. The bank originating the credit can expect 
100 percent of the deposit account of its loan applicant. Whereas, if this 
overline were negotiated direct by the borrower, it would necessitate a 
deposit account with the second bank. It is a more sound credit when all 
disbursements and receipts are under the control and supervision of the 
borrower’s home bank. The local banker has the knowledge of his cus- 

tomer’s past performance, his present requirements, and his future needs 
and repayment capabilities, which are important in sound credit. From 
the standpoint.of processing the loan, it is to the borrower's advantage to 
use his own bank for his full loan requirements, if for no other reasons 
than the convenience and time element feature of local banking. 

The proximity of the medium-sized bank, in itself, offers many advan- 

tages in the handling of overlines for the smaller banks. The knowledge 
of the type of credit extended in the particular area, the general economy 
of the area, and the availability to service the application and complete 
the loan are important factors in meeting the needs of the smaller bank's 
farmer- customer. 

AN AGRICULTURAL REPRESENTATIVE Is ESSENTIAL 

The key to providing this type service to the smaller bank is the cor- 
respondent bank’s having as a member of its staff a full-time, trained 
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agricultural representative. This is essential to the success of banks work- 
ing together to provide adequate credit. If you do not have such a man, 

then this is your starting point in correspondent banking in the field of 
agricultural credit. What to look for in a good farm man presents as 
many problems as the many talents he must possess. He should have the 
personality to present sound technical advice in a language the farmer 
knows and understands. He may be confronted with problems of maxi- 
mum land utilization by proper fertilization. He may be called upon to 
advise with the farmer on insect control, various types of irrigation, soil 
conservation practices, and other technical subjects. He must be practical 
in his thinking to apply this technical knowledge to the mutual benefit 
of both the borrower and the lender. From the standpoint of the bank, 
he must be qualified to appraise the farmer and his operation, imple- 
ments and machinery, real estate and improvements, and the value and 
condition of growing crops. In the field of public relations, he plays an 
important role of representing the bank on the farm. 

It may appear difficult for you to secure a man with all of the qualifica- 
tions just mentioned. This need not be the case. A man with an academic 
or experienced background in agriculture can be trained by you to make 
a good agricultural representative for your bank. 

A CASE 1N POINT 

Let us take a hypothetical case of good correspondent banking in 
processing an overline. First, and foremost, the smaller bank is seeking 
a sympathetic ear on this credit. It expects to receive a decision without 
delay. This application was discussed with us by the smaller bank through 
a long distance call. There are mainly two classifications of excess loans; 
participation from the inception date of the line of credit; and an excess 
that develops subsequent to the original approval of the line of credit, or 
the last-in-first-out, or LIFO, overline. 

For our discussion purposes, we will assume this call from the smaller 
bank requests our participation from the inception date of the line of 
credit. He gives us a brief outline of the borrower's financial picture, his 
crop plans, his schedule of disbursements and plan of liquidation includ- 
ing maturity of repayments. If this is to be our first credit experience with 
the particular applicant, it is preferable to have our agricultural repre- 
sentative visit the bank and review the application with the banker. Such 
a service is an invaluable aid in achieving sound credit policies. He can 
assist in the construction of a simple but complete credit file. This does 
not imply that smaller banks do not maintain a system of credit files; yet 
their accent on brevity decreases their value. A good credit file will always 
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expedite a decision on any application. It is dificult to perform prompt 
service to the smaller bank in the absence of good information even 

though adequate security is offered. 
After the visit, a decision is reached; and in this particular case a com- 

mitment was issued. On many occasions, a commitment can be made dur- 

ing the first conversation. This is in cases when we have had past experi- 
ence with the borrower and have a good knowledge of the smaller bank’s | 
credit policy. This type relationship is obtained when banks work together 
in achieving a full knowledge of sound agricultural credit. Periodic crop 
inspections by our agricultural representative during the growing season 
are valuable in keeping abreast of the general conditions in the area, as 
well as the progress of this particular credit. The smaller bank, by placing 
all of its overlines with one of its correspondents, can receive better service 
and effect economy in operation for the correspondent. 

CORRESPONDENT BANKING HELPS MEET COMPETITION 

I have tried to touch the high spots of procedure, advantages, and some 
results which can be derived from this type of participating credit. Com- 
mercial bankers have the obligation to furnish the required credit in our 
changing agricultural economy. We are being challenged daily by govern- 
mental agencies encroaching into the field of farm credit. Interest rates, 

terms of repayment, credit policies, and an increasing number of types of 
loans by these agencies accelerate this competition. Also included among 
our competitors are production credit associations, which are now 
farmer-owned corporations. As you know, these corporations started their 

_ operations through U. S. Government subsidies. 
What are the main reasons some of these agencies have grown to the 

extent of being a strong competitor in the field of agricultural credit? 
We failed to merchandise our services. We became complacent in follow- 
ing the line of least resistance on a credit problem. We were too willing 
to move over, rather than to move out in seeking the needs of our 

farmer-customers. , 

The subject as discussed by this panel today is the answer that com- 

mercial banks have to meet the needs of agricultural credit. May I urge 
all of our smaller banks throughout the country to make full use when 

~ needed of agricultural credit by correspondent participation. 

  

MR. LEKWA: Correspondent banking is as old as organized banking 
itself. The city banks have played an important role in the building of 
our great industrial empire, and they have also exerted a great influence 
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on the rapid expansion of agriculture in our country. They have been an 

important link between the producer and his market. The small country 

banks could not have furnished the capital fast enough to keep in step 

with the rapid expansion that has taken place in this important industry. 

The principal function of a country bank is no different from that of 

a city bank. Our first and principal obligation is to our depositors and, 

after that, we do have an obligation to furnish legitimate credit for 

our customers. 
The vast operations of the city banks are a mystery to the country 

banker, and the operation of the rural bank may not always be so well 

understood by the city banker. To make effective use of correspondent 

banking, the operations and functions of both should be mutually under- 

stood. It is to this area that we should direct our thinking for a few 

minutes today. ) 

While the scope of our operations is vastly different, we do have a 

common objective. Our success and existence depend upon the service 

we render to our communities. 
Country banks enjoy some latitude in the diversification of their invest- 

ments, but they have little control over the diversification of their liabili- 

ties or deposits. They come, to a large extent, from the same source— 

farming—and the volume and flow of deposits is directly affected by the 

condition of agriculture. It seems to me, therefore, that we must consider 

the entire operation of the country bank as a unit and not try to lift out 

that part that is, or may be, directly served by the city correspondent banks. 

FARM PROBLEM Not FARMER’s ALONE 

The problems inherent in the transition from war to peace are not 
peculiar to industry alone. Great demands were made upon agriculture 

for the successful prosecution of two wars in the last two decades. ‘Thanks 

to the direct or indirect help from city banks, complete and improved 

mechanization of our farms, electricity, hybrid seed, new and improved 
fertilizers, improved livestock feeding practices, and grain storage facili- 

ties, our farmers were enabled to rise to the challenge and furnish the 

food and fiber for our own war effort and help support and feed our allies 

as well. | 

Conversion to production based on peacetime demands for agricultural 
products has not been accomplished as smoothly in the rural areas as in 
other segments of our economy. Perhaps the conflict of interests in the 
industry itself, or the strong individualities of the farmer, have helped 
to retard a solution of the problem. But, the fact remains that there are 
problems out there in the country and, as we bankers know too well, 

   



  

52 A.B.A.. Agricultural Credit Conference—1956 

those problems eventually find their way into our banks. In a broad sense, 
this problem of trying to do something to help agriculture, is one to which 
the city banks as well as the country banks may well direct some serious 
thinking, and meetings such as this one indicate that there is an awareness 
of the situation, and that you do want to help solve it. 

What can the city correspondent banks do for agriculture? We ask you 
to use, not your enormous tangible resources, but the great technical 
knowledge at your disposal, your combined influence, and your manifest 
deep and sincere interest in the well-being of our country to help foster 

_ and promote and support a workable farm policy. That will be a great 
contribution to agriculture. We country bankers and the farmers need 
your support and counsel. 

AGRICULTURAL CREDIT ADEQUATE 

Generally speaking, I believe that agricultural credit has been adequate 
in the past 20 years. It has been reported in farming areas in the not-too- 
distant past that sufficient agricultural credit was not available. If there 
were isolated cases, it may be that the banker was trying to bring his 
customer's operations more in line with present demands for his products 
and his capacity to produce. Certainly, there has not been anything in the 
livestock feeding business in the past two or three years that would sup- 
port expansion. The ability to borrow money does not, in itself, insure 
the borrower that he can put the money to good use, return it to the 
lender in due time, and return a profit to himself. 
We hear much about the passing of the family-sized farm, much as we 

dislike to hear it. There is evidence that this is at least partially true. 
This is especially distasteful to one who was raised on a farm. In our area, © 
we have farms varying in size from 80 acres up. These farms of 80 acres 
are slowly passing on to the owners who can combine them into larger 
units. Within the past month, our bank has taken mortgages on two farms 
of 80 acres each. In each case, this land was previously clear of indebted- 
ness. The mortgages were taken to secure debts that had accumulated over 
several years. The operators are good farmers. They have families of sev- 
eral children and they enjoy a good standard of living. 

A tenant came in a few days ago and told me that he could not meet 
his full payments on his machinery note. His landlord had sold some of 
the land that he had expected to farm and his unit of 120 acres was not — 
enough to support his family and provide for amortization of the obliga- 
tion for additional machinery he had purchased for the larger unit. Some 
farms do not seem to be large enough in certain cases to be a sound 
operating unit. What does this have to do with correspondent banking? 
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There is not much that you can do in this area. We do not expect you 
to become involved with production loans or barnyard chattels. But, to 

understand us, you should know something of our problems. 

ADDITIONAL Funps SOMETIMES NEEDED 

There are cases in which you city correspondent banks can help us. As 
the farming units get larger, it will take more capital to operate each unit. 
Our farmers are becoming specialists. They are getting away from the 
general farming practices followed when they milked a few cows, had 
a few beef cattle, some hogs, and some chickens. In our own area, we have 

dairymen who milk from 75 to 100 cows. They produce Grade A milk. 
This entails an expenditure of from $7,000 to $10,000 for equipment in 

addition to their herds. We have cattle feeders who feed from 100 to 500 
head of cattle, and it is not uncommon for a farmer to feed 500 hogs. It 
takes capital to finance such farmers. They are like other businessmen. 
As both prosper, they seem to require additional funds to expand. We 
are quite often required to loan more than our legal loaning limit to some 
of these farm operators, and we call on our city correspondents for assist- 
ance in carrying our excess lines. 

Here is an area in which the city correspondent bank can be most help- 
ful. City banks have for years been soliciting this type of business as a 
part of their service to the country bank. However, if the country banks 
anticipate a need for this service, they should discuss the matter with their 
city correspondent bank in advance. It can be granted that some lines are 
sufficiently well supported by a financial statement to make the transac- 
tion a routine matter. But it is too easy for both parties to the transaction 
to fall into the habit of depending on the other fellow. So, I think a frank 
and candid discussion of the handling of overlines will be of great service 

to all parties, including the customers. A delay or interruption of service 
to him may be to his great disadvantage, as well as an embarrassment to 
the local banker. 

A conference on important lines prior to the time we expect to use the 
funds could give the city correspondent bank an opportunity to appraise 
the line and evaluate the risk involved. We do want you to be perfectly 
frank with us. It does not serve any good purpose to accept an overline 
for a country bank for business reasons. True, the portion taken by the 
city correspondent bank is taken without recourse, but we must recognize 
that there is a moral obligation to try to service and eventually liquidate 
the loan. If the loan turns sour, it creates an unpleasant as well as a 
potentially unprofitable transaction for both banks. The city correspond- 
ent bank is carrying a portion of the debt at the request of and as a service 
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to his country bank customer, and looks to the country bank to service 

the line. The country banker is providing a service to his customer by 
furnishing capital. Regardless of where it comes from, the country banker 
is dealing directly with his customers and feels responsible for the satis- 
factory conclusion of the matter. The city correspondent bank has the 
right to expect liquidation of its portion of the loan. Anything but 
orderly liquidation may be to the serious disadvantage of the bank cus- 
tomer, and we are interested in him. Unless a conference produces evi- 
dence that the line will liquidate orderly, then it may be to the advantage 
of both banks to be frank and decline to participate in the line. ‘The 
results of such a conference will give the country banker considerable 
confidence, and some sound reasons for suggesting to his customer that 
he use credit more in line with his capacity and capabilities. 

CONFIDENCE IMPORTANT 

The city correspondent banker must have confidence in the country 
banker, but he should not place too much confidence on his judgment. 
He may be very competent but he is not loaning money for the city corre- 
spondent bank. A representative of the city correspondent bank should 
make inspections of all lines offered to them, except those that present no 
visible hazards. By inspection of the lines, he can appraise the security 
and the operation of the farmer-customer and he can also become better 
acquainted with the country banker, get to know his ability and, by watch- 
ing him operate, take back to his city bank a fund of knowledge that can 
be used in future transactions with the country banker. 

The city correspondent bank can, in turn, bring to the country bank 
the accumulated knowledge gained from the experience of the city bank 
department in its far flung service. Because of his intimate acquaintance 
and close association with his customers, the country banker may not 
sometimes see or he may fail to recognize some of the weaknesses of his 
borrowers that might be obvious to an outsider. 

We country bankers do not want to deal with a “yes” man. The repre- 
sentative of our city correspondent bank sent out to help us should be 
competent to discuss farming problems as well as rural banking. He 
should have a knowledge of farming and farm operations. He should be 
able to make recommendations and be authorized to make commitments. 

Our relations with city correspondent banks in connection with over- 
lines has been very satisfactory. We have one farmer who is now feeding 
4,000 sheep, about 100 cattle, and 500 hogs. He has about 1,400 acres of 
unincumbered land and his borrowings are seasonal. We would not be 
able to hold the man’s business if we could not furnish the funds for his 
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operations. We have also placed with our city correspondent bank, grain 

storage loans (principally soybeans) which originate with local elevators. 

Negotiations for this type of credit must be made well in advance of the 

time the money is to be used, and the loan value of the beans satisfactorily 

adjusted. 

Goop REcorps NEEDED 

In submitting an overline to a city correspondent bank, the country 

banker must furnish a financial statement which reflects the true condi- 

tion of the customer, based on sound values. He must arm himself with 

information on his customer’s earning and operating history. 

In some special cases, it may be necessary to take a customer to the corre- 

spondent bank for a conference or perhaps arrange for a representative 

of the city correspondent bank to visit the farm with the local banker and 

get a close-up view of the farmer’s credit needs. Again, I stress that the 

representative should be someone well versed in agricultural credits and 

one who will command the respect of the farmer-borrower as well as the 

country banker. It may be well to suggest that a preliminary conference 

between the bank officers might lay the groundwork for a better under- 

standing of the line under discussion, and might eliminate some of the 

procedures which are routine to the city correspondent banker, but which 

seem rather complicated to the farmer-borrower. If the line is question- 

able, the country bank should not pass the buck to the city correspondent 

bank, and the city bank, by having some previous knowledge of the line, 

can save time and embarrassment for the country banker. 

MuTUAL UNDERSTANDING NEEDED 

The city correspondent bank representative must get to really know his 

country banker. He must know his ability and his weakness. ‘The country 

banker must, in turn, know his city correspondent representative well 

enough, and have enough faith in him, to pick up the phone and call the 

representative on any reasonable request. He must be secure in the knowl- 

edge that the answer he gets will be fair, based on sound judgment, and 
to the best interest of both banks. This must be the basis for sound city 

correspondent bank relations. 
In calling on a country bank, the city correspondent bank representa- 

tive must have the ability to impress the country banker with what he 
knows about our business, and he must have the capacity to listen and 

learn about the problems of the country bank. . a 

With these qualifications, he can usually come up with the right 
answers. We realize that competition is strong among city correspondent 
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banks. That factor is the lifeblood of all business. The city correspondent 
banker is certainly within his rights to display his wares and try to move 
a country bank account to his own bank. I do, however, question the wis- 

dom of suggesting to a country bank that it split its account. A country 
bank should concentrate its balances so that it can feel justified to ask 

for services it needs and to which it feels it is entitled. We know that city 
correspondent banks cannot give service unless they have compensating 
balances. To split an account will not be of much value to the city corre- 
spondent banks and will eventually be a disservice to the country bank. 
While I am discussing that point, I should, in the same friendly way, add 
one more suggestion pertaining to the development of still better relations 
and understanding between the country bank and its city correspondent. 
That is this: I question the fairness or even the soundness of any city 
correspondent bank advising a course of action by a country bank that is 
in violation of any rule or regulation of a bank supervisory authority, 
state or federal. “Back slapping” or even the utmost in the “good fellow- 
ship” approach to such a matter is not sound advice to give to any bank, 
rural or city. I doubt that such incidents occur often. But there are some 
cases where it is said such advice has been extended to the country bank. 
The city correspondent bank may be so large that it believes it may have 
access, from prior experience, to information which it feels, in some 
instances, May warrant giving such advice or counsel to its country bank. 
If so, why not take the bank supervisory agency also into its confidence? 
In the long-range country bank-city correspondent bank relations, I 
believe such a course will pay better bank-relations dividends. 

Close understanding between our banks should not be postponed until 
an emergency arises. The personal contact so essential to good corre- 
spondent bank relations must be developed and fostered in good times, so 
it will be available when we need it. There have been no unusual demands 
on banks in the past 20 years, and we have taken our association with each 
other very much for granted. Believe me when I say that it is very pleasant 
to visit the city correspondent bank, go to a ball game, go out to dinner, 

see a show and be exposed to some night life. It is a part of city corre- 
spondent bank service, and develops good public relations. 

BORROWING SOMETIMES NECESSARY 

The heavy demand for loans, a slight decrease in deposits and the 

reluctance of the banker to sell government bonds in the present market 
may make it necessary for some banks to resort to borrowing money. At 
this time it looks as if it should be on a temporary or emergency basis, 
principally for feeding livestock, or storing grain or other commodities. 
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This will bring about a problem that is entirely new to most of the men 

now in our country banks. They have not, until recently, operated a bank 

on anything but increasing volume and increasing prices. I am sure that 

we can go to our city correspondent banks any time to get temporary help, 

and I am also sure that the city correspondent bankers have given serious 

thought to the problem of just how far they would or could go in extend- 

ing credit to the country bank if the emergency were to be extended 

because of severe weather conditions, prolonged depressed farm prices, or 

an increased unfavorable position of agriculture in our American economy. 

It may be well to think this matter out as far as possible—and there may 

not be too much that can be done about it at this time. I believe, however, 

that in this connection there is one great service that the city correspond- 

ent bank can extend to the country banker. It is not a healthy condition 

for a country banker to extend credit on the assumption that he can get 

assistance from his city correspondent banker whenever he needs it. It 

would be a mistake on the part of the city correspondent bank to permit 

this idea to become a part of the policy of the country banker. It may lead 

to an overextension of credit and, if those loans do go to the city corre- 

spondent bank as collateral, they have a way of finding their way back 

into the loan portfolio of the country bank. The country banker should 

be cautioned by his city correspondent bank that there is a proper ratio 

of loans to deposits beyond which it is not safe to proceed. 
The country banker should take his government bond list to his city 

correspondent bank for analysis. Since the flow and volume of credit and 

deposits are so directly related to the condition of agriculture alone, I am 
sure that the city correspondent banks will point out the prudence of 

having a reserve of short-term government bonds and Treasury bills. 
There may be a tendency on the part of some country bankers to reach for 
a larger income by extending maturities of bonds, and a city correspond- 

ent bank in whom the country bank has confidence can suggest that this 
is an invitation to trouble. This may sound like a big order for the city 

correspondent banks, but let me say that the country banker may feel 
much closer to them than he does to some of the supervising authorities. 

The country banker may have acquired a feeling that the city correspond- 

ent banks are on his side and, if so, he will listen to them. 

City BANKS HELPFUL IN Many Ways 

Some of our smaller country banks may sometimes lack a definite satis- 
factory loaning policy. Others have problems in operations and personnel. 
Some of these banks are largely under the direction of one man. He may 
not have the advantages of working with a board of directors who have
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the experience or take the time to direct the bank properly. That man 
should call on his city correspondent bank and lay his cards on the table. 
The city correspondent bank can give him sound advice and assistance. 

We have gone to our city correspondent with policy matters and have 
come away with what has proved to be helpful guidance. We have valu- 
able help in our banks now that were sent to us by our city correspondent 
banks. We had a problem in deciding on certain bank equipment. Our 
help seemed to be divided on the choice of competing machines. We sent 
some of our assistants to a city correspondent bank and it very tactfully 
helped them make a wise choice. 

There are many services that can be performed for us in the country 
bank category by the city correspondent bank. If the country banker does 
not get what he thinks he should have from his city correspondent bank, ’ 
then IJ think it is his own fault. He probably does not know what services 
are available to him or he does not feel free to ask for them. The outside 
world is not much farther from the country bank than it is from the city 
correspondent bank. We have only to ask and the services of the metro- 
politan or city correspondent bank can be furnished us for the benefit 
of our customers. 

Some of these services may seem to be unrelated to correspondent bank- 
ing, but I think it can be assumed that any service that a city correspond- 
ent bank may perform for us that will help formulate policy, simplify 
bank operations, furnish credit in times of emergency, or, in general, tend 
toward the better administration of our banks can be of great help to our 
agricultural customers as well as to the other classes of our bank customers. 

It is said that an economic good exists when all partners in a mutual 
business transaction achieve satisfactory benefits. I feel that great eco- 
nomic good has been achieved during the past many years as a result of 
the close and fine relationship that has existed between the country banker 
and his city correspondent bank. | 
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THE MARKET AND PRICE SIDE of the agricultural situation already has 

been discussed on your program. I assume, therefore, that my assignment 
involves a discussion of farm production. I shall consider both the tech- 
nical and the economic aspects of new developments and their impacts 
on farming and on farm people. | 

Most bankers who deal with farm clients are so close to farmers and 
farm production in their everyday work that they are well aware of the 
veritable revolution that has taken place in farming during the last 15 to 
20 years. But perhaps I can provide a national perspective of the effects 
of these changes by reviewing briefly the overall results. 

In 1956, farmers are producing 36 percent more farm products than in — 
1940. They are producing nearly 50 percent more than the average of the 
prewar years 1935-39. These measurements are in terms of constant prices, 
and, consequently, measure changes in physical volume of output. 

How did farmers achieve this tremendous increase? Not by using more 
acres of land or more hours of labor. They used about the same number 
of acres as in 1940, but they did have more investment in buildings and 

in land improvements. So perhaps we have to say that they used from 
15 to 20 percent more land, buildings, and land improvements. They 
used about 30 percent fewer hours of labor than in 1940, but the hours 

spent in production were used more effectively. They accomplished more 
in each hour of work, partly because each worker had more machinery 
and other capital working with him; also partly because farm workers 
had learned new technical and managerial skills. But in 1956, farmers 
used twice as much machinery and over three times as much fertilizer 
as in 1940. The much greater use of nonfarm goods and services means 
that farmers need more of both investment and operating capital today 
than they did 15 or 20 years ago. In current dollars, the farm balance 
sheet shows total agricultural assets in 1956 of over three times the value 
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in 1940. With fewer farm workers in 1956, the average value of real estate, 
_machinery, and other assets per worker this year is over four times the 
value in 1940. Even correcting for changes in the price level, it is 1.7 

times 1940. In fact, the average investment per worker in agriculture of 
about $15,000 (current dollars) is higher than the average in manufac- 

turing industry. , 
Adding together all the land, labor, and capital used jn farm produc- 

ion in 1956, it comes out about like this: Farmers are producing 36 percent 
more than in 1940 with about the same total resources. In other words, 
they have increased their physical efficiency about one-third in 16 years. 
There are still pockets of technological stagnation in some farming areas; 
but, by and large, commercial agriculture today is efficient, progressive, 
and complex. 

Wuat Is THE REcoRD? 

The record of the last 16 years is astounding when compared with any 
previous period, but it is quite apparent that it did not come about 
spontaneously. It was made possible by painstaking, imaginative, and 
organized research conducted by both public and private agencies since 
the turn of the century. The main events were the following: 

1, MECHANIZATION. Mechanical power and equipment specifically 
designed for its use have served as the foundation for increased 
production of farm products. Substitution of mechanical for animal 
power began in earnest shortly after World War I. Since that time, 
about 70-million acres of cropland which formerly produced feed for 
work animals have been released for other uses. About 33-million 
acres of that total have been released since 1940. Mechanization also 
speeds up farm operations, and adequate power facilitates better 
tillage, which, combined with greater timeliness, results in higher 
crop yields. Central station electric power reduces chore jobs around 
the farmstead. 

2. CROP AND SOIL IMPROVEMENTS. Hybrid seed corn is the most widely 
recognized innovation in the crops field. Now we also have hybrid 
grain sorghums which promise similar increases in yield of that crop. 
Other crop improvements have added greatly to increased output. 
For example, high-yield varieties of soybeans have made it possible. 
to expand this crop from an infant enterprise of 1-million acres to a 
20-million-acre giant in 30 years. About 457-million bushels of soy- 
beans will be produced in 1956, or approximately 90 times the output 
of 30 years ago. , 

Greater emphasis on conservation and improvement of soil has 
provided an environment for higher yielding crops. Among these 
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improvements are better crop rotations, terracing, strip cropping, and 
mulch tillage. But the most startling change is the increased use of 
fertilizer and lime. Farmers are now using over 3 times as much 
fertilizer as in 1940. 

3. LIVESTOCK BREEDING, FEEDING, AND DISEASE CONTROL. Better breed- 
_ ing stock resulting from artificial insemination, crossbreeding, and 

selection enables farmers to capitalize on more adequate and balanced 
rations, some of which include antibiotics and hormones. The out- 
standing illustration of results is commercial broiler production, 
which has grown from an unknown enterprise 30 years ago to 4-billion 
pounds live weight production in 1956. In 1940 broiler producers 
used an average of 4.1 pounds of feed to produce 1 pound live weight 
of broilers, whereas in 1955 they used only 2.8 pounds. This represents 
better than a 30-percent increase in feeding efficiency. 

In 1940, we had 2.7-million more milk cows on farms than in 1956; 
but the average production per cow was only 4,600 pounds. In 1956, 
the average will be over 6,000 pounds, or nearly one-third more milk 
per cow. Consequently, we are producing 127-billion pounds of milk 
in 1956 compared with only 109-billion pounds in 1940. 

Recordkeeping by dairy farmers has furnished an incentive for 
better breeding, better feeding, and culling of low producers. You 
may already have heard of a new Weigh-a-Day-a-Month Plan in the 
National Cooperative Dairy Herd Improvement Program. This is a 
low-cost dairy recordkeeping system sponsored by the Agricultural 
Research Service and the Federal and State Extension Services. It is 
designed for the farmer who feels that he cannot afford to participate 
in the standard dairy herd improvement program. 

4. COMBINATION OF IMPROVEMENTS. Combined adoption of some of 
these improvements results in a chain reaction that further increases 
total farm output. For example, a higher yield of corn or grain 
sorghum may be the result of combined use of improved seed, more 
lime and fertilizer, timely tillage, weed and insect control, and a 
rotation system that conserves and helps to improve the soil. With 
additional feed available, livestock will be fed more adequately; and 
thus both crop and livestock production will be increased. 

5, FEWER AND BIGGER FARMS. Another illustration of the combined 
effect of different improvements is the use of mechanical power and 
associated equipment in combination with other developments to 
reduce greatly the amount of labor required for most farm operations. 
The usual family labor supply can now handle more acres of land, 
and capable operators have been able to increase net incomes by 
farming more acres. Frequently, farmers who had labor and equip- 
ment to handle more land have rented or bought an adjacent farm. 
One farm family then operates the land formerly farmed by two 
families. The result is fewer and bigger farms, and higher investment 
per farm and per worker, but usually a lower cost per unit of product.
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This trend is illustrated by the census returns from Iowa, where there 
has been a steady decline since 1940 in the number of farms below 
220 acres in size. Although there has been some increase in the num- 
ber of farms larger than 220 acres, the total number of farms in 1954 
was about 20,000 less than in 1940. 

Adoption of these improvements has not flowed automatically from the 

research pipeline. Research results must be made available to farmers 

through educational and other programs, and successful adoption requires 

training in both technical and managerial skills. We must realize that 

farming today is much more complex than in former years. In this con- 

nection, we cannot overemphasize the role that has been played by 
improved local facilities for primary and secondary education. Those 

who have become farm operators in the last 15 or 20 years have had the 

benefit of more and better education than was available to youngsters of 

my generation. I attended a village school in a fairly typical farming com- 

munity of those days, and I can count on the fingers of one hand the 

eighth-graders in my class of about 35 who pursued their education 
beyond that grade. Today, at least some high school education is the rule 
rather than the exception. Better basic education of the young people 
growing up on farms has provided a foundation for Extension and other 
agricultural training. 

CREDIT AN IMPORTANT FACTOR 

There is still another requirement for rapid adoption of new improve- 
ments. Bankers recognize that in order to make the necesesary investment 
in the new techniques, farmers must have either savings or opportunity for 
increased earnings as a basis for credit. Adoption of new methods lagged 
in the 1930’s because farmers had neither savings nor credit. In fact, they 
did not even maintain buildings and equipment in those years; but as 
income improved in the early war years, they adopted new techniques 
about as rapidly as supplies and services became available. Output 
increased about 20 percent from 1940 to 1945. The further expansion of 
recent years has occurred largely because farmers have continued to make 

heavy investments in improved technology. 
We can summarize the technical aspects of new developments in agricul- 

ture by saying that progress in physical efficiency has been excellent. 
Farmers have kept in step with progress in other sectors of our national 
economy. Better education has made possible development of the neces- 
sary technical and management skills to handle the new technology; and, 
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by and large, farmers have obtained the capital needed to invest in 

improved techniques. 

What about the economic aspects of these developments? Farm people 

benefited greatly from adoption of technological improvements when the 

markets were expanding during the war and rehabilitation years. Their 

purchasing power rose rapidly. Farmers began to pay debts; to buy land, 

livestock, and equipment; and, when materials became available, to 

improve the farm, the home, and the community. Many also accumulated 

financial reserves of Savings Bonds, time deposits, and other financial 

assets. But the general price level was rising, which meant a gradually 

rising cost structure that caught farmers in a cost-price squeeze when farm 

prices fell after the special war and rehabilitation needs had been met. 

PRODUCTION AND MARKETING 

At the present time, we are struggling with surplus problems in some 
key commodities; and many farmers are unhappy about their share of the 
fruits of national prosperity. Have farmers become too efficient? That is, 
have they adopted output-increasing improvements so fast that farm 
products are flooding the markets; reducing prices; and, therefore, lower- 
ing farm incomes? Can prospects for the next few years be characterized 
as a race between production-increasing technology and market expan- 
sion? The market is expanding because of growth of population and 

increased purchasing power, and valiant efforts are being made to increase 
both domestic and foreign markets by providing special outlets. But so 
far the market is not expanding fast enough to take up the increase in 
output; and, at the moment, production seems to be winning the race. 

We must also realize, however, that production increases got a head 
start from the stimulus of war and rehabilitation needs in the 1940's. 
Thus, one of the major causes of our present imbalance between produc- 
tion and markets is war and the aftermath of war. Wheat and cotton 
production were expanded to meet war and rehabilitation needs. It was 
fortunate for our national welfare that we could provide for those needs 
at that time, and it was profitable for farmers to do so. But now farmers 

are producing more than peacetime markets will take, at prices satisfac- 
tory to producers. So we have tried to cut down production by allotments 
and quotas. We have expanded market outlets through export programs 
and special domestic uses, but we are still producing more than we can 
find outlets for. In fact, in 1956 we are producing nearly enough for the 
expected normal markets of 1960, and this despite the severe drought 
which prevailed over large areas.
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We are faced with two interrelated problems: (1) Correcting the war- 
borne maladjustment in production, especially of wheat and cotton; and 
(2) achieving overall balance of production with prospective markets. 
Looking at these problems over a period of years, it may be more difficult 
to adjust the wheat acreage, for example, to prospective markets than to 
achieve overall balance with peacetime markets. 

Although new technology is not the only force pushing up farm output, 
so far as it results in greater production and, therefore, in imbalance 
between production and markets, there is an apparent conflict between 
progress and income stability in agriculture. Can this conflict be recon- 
ciled? In other words, can we even up the race between production and 
markets without retarding progress? We cannot afford to hobble progress 
because agriculture must keep step with technical and economic progress 

in the rest of the economy. The alternative would be a static, peasant type 
of agriculture, which would not attract and retain persons of ability in 
farm occupations. Also, technical advances are necessary to compete in 
world markets, and with products of nonfarm origin in domestic markets. 
Moreover, the general economy benefits from more efficient farm produc- 
tion—both currently and as insurance against emergency needs. The 
problem, therefore, is one of finding ways for farmers to overcome mal- 
adjustments that prevent their obtaining a proportionate share of the 
fruits of progress. 

IMPACT OF TECHNOLOGY 

Perhaps a little review of the impact of technology on farmers would 
be helpful before we attempt to determine whether the conflict can be 
reconciled. The following points are pertinent in this connection: 

1. Although most improvements are output-increasing, some lower 
costs without directly inducing greater production. For example, 
recent experiments indicate that intertilled crops can be grown with 
much less cultivation without any sacrifice in yields. 

2. The demand for many farm products (potatoes or wheat, for 
example) is so inelastic that a smaller total output sells at prices 
enough higher to bring a higher gross value than a larger output. 
Therefore, a cost-reducing improvement that increases production 
may mean much lower prices for the product unless demand is 
increasing enough to absorb the additional output. 

3. Farmers who first adopt a cost-reducing improvement will retain 
whatever gain results, until or unless the price of the product is 
affected. ‘Therefore, farmers who first adopt an improvement always 
gain in the early period of its adoption. This is a powerful incentive 
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for adoption by those in a financial position to make the change. 
In the case of a price-ssupported product, farmers hold the gain 

unless allotments and price supports are reduced as more surpluses 
accumulate. | : 

4, Those who cannot, or for some other reason do not, adopt the 

new techniques will not be injured by other farmers’ adopting them 
until or unless the price of the product is reduced. 

5. If adoption of an improvement results in much larger produc- 

tion and lower prices, all, or nearly all, of the gain from the improve- 

ment will be shifted away from farmers to the benefit of other groups. 

When this occurs, there is no road back to the previous position. 
Farmers cannot gain by going back to former methods. They have 

incurred investments to adopt the new practice, and these have 

become a part of their fixed costs. Therefore, they cannot, as indi- 

viduals, gain by cutting back production. 

This is about where many farmers find themselves at the present time. 

But what is ahead? Will farmers continue to increase output? We said 

a while ago that adoption of new improvements requires either savings or 

potential earnings that form the basis for credit. If this is true, can we 

expect a continuation of production-increasing improvements under pros- 

pective income conditions? There are some evidences that investment in 

expensive equipment is slowing down. Purchases of farm machinery in 

1956 seem likely to be the lowest in a decade. Purchases of fertilizer, 

improved seed, and pesticides require only current outlays. Although 

increases in expenditure for these goods seem to be retarded, there is no 

sign of curtailment. , 

To get a better insight as to what is ahead, we need to look at th 

capital structure of family farms. The equity capital is furnished by the 

individual farmer instead of stockholders, as in banks and industrial cor- 

porations. The capable farmers who got started in the 1930's or early war 

years have accumulated reserves that show up in our ageregate balance 

sheets and in the large numer of farms that do not have real estate 

mortgages. The farmers who have little or no debt also have a large 

cushion against the shock of lower production or lower prices, or both. 

Such farmers have both the earnings of their capital and their labor 

to live on and to dispose of in other ways. They have several choices open 

to them in planning their farm operations. For example, they can slacken 

the pace of production. They can even cut back a bit, perhaps at some 

sacrifice in net income, but with reduced risk, and with added leisure. 

They are also in a good position to go in the opposite direction, and 
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expand if they care to do so. If they have grown sons, they may buy the 
adjoining farm and in that way cut overhead costs per unit of output. 
They may also find it profitable to adopt new techniques, even under 
present cost-price relationships. 

Wuat ABOUT THE YOUNG FARMER? 

Now let's look at the position of a group of farmers perhaps equally 
capable, but younger in years, and struggling to get established. Perhaps 
they are G.I.’s who started after the war. Their investments were made 
when land values, machinery, and livestock had risen; and they had to 
incur heavy debts in order to get started. Those farmers are forced to push 
their output in order to meet high fixed charges. But they find it difficult 
to finance new cost-reducing investments. They will try to maintain or 
expand output by working longer hours, saving on hired labor, and 
cutting corners in other ways. High cash costs for operating expenses add 
to their vulnerability. 7 

The price tags on nonfarm goods and services have advanced more than 
30 percent since 1947-49. I should like to illustrate the effect of increases 
in prices paid by farmers with the results on average hog-dairy farms in 
the Corn Belt. If prices paid for goods and services used in production had 
been the same in 1956 as the average for the years 1947-49, the net income 
would have been about $800 higher, or nearly one-fifth more than pres- 
ent prospects. 

Some of the younger farmers who find themselves in tight financial 
circumstances may give up the struggle and seek full-time nonfarm 
employment. Or they may shift to part-time farming. Perhaps they will 
depend more on custom work or rent out part of the land. Usually, how- 
ever, the land continues in production. 

Unfortunately, we do not have sufficient information concerning the 
financial position of different groups of farmers, and how they react to 
changes in prices, costs, and production conditions, to state with any 
assurance the trend of production over the next three to four years. My 
own personal judgment is that there will be a slowing down of the increase 
in output if present price and cost conditions prevail. I would not expect 
a reduction under average weather conditions, aside from the potential 
effects of the Soil Bank. , 

ADEQUATE RESERVES ESSENTIAL 

If there should be a worsening of international relations, the out- 
look would be quite different. Our Korean experience indicates the 
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narrowness of the margin between overabundance and relative scarcity. 

A widespread drought also could result in a drastic change in the supply 

situation. The possibility of either drought or an international emergency 

indicates the need for adequate reserves, partly of storable commodities, 

but more especially of productive capacity. Such reserves are needed for 

the protection of all of us as citizens. Farmers, however, cannot afford to 

pay the cost of reserve capacity that provides for unforeseen needs of the 

entire population. Such costs are not covered in market prices for farm 

products. 

We have not faced up to the reserve problem directly, although the con- 

servation reserve features of the Soil Bank could be developed along 

these lines. 

SUMMARY 

I would summarize the technical and economic impacts of new develop- 

ments in agriculture about as follows: We have achieved the physical 

basis for farm abundance; and farmers have made excellent progress in 

physical efficiency; but we have not solved the economic problems of 

providing opportunities for farmers to obtain a sustained proportionate 

share of the benefits of abundance, under conditions such as we are 

experiencing at the present time. We have not adequately recognized the 

necessity for a contingency reserve of productive capacity. We have allo- 

cated very little of our research resources to the solution of these problems. 

We have assumed that they would take care of themselves. When the 

pressure in the boiler has gone too high, we have provided emergency 

ameliorative legislation. Unfortunately, we have not recognized the need 

for adequate analysis of the economic effects of changes in technology and 

in prices and costs. More research in this field is necessary if the conflict 

between progress and prosperity is to be reconciled. | 

Perhaps we still believe that competition and survival of the fittest will 

take care of the needed adjustment. If we share this belief, we should also 

consider the structure of agriculture that might emerge from a “let alone” 

policy. How is it likely to compare with the kind of agriculture we would 

like to see develop in our community and in the nation as a whole? Would 

it result in a community of intelligent, capable operators of family farms 

of adequate size to provide satisfactory incomes? Or perhaps we are seek- 

ing quite different goals? It seems desirable that farmers, rural bankers, 

and other farm groups consider carefully the goals they wish to achieve, 

and then obtain adequate analyses of alternative ways of reaching the 

desired objectives. This might require about as much research attention
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to the economic problems of farmers as we are giving to the techni- 
cal problems. , | 

If there is consensus concerning the objectives to be reached, and the 
ways of reaching them, it is possible to help mold the “shape of things to 
come” in agriculture. Those responsible for passage of the Homestead 
Act influenced agriculture for generations to come. But an adequate 
understanding of the problem, and analysis of the consequences of alter- 
native ways of dealing with it, are the first requisites for intelligent action. 

 



  

Some Considerations in Agricultural Policy 

Excerpts from a “Flannelboard” Presentation 

Dr. Harry M. Love, Head 

Department of Agricultural Economics and Rural Sociology 

Virginia Polytechnic Institute 

Blacksburg, Virginia 

* 

IN THE AMERICAN DEMOCRACY, people are not only free to make choices 
but it is their inescapable responsibility to choose. Furthermore, our 
economic system is so complex that there is no one single approach to its | 
operation. However, there are certain immutable economic forces which 
will prevail. 

In things economic, like things physical, there are those who do not 
accept the presence of basic forces. For example, many automobile drivers 
disregard the warnings “Maximum Safe Speed” as though they would 

repeal the law of centrifugal force. Sad as the consequences seem at times, 
there are those who persist in disregarding the basic principles in safety. 

Of course, engineering science has done much to reduce the hazards in 

travel by banking curves, posting their speed tolerance and making cars 
which hug the road. While these and other scientific advances have 
operated to harmonize our travel with physical forces, they have in no 
wise lessened their significance. 

In the area of things economic, there are benefits to be derived through 
harmonizing our efforts with certain basic principles. As in things physi- 
cal, a great deal has been learned in the science of adjusting our activity 
to economic forces. Yet, they have not been repealed and a penalty is 
automatically assessed for violations. 

This presentation is offered in the belief that farm people, their banker 

friends, and others will reason more rationally if they have full knowledge 
of the choices available and are given time to consider them. Solutions to 
the economic problems of agriculture which are derived in this way 
will doubtless be superior to those from any other source. 

It is not possible for all people to have all they want of everything at 
any time. Therefore, three vital choices must be made. These are: what 
to produce, how much, and by whom.
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The purpose of this discussion is to describe three ways by which 
these decisions may be made. 

FREE MARKET ECONOMY 

In a free market price economy, all people vote by spending their 

money for what they want. In this continuous election, every penny 
counts toward telling producers what consumers will buy and what they 
will pay. , 

Producers act as though guided by an “invisible hand” and, on the 

basis of the price signals from consumers, decide what they will produce 

and how much. Each producer is free to go as far toward outdoing his 
competitors as his ability and resources will permit. Some make a great 

success. Others miscalculate and make a miserable failure. 

The consumers are free to buy or not to buy. Mrs. Consumer does not 

have to buy from the Fuller Brush man. He knows it. That keeps him 
on his toes. Those men prosper who find the best way and the cheapest 
way to satisfy the wants of the consumer voters. The right to compete is 
unlimited except insofar as society may require standards of performance, 
protection of natural resources, “fair play,” and the like. With this goes 
unlimited opportunity. 

The free market process for deciding what to produce, how much, 
and by whom, operates as though everybody knows more than anybody. 
Consumers make these decisions impartially and impersonally. 

In the free market economy, freedom of action and scientific discoveries 
have brought rapid growth and change. From rapid growth and change 
have come risk and insecurity. For example, the original Mr. Ford 
brought great risks and insecurity to horse breeders, buggy manufacturers, 

blacksmiths, and thousands of others. Why, most of his more than 100 

competitors could not go the pace. But just think what was gained by 
permitting the rapid growth and change that came with the development 
of the automobile. Through it, millions of people found new jobs, better 
working conditions, greater earnings, and a new mode of life. The level 
of living for all people rose as never before. This came, however, at the 
price of greater risk and insecurity during the period of change-over to 
greater areas of opportunity. Result—everybody benefited. This insecurity 
has caused some to make demands for protection by arresting the free 
market. Many things cause people to turn to government for assistance 
in accomplishing desired objectives they cannot so readily attain through 
individual action. ‘The public free schools are a classic example. Also, 

many people feel that they are being hurt more than others or it may 
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just be easiest to call on government. There is also the apparent “mood 
of the people” to demand more protection as economic leverage in society 
increases. 

HicuH, Ricip Price Supports 

‘The second way for making decisions is demonstrated by government 
trying to protect farmers against rapid growth and change by permanently 
Supporting their prices above those consumers are willing to pay. 

This “pegging” of prices at a definite level rather than letting them 

fluctuate prevents consumers from registering their opinions. Consumers 

are no longer free to decide not to buy since government takes from them, 

through its tax authority, the dollars needed to pay producers the fixed 

support prices. Now that consumers are unable to tell producers what 

they want and do not want, it becomes necessary to apply arbitrary con- 
trols. Thus, controls and supports go hand in hand. 

Consequently, neither consumers nor producers are free to exercise 
their best judgments as to what shall be produced, how much, and by | 
whom. Under these conditions, the responsibility for making these deci- 
sions is given to select men. Thus, clothed with authority, they must 
act as though somebody knows more than everybody. 

When prices are supported above what consumers are willing to pay, 
they look for cheaper sources of supply and substitute products. Syn- 
thetics flourish while cotton suffers. Oleo spreads while butter spoils. 
Export markets disappear as other countries expand their production of 
cotton, tobacco, wheat, etc. 

Similarly, as production allotments are reduced, farmers find ways 
to produce more per acre. They also bid up the price for allotted acres 
in an effort to buy fast enough to keep their rights from being reduced 
through cuts. 

Thus, production is not permitted to decrease in proportion to reduced 
allotments. Meanwhile, cost per unit of product does not decrease as 
might be expected. To the extent that total production is reduced and 
costs fail to decline proportionally, the farmer’s net income is lower. 
Producers strive to keep production up despite acreage reductions and, 
to this extent, contribute to the need for further cuts and expand surplus 

supplies. 

In order to spare small producers, there is a minimum below which 
their allotments may not be cut. Those whose allotments are above the 
-minimum bear the brunt of cuts until all become so small that the mini- 
mum has to be lowered. Burley tobacco affords a typical illustration of — 
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what happens. A few years ago the minimum allotment was 0.9 an acre. 

It was reduced to 0.7 an acre. In 1955 it was further reduced to 0.5 an 

acre. Now more than 60 per cent of some 300,000 farms, or about 180,000, 
have allotments of 0.5 an acre or less. 

FARMERS RIGHTS DENIED 

This is essentially a process for rationing poverty and outlawing 

efficiency which would otherwise be expected. It denies the right to com- 

pete and limits opportunity. Those growers of tobacco and other com- 

modities who could produce them as cheaply as they can be grown any 

place and make more satisfactory incomes than now, are denied the free- 

dom to do so. Meanwhile, consumers of these products are forced to pay 

more than the cost should be. To this extent, the consumers have less 

to spend for other things which they might buy. 
This inability to buy other things keeps the standard of living from 

rising. Because consumers are unable to make savings, new jobs pro- 

ducing other things are not created. Therefore, the smaller, low-income 

farmers have less opportunity to get into more productive work at higher 

wages. They are doomed to live with small allotments which continue 

to shrink. Everybody suffers. Consumers would vote for other things but 
cannot save the dollars to support their votes. The process of communi- 

cation breaks down. The “invisible hand” no longer beckons toward 

opportunity. 

Meanwhile, farmers find it very difficult to shift the fragments of crop 

land resulting from reduced acreage allotments into profitable uses. This 
causes them to turn to other enterprises even though the returns may be 
low. Thus, trouble is created for other farmers. To relieve this situation, 
supports and controls are extended. Extending supports and controls 
creates more problems than it solves. Farmers who might otherwise find 
ways to shift into main or specialized production are now plagued with 

fragments. The portions of their resources which are cut off from the 
controlled crops by allotments are too small for profitable use in the pro- 
duction of other things. So it goes, on and on, until all is controlled, in 

farming and other segments of the economy. It is a step-by-step process 
which comes about so gradually that the ultimate results are concealed. 
For this reason, it is imperative that we should always preserve the right 
to repeal and the will to do so when it becomes necessary. 

Now, arresting growth and change results in destroying freedom and 
the benefits of science. Security is bought at the price of stagnation. 
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A Way Out 

The third process for making the necessary decisions lies in an area 
of compromise between an absolutely free market and a rigidly supported 

market. , 

By supporting prices at a level which is low enough to permit the free 

market to operate without interference except in the case of severe price 

drops, the benefits of both may be obtained without sacrificing either. 
Supports would thus serve about as a net does under trapeze performers. 

While the act goes on, the actors are protected without interference in 

case they fall. Thus, the actors are challenged t to do their best and give 

the spectators their money’s worth. 

The American economy may be likened to a spinning top. It cannot 

spin and have perfect stability. It is usually most stable when spinning 
at high speed. Through the free market, decisions are made for the 

production of more than 8-million items. We are constantly cutting off 

some items and adding on others as the economy spins along. Many people 

seem obsessed with the idea that all our economic goals can be automati- 

cally attained by some quick, easy, and single change such as tampering 

with prices. Such a narrow concept of the alternatives open to us only frus- 

trates our efforts and keeps us from doing many more constructive things. 

While perfect security and stability are not possible if economic growth 

is to continue, it is also evident that economic collapse is most wasteful. 

Therefore, some protection from excessive economic instability would 

seem desirable. | 

In agriculture, the nature of problems resulting from instability is 
uniquely different from those in most other areas of production and con- 
sumption. Much of this springs from differences in the capacity to 

consume. Many families are very ready to use two or more automobiles, 

a TV for each room, a winter and a summer home; and so on we might 

go with an insatiable desire for these and other non-farm products. 
When it comes to food items the situation is quite different. Few people 

have a second stomach. Those so unfortunate as to have excessive size are 

generally trying to reduce. As a result, a slight increase in the output of 
food products i in excess of usual demands causes a many-times-greater drop 
in prices to farmers. The net described above may best function to absorb 
the shock of these temporary and unpredictable surpluses. The situation 
with reference to fibers is not quite so erratic as for foods, but there is still 

relatively less stability than in non-farm industries. 

Economic progress depends upon the extent to which we can promote 
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efforts to find new and better ways of doing things and muster the 
courage to take the risks in putting them into operation. 
We might appropriately ask ourselves whether there has been a great 

change in values on the part of the majority of the people, whether we are 
really tired of change, growth, consumer sovereignty, and the individual 
responsibilities that go with democracy and capitalism. If we have experi- 
enced a great change in values and are tired of these things, then there is 
little prospect for the future of our economy and the American way of life. 

It is the responsibility of all people to ponder the nature of the 
choices available and do those things which will, in their opinion, 

promote the most rational action. 

  

      

 



  

  

  

Current Problems for Agricultural Lenders 

Grorce H. STepspins, President 

Simsbury Bank & ‘Trust Co. — 

Simsbury, Connecticut 

* 

THIS IS A GREAT AUDIENCE TO ADDRESS. It is an important group. In it 
are the erudites, the educated, the sophisticated, kings of finance, planners, 

thinkers, administrators, white collar agriculturists, salesmen, teachers, 
leaders, economists, and a host of others. Here, too, are many men who 
hop in their car, crawl down a dusty or rutted or muddy road, and end 

up conversing with a farmer while leaning against a barnyard fence. 
Toward this latter-mentioned group are these thoughts directed. 

Current problems or future problems or continually changing prob- 
lems or perpetual problems—should they be discussed from the localized 
viewpoint of a worm or from the overall, high-level scanning of an eagle? 
The Commission’s Planning Committee was not specific when this after- 
noon’s topic was assigned. Maybe we'll develop an admixture of the 
problems from several levels of approach. 

There are reasons for so doing. Many in this audience are heads of or 
are in farm or agricultural departments of banks. Many others are in 
country banks and lend to farmers, butchers, bakers, and candlestick 
makers. Another large segment are the top administrative officers in their 
banks and, as such, have varied responsibilities. 

Some of the topics may seem far fetched and with little or no applica- 
tion to the assigned title. They will be presented with the belief that each 
has some bearing and that a better understanding of each may take some 
rough edges off current problems. 

DeposiT ALLOCATION 

Recognizing that there always are exceptions—by and large, big and 

small, country and city banks are employing a larger part of their deposits 
in loans than has been customary in the immediate past. 

Liquidation of short-term investment paper and, in some instances, 
conversion of intermediate- or long-term bonds into loans suggests that 
many banks—small and large—have a drift-with-the-tide policy of “We 
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will invest only that portion of our deposits not needed for reserves and 
such funds as we are unable to lend on a basis satisfactory to us.” 

Such a policy, or, rather, the absence of a directional policy, inevitably 
leads towards a too-full portfolio of some classes of loans and an investment 
program that serves only as a mopper-up-of-cash in excess of legal reserves. 

Banks in agricultural areas have been slow to adopt available simple 
tools as an aid to formulating resource allocations for loan and investment 

purposes. Using varied-colored inks or pencils and superimposing one 
year’s graphs on another soon give the intermediate and seasonal deposit 
variations and develop the longer-term up or down trends. Most banks 
have a deposit pattern all their own. We can’t rely much on our neighbor’s 
pattern—it probably is different from ours. oe - 

Once we visualize our bank’s seasonal and long-term trend pattern, 
better banking requires a policy determination of: : 

1. With allowances, the proportion to be loaned and the per- 
centage to be invested. 

2. Of the loanable portion of deposits, the proportion to be avail- 
able for each of the several types or classes of borrowers. 

_ 3. In areas of sizable deposit swings, the stated investment policy 
surely will call for utilizing very short term, highest grade investments 
in the period of bulging deposits and low credit demand to assure 
funds to meet the deposit decline and active seasonal demand 
for credit. , , , 

Stating this a bit differently, a bank might, after analysis of the 
volatility and swings of its deposits, decide that 40 percent of deposits 
should be in reserves and investments, leaving 60 percent of deposits 
available for loans. , 

Having made a determination that 60 or some other percentage of 
deposits will be available for loans means a further determination of 
what part of 60 percent will be available for agricultural loans, the portion 
for consumer credit, the amount for loans to merchants and businesses, 
and the amount for other loan category demands in your area. 

It takes less effort and is less embarrassing to drift with the tide than to 
chart an allocation-of-deposits course. Inevitably, such aimless meander- 
ing results in overextension in some or several types of credit in aggregates 
and in an inability to lend safely to those to whom additional credit is 
most necessary for the benefit of the local, area, or even national economy. 

It may be that some in this audience have learned for themselves or 
_ have been told by their presidents that their loan potential is full. Bank- 
ing is not a static business. Yesterday’s ineffective planning cannot be  
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cured overnight, but immediate future planning may obviate a repetition 

as soon as a few pages of the calendar have been turned. 

VALUE OF MONEY 

When we have established some variable-sized amounts available for 

our several kinds of borrowers, what should we do about the price at 
which it will be loaned? It could be, but it is unlikely, that some of you 

come from banks whose costs of operations are steadily declining. Who ) 

among you have not experienced an increase in almost every phase of 
your personal living over the past decade and a half? As you approached 
this old city of St. Louis, how many of you thought about the increase in 
rail fare, the higher cost of gasoline, the upping of motel rates since you 

visited here first some years ago? 
Some 20 years ago, we conducted a rather extensive questionnaire 

survey among some 2,500 farmers in 12 northeastern counties. A number 
of questions was asked. The importance of many of them and the answers 
received have passed with time. One I remember and remember well. 

Is the interest rate too high? The generalized answer in every instance 
was that the rate of interest was not of paramount importance—as long 

as it was fair. 
Lou Zehner, in the October issue of “Farm Finance,” a monthly pub- 

_ lication of the Federal Reserve Bank of Boston, published a consolidated 

statement of income and expense of 26 customers of the Peoples National 
Bank in Barre, Vermont. Fieldman Ray Rogers reported that this group 
averaged $12,647 in receipts, $9,410 in expenses, and debt of $13,442. On 

the average, each paid $659.83 in interest. The article points out how a 
full 1-percent increase in rate on all of the debt would have resulted in 
an increase of $134 or 1.4 percent of total expenses. , 

No one, no where, ever welcomes paying 1.4 percent more for anything. 
The facts are that you and I—everybody—have become inured to ever 
mounting costs for what we buy, for what we hire. As long as the wages 
of indusry, commerce, and trade spiral upward, so will the costs of 

operating the nation’s banks work higher and higher. If we are not doing 
so now, tomorrow is the last day we should see pass before we start 
taking a realistic look at our charges to borrowers and other users of 
bank’s services. 

PoLicy 

One of the tragedies of the splendid development of banking’s farm 
representative program is that too many men with an agricultural back- 
ground have been brought into banks, have been introduced to the staff,
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shown the location of their desk, and then been told: “We have lots of 

confidence in you; you’re our man; go to it.” You recognize that as a bit 
of satire, and yet there is more than a modicum of truth in the reference. 

Agricultural banks, city banks, little banks, big banks have, in general, 
' been slow to put on paper their management’s and directors’ concepts of 
the use and employment of their depositors’ monies. 

Stated agricultural lending policy can range from the single statement, 
“We will entertain every. application from anyone, for any purpose, as 
long as he raises a crop or an animal” to a fairly complete, well-thought- 
out statement. , | 

The farm representative not working under a written statement of 
policy should create his own and be restless and uneasy until his, or his 

Board’s modification of it is approved and a matter of record. 

There’s nothing wrong in approving loans on an exception-to-policy 
basis, when and if circumstances warrant. The point is, off-horse deals 
won't get on the-books until after they have been thoroughly discussed 
and approved on an exception basis. 

Like an unused pair of shoes, policy will get cracked and creaky unless 
it is brought out, aired, and repolished every 12 months or less. 

FARM REPRESENTATIVES 

By now we have established policy; within fluctuating limitations we 
know the ceiling of loan limits; we know that, if we fill the pot today, 
we can pour in nothing more tomorrow; and we have previously or by now 
established a fair rate of hire for such of our deposits as will be loaned. 
How should the farm representative list and inventory his personal 

aptitudes and abilities? Has the sound of his own voice so impressed him 
that he invariably talks rather than asks questions? Has he become so 
expert concerning the going prices of things that he relies on accurately 
totaled appraisals of things instead of honest, down-to-earth analysis? Has 
he let the too-often-asked committee question, “What’s your appraisal?” 
lure him into deals safe for the bank but perhaps with some hazards for 
the borrower? Does he always remind himself that capital loans can be 
repaid only from profits from sale of assets or by refinancing? When he 
has a deal that obviously must be stretched a point or two, does he rely 
on equity above the existing encumbrance? Or does he reason on the same 
bases other long-term lenders are using in placing mortgages, that there is 
little borrowable equity even though currently there may be salable 
equity? Does he place reliance on his applicant’s history or record of per- 
formance, or is he apt to think, “This year they will all perform alike 
regardless of what each did in the past’’? 
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Is he quick to spot the loan needing an adjustment in terms to prevent 

it from souring and thus turning a deserving note signer into a tragic 

delinquent? Is he fair and just when he realizes the once mutually-agreed- 

on loan isn’t what both parties hoped it would be? Or does he summarily 

get riled and dismiss his bank’s part by a curt “Send it to the lawyers | with 

instructions to collect in full’? 
If, through education and background, he is better informed than his 

committee, is he continuously trying to upgrade and widen the vision of 

his committee or board; or is he content to stay rutted and dismiss his 

responsibility with “Well, if that’s the way they want it, that’s the way 

they'll get it’? Is he keeping his ear to the ground so he knows what's in 

the mind of the College of Agriculture, the Extension Service, agriculture’s 

on-the-land progressives, the editors of the agricultural press, and other 

up-to-daters? . 
By chance, has he become so imbued with the public relations angle 

of his job that he is primarily an attender of events rather than a doer 

of things? 
When we who handle some or much agricultural credit are tried in the 

crucible of employers’ and credit users’ opinions, in the aggregate we 
probably come close to standard. Only by frequent test checking and reap- 
praising ourselves and our methods can we raise the test of our metal. 

‘TOOoLs 

Policy, percentage of deposit ceilings on volume, fair return for use of 
depositors’ money, assuredness that we are what we ought to be suggest 
a query or two about the tools of our trade. 

Many times you’ve read there is no such thing as a prefect applica- 
tion, financial, and operating statement form. It never has been and never 

will be devised because all forms were printed yesterday to serve the needs 
of the days before. Today, conditions are different; tomorrow they will 
change again. However, we fail in our duty if we neglect to revise, to cut 
out questions the answers to which are not pertinent creditwise, to sim- 

plify, to realign for ease of completing or understanding. Such forms are 
the basic, number one tools of our trade. We need the best that man’s 

brain can devise. 
It’s easy to understand. The dollar is the common denominator of our 

business. It always has been so. Traditionally, then, banking arranges nice 
captioned vertical rows wherein the farmer lists some data about herd or 
flock numbers and all his figures about the dollar value of the things he 
owns. Sometime, somewhere, a progressive bank will devise a form on the 
asset side of which will be spaces only for the listing of creatures by age,
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_breed, and numbers; buildings by description; acres by use or by crops; 

inventories by quantity; machinery and equipment by age and make; 

a few captioned slots for assets measurable only in dollars—e.g., cash, 

receivables, C.V.L.L, and investments. The debt side of that statement 

will show the name of the creditor, the amount of the debt, rate of 

amortization, the date the debt was incurred, and the purpose of the 
debt. Assuming these data are augmented by at least a fair operating 

statement showing number of hundredweight, head, bushels, or other 
units sold as well as dollars received—then and at that moment is that 

bank assured its approvals will be based on analysis. Gone will be the 
approval coming quick on the heels of the senior director’s “Well, he’s 
got a lot of real estate equity, ain’t he?” 

Brochures, chapters, and perhaps books have been published about the 
farm credit file. Examiners and supervisory authorities are not at all 
hesitant in saying banking has made much progress in organizing its files, 
but perfection is still a far-distant goal. Too many people in banks 
operate with continuous mixed fears and hatreds of the examiner. Many, 

many others welcome his appearance, advice, and criticisms. The facts are 

that the examiner gets on his “high horse” only when he is unable to find 
in your file what you think justifies the granting of the particular credit. 

Comparison statements which reveal numbers and ages of flocks and 
herds as well as financial data are much more valuable than those with 
dollar comparisons only. The dollar value of inventories, of animals, and 
poultry can jump all over the lot. The test of performance on the forth- 
coming loan is tied much closer to what John Farmer has to do with than 
the dollar value of these essentials. Noting that the asset value of laying 
hens has dropped a third from last year’s statement to the current one can 
be disconcerting. Learning that exactly the same numbers of layers are 
on hand this year as last is basic. 

THe PRoMIsE To Pay 

Policy, variable loan volume limits, rate of interest, able men, and 
a good basic farm credit kit suggest a look at the promise to pay we ask 
our borrowers to sign. Don’t squirm—the truth is, too many are written 
on a 90-day basis when 90 days relates to nothing except ease of computing 
discount at 6 percent on a 360-day basis. Too many are written on 
“demand” and then are tortured with all sorts of fine print on the note 
or by typed side agreements. 

An experience, amusing to me, may illustrate this thesis on maturities. 
Talking with an able banker, a man of standing in our fraternity, 
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I listened carefully while he extolled the virtues of railroad equipment 
trust certificates as an investment medium. 

As you know, essentially they are a sort of chattel mortgage deal cover- 
ing railroad engines and box, tank, flat, and gondola cars. Probably 

every kind of rolling stock has backed equipment trust certificates at one 
time or another. Some of this equipment travels from one road to another 
—back and forth—carrying a varied load in all sorts of weather under all 

possible conditions. Rate of amortization varies—probably a shorter over- 
all term on cattle cars than on diesel locomotives but certainly on an 
intermediate- or longer-term basis. To my friend, this was one of several 
ideal investments in which he would place the bank’s deposits. True, he 

could pick out any particular serial maturity he desired. 
Conversation drifted around to loans—to setting up longer-than-normal 

loans on a fixed—stated in the instrument—trate of pay-off. Was I surprised! 
“No, sir, so help me Hannah, this bank never has had and never will have 
a longer-than-four-month maturity on its books except in its consumer 
credit department.” Intermediate-term loans on never-seen rolling stock 
are triple A. Intermediate-term loans to the people he knew and had 

watched develop—no, never. Well, that’s one point of view. 
—- Until agriculture learns to pass more of its going farm enterprises intact 
from this generation to the next by testamentary documents or by con- 
tract, each new generation of farmers will be plagued by the accelerating 
problem of capital accumulation. It is an age-old problem. It is accentuated 
as farms become more mechanized and larger-sized businesses. Here again 
is a place for some “intermediate” thinking. 

Never. have we heard an out-and-out plea for wholesale easing and 
lengthening of terms. Since the day of the chattel mortgage baked in clay 
in Egypt, the problems and abilities of the next applicant have differed 
from those of the immediate last borrower. The plunger, who, given 
enough rope, would buy the moon and the ring around it, shouldn’t be 

treated in the same manner as the intelligent but patient plodder. In all 
our loans, other than those for financing current operations, the liquida- 

tion needs over a period of time are self-evident. If we do a reasonable 
analysis job, we will prove to ourselves that there is no overall magic in 
our 18-, 24-to-30-, or 36-month time limit for pay-off. , 

If we would, we could unrut ourselves in many situations where a 
justifiable stretch-out to meet the conditions of that farmer on that 
farm would benefit him and not result in his incurring additional 
debt elsewhere. , 

Our forefathers made many intermediate-term loans. They did it, and 
we think they kidded themselves, by the 90-day renewal method. Modern



82 A.B.A. Agricultural Credit Conference—1956 

banking can and should take more realistic looks at its rates of pay-off. 
and shouldn’t hesitate to set up understandable notes calling for the 
agreed-on pay-off from its date to the final maturity. 

As long as the business of agricultural lending deals with individual 
farmers, there will be plenty of opportunity to grant intermediate credits 
to those for whom such terms are sensible. Time will prove them to be 
mutually advantageous for lender as well as borrower. 

COLLATERAL 

Some day a man or woman of understanding will be financed by a 
bankers association, by a university, by an educational foundation, by 

a corporation’s charitable foundation in order that he or she can come 
up with the story of the 14,500 banks’ security attitudes and practices. 

_ Customs and habits are deep-seated. Banks, like families, do not change 
their customs abruptly or quickly. All of us carry with us some or all of 
the thinking and approaches of our early-year superiors. 

_ Some of us guess that banking absorbs a terrific labor and time over- 
head by sticking with collateral practices because of custom rather than 
creating security instruments only after careful analysis indicates the risk 
would be too great without collateral. 

Probably in this afternoon’s later sessions, collateral will be among the 
topics discussed. Very likely there will be general agreement that collateral 
is essential when one or several of these factors are present: 

1, When your borrower has a number of sizable creditors, any one 
of whom might, through legal action, take machinery, equipment, 
livestock, or inventory essential to the operation in satisfaction of 
his account. 

2. Where there are insurable hazards that could be but are not 
and will not be minimized by insurance. 

3. Where the individual credit is “outsized,” where the amount 
of the exposure is big from either the borrower’s or your bank’s 
point of view. 

4, Where the borrower is young and unproven or where he is new 
to your community and there has been no opportunity to observe 
his performance. 

5. Where your borrower is of such low mental capacity that he 
would hock his assets to the hilt for all sorts of damnfool things and 
enterprises if you, as his major creditor, didn’t have him all tied up. 

6. Where past performance indicates you cannot rely on his and 
his wife’s “we promise to pay.” 
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7. If you are the kind who would allocate a portion of your 
depositors’ monies for a loan to farm operation so hazardous, so 
volatile, that as you approved it, you said, “We probably will have 
to liquidate this fellow to get our dough back,” then surely you 
would be entitled to cover everything down to the last button of his 

last shirt. If you make that type, you are no banker. You should paint 
out the bank sign and hang three balls over the main entrance. 

You will add to this list this afternoon, but these just given are pretty 
much an analyst’s framework for determining collateral needs. 

The personal property lien records of many of America’s towns and 

counties are cluttered with instruments that never should have been drawn. 

Thousands of this country’s honest, progressive, financially solid farmers 

never had the opportunity to prove that their word is as good as their 

bond because custom and habit in their area somehow says, “If you are 

a farmer and want to borrow a ‘nickel or a dollar,’ you must pledge 

some security.” 
In these days of high labor expense in banks, it is especially appropriate 

to take a long, hard, studied look at the need for and costs of security 

papers when dealing with those whose hands are clean and whose past 
records of accomplishment warrant faith in their future. 

SELECTIVITY 

This is a touchy subject. Every Jones in the country is of the opinion 

that he and his needs or maybe wants or maybe even desires are as 

deserving of favorable credit consideration as those of every Smith. 
The actions of one of the country’s 14,500 commercial banks may not 

have a great bearing on our national economy. The aggregate action of 

all the banks has a tremendous impact on the economy. 

In these days when the nation’s dollars are so fully employed, good 
banking requires careful consideration of every request from the point 
of view of whether or not the proposed credit would aid or harm the 

local, area, or national economy. 

We in banking cannot escape this responsibility. We may duck it. We 

may be indifferent to it. Our depositors are relying on us. They expect 

their dollars to be marshaled for the best interests of all. The requests 

of the Smiths and the Joneses need to be weighed carefully in these infla- 

tion-tinged days when the economy forges ahead at a pace faster than 

savings and profits are accumulating. ) 
This is not an easy problem to solve at any level. At no level is 1t more 

difficult than in our country banks. We quarterbacks have the ball—how 

well will we call the plays?
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CURRENT PROBLEMS—CONTINUALLY CHANGING PROBLEMS— 

: AND PERPETUAL PROBLEMS 

This country’s vast and varied agriculture never will be without its 
problems. When today’s are cured, tomorrow will create new and different 
ones. Agriculture deals only with things and creatures which come into 
being, grow, mature, and die—that alone is assurance it always will have 
problems. Weather, pests, and markets are never static. World conditions 
and economic forces are in a constant state of flux. It hasn’t been easy; — 
but down through the years, the American farmer has a record of debt 
paying—of meeting his obligations—comparable with any other segment 
of American business. , 
We in agricultural lending are fortunate that men devised a banking 

system whereby, at a profit, the dollars of those who deposit them can be 
exposed in loans to those who can profitably employ them. 

Ours has been a great heritage. Constant improvement of our own 
practices and thinking insures against ever losing it. 

  

Following this presentation, the group broke up into five Bull Sessions 
to carry on an informal discussion based largely on the material given by 
Mr. Stebbins. Discussion leaders for these Bull Sessions were: 

T. P. Axton, President, Lafayette Savings Bank, Lafayette, Indiana 
S. E. BABINGTON, President, Magnolia Bank, Magnolia, Mississippi 

LEONARD N. Burcu, Vice President, The Denver National Bank, Den- 
ver, Colorado | 
NicHoias A. JAMBA, Vice President, National Bank and Trust Com- 
pany, Norwich, New York 

Rex B. Stratton, Assistant Vice President, Security Trust and Sav- 
ings Bank, Billings, Montana |   
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“Our Experiences As Grass-Roots 
Ambassadors” 

Lois HUENEMAN JoHn Ex RopcGErs 
Route 4 : | 

Garner, Iowa Paradise, Kansas 

* 

LOIS HUENEMAN: IFYE, as we call the International Farm Youth 

Exchange Program, has always been found to develop better understand- 
ing among all peoples by utilizing the common bonds of those who till the 
soil. The need among rural people, who make up the majority of the 
world population, to know and understand one another better is espe- 
cially important because of the comparative isolation in which some 
farmers live. 

The International Farm Youth Exchange Program is tailor-made to this 
situation. Young men and women from United States farms go to live on 
farms in all corners of the world where they work and play and share the 
day-to-day experiences with rural people from other countries; in turn, 
rural people from those countries come to the United States and sample 
our life. 

Learning by doing is the sound educational principle which we are 
trying to practice. Through the International Farm Youth Exchange 
project, I had the opportunity of spending the summer of 1951 in Ger- 

many. I found that living with people as a member of their family, work- 
ing with them, playing with them, eating their foods, and learning their 
customs created a warm feeling of friendliness and understanding. Mis- 
trust and misunderstanding soon vanished when they saw us fit ourselves 
into their way of life. 

I was happy at being assigned to Germany, and visited with many, 
many people while J was over there. Oftentimes we talked about war and 
destruction because it was all around us. Only once was I actually blamed 
for the war because I was an American. I would like to relate it to you. It 
happened on a weekend I spent in a German friend’s home. They had 
been so anxious for my visit they’d told everyone in the village that an 
American friend was coming. So, when I got there I had to visit every 
home in the village. It was tiring, but it was wonderful, too, to a point. 
‘There was only one more home to visit and in this home there was a very
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old man. He was sitting at the table and they introduced me to everyone 
and then he said, “What do you think of our Germany? It looks terrible, 

doesn’t it? You Americans did it.” Well, it was pretty hard to keep the 

lump out of my throat and the tears from my eyes, but his family immedi- 

ately silenced him and changed the subject. Afterwards, the girl I was with 

told me that this man had lost all of his property and his home during the 

war and that two of his sons had been killed. I doubted if any of us would 

have acted differently in the circumstances. 

This was the only time in all my stay there that I experienced anything 
like that. Most always people would say, “Yes, we do have a lot of ruins. 

Destruction is terrible, but that’s war. We did the same thing in other 
‘countries. Oh, if only we could have peace.” 

It seemed to me that the German people had a two-sided picture of 
Americans. As individuals, they think of us as carefree, wealthy, freedom- 
loving, generous as children, yet lacking a little development of culture, 
and as a nation affecting the destiny of Germany and the world. 

The picture becomes complicated. They are critical of us many times 
but, to the credit of our occupational forces and the democratic govern- 
mental system set-up, they have learned that they can express their 
opinions without threats and they appreciate it. 

Aside from the American soldiers, the people of Germany have formed 
their opinions of Americans chiefly through three sources: movies, maga- 
zines, and tourists. The latter often criticize other lands for the things 
they do and the way they do them without really knowing the reason 
they’re being done that way. 

One of the biggest jobs for an IFYE going to a distant land or one com: 
ing to the United States, is to bring back the ideal that people are people 
the world over and that they are interested in the way of life of others. We 
try to bring unity into the world by sharing the understanding we have 
gained with others and to take over and bring back information and 
explain not just what is done but why it is done that way. 

Undoubtedly you are thinking that’s a big job. Yes, it certainly is. How- 
ever, we realize that if we want to leave our footprints in the sands of time 
we must wear work shoes and the task is not easy. 

Sometimes we become a little discouraged and let ourselves feel that we, 
as individuals, can’t do much and that our individual efforts are rather 
insignificant. Well, this quotation, variously credited, gives us a guidance 
in this regard: “I am only one, but I am one. I can’t do everything, but 
I can do something. What I can do I ought to do and what I ought to do, 
by the grace of God, I will do.” If it is not a big thing, it is a lot of little 
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things involving us and those around the world. Individually we make our 
little efforts, altogether we can accomplish miracles. 

The challenge is greater today than it ever was and we have made 
progress but, as the 4-H tradition, our goal must be to make the best even 
better. Our objective is world understanding and peace and this represents 

a challenge that will stretch the best of us. 
I would like to tell you about just a few of the things I learned as 

an IFYE. 
To begin with, the average family life in Germany is somewhat different 

than we have in this country. The people live in little villages, close 
together, and the fields are scattered all around—maybe one strip two or 
three acres in size belonging to one farmer, another to a second farmer 
and so on. Maybe a farmer has a field on the north side of the village and 
another on the south. They are in all directions. The reason for that dates 
’way back to early inheritance laws. When the father died, his land was 

divided equally among his children. Maybe one piece of land had better 
soil than another. If so, each child would get a strip of land of good soil 
and one of poorer soil and so on. That resulted in a very picturesque land- 
scape, but imagine trying to farm it according to our American standards 
with our machines! It couldn’t possibly be done. 

I felt that I couldn’t very well criticize their not using large machines 
when I saw how they farm there and learned the reason for it being done 

that way. 
The farms are about 17 acres in size, and much of the farm work is done 

by hand labor. Sixty-two percent of the farm work is done by women 
Now, there is a reason for that also. First of all, there is a shortage of 

men because many were killed during the war and another reason is that, 
because their farms are so small, the father will perhaps take another job 
to make a little more money for his family. 

I lived on above-average farms because the poorer or average families 
couldn’t keep an extra person. But I had the opportunity of visiting all 
classes of farm homes and all classes of people and I was out in the fields 
working with the poorer peasants and got to know some of them very well. 

I had a good opportunity to meet a lot of young people. I attended rural 
meetings and visited the American House in Heidelberg. I gave a number 
of talks to young people’s groups. I can’t say that they were the best talks 
because my German was a little rusty at the time, but I am sure they 
understood what I meant. 

The people over there were very interested in my home, my family, 
what we did for recreation, and what kind of work we did. They asked 

about our schools and the type of clothes we wore and the different cus-
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toms we had. They asked what music we liked, and if I could jitterbug 

You name it, they asked it! 

Another commonly asked question v was if our family had a car. That 

was something they, of course, wondered about because most of the fami- 

lies over there did not. 

As we are getting very near the holiday season, I am also reminded 

that practically everyone asked me how we celebrated Christmas. ‘They 

asked all about our customs and wondered whether we had Christmas 

trees. Of course, I assured them we did. They were really surprised; they 
thought all we had was mistletoe. 

I will always rememder how thrilled and interested all the girls were 

when I attended a Home Economics Training School for two weeks over 

there and, as part of the sewing class made a typical American-German 

dirndl dress for myself. It is the kind of dress that practically all the girls 
and women wear, especially in Southern Germany, and every day they 
watched my progress and looked over everything I did to see if I could 
do it. 

I was glad I had taken Home Economics in high school and learned to 
sew at home through 4-H and also through my mother because they really 
inspected it carefully. The reason they thought no Americans could sew 
is that they thought we always bought our clothes. 

The typical dress for the men is a little different than you see around 
here. They wear what look like Bermuda shorts except they are made of 
leather. I was told they were very practical for three reasons. First of all, 
they only need two or three pair in their lifetime, depending upon how 
much they grow, of course, and secondly, they never need to be washed 
because the dirtier they are the more precious and valuable they become, 

and third, if the closet is full they can always stand them up in the corner! 
The memories of that summer are relived by me very often and that is 

true for all other IFYEs. My home has a welcome mat out for any exchange 
student who might come. And very often they do stop in and have dinner 
or even spend the evening at our place because it is sort of a chance for 
them to get a touch of home. Even if they are not from Germany, it is 
probably close to their land, especially if it is Europe, and we talk about 
other lands. I know how I felt over there when an exchange student that 
had been in America came and talked to me: it gives you a touch of your 
home country and you long to talk to someone who knows about it. It is 
really very hard to find any difference between people in other lands. Of 
course, they dress somewhat differently, they speak another language, they 
have probably had more terrors and suffered more from the war than most 
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of us but, as a general rule, their hopes, dreams, wants, and desires are 
very much the same as ours. 

The young people over there do want peace and understanding as much 
as we do, and they are desperately trying to find the right thing to do. 

In closing, I would just like to read you the words of the song we call 

our IFYE song. 

THE SONG OF PEACE 

This is my song, O God of all the nations, 
A song of peace for lands afar and mine. 
This is my home, the country where my heart is, 
Here are my hopes, my dreams, my holy shrine. 

But other hearts in other lands are beating 
With hopes and dreams as true and high as mine. 
My country’s skies are bluer than the ocean 
And sunlight beams on clover leaf and pine. 

But other lands have sunlight, too, and clover, 

And skies are everywhere as blue as mine. 
Oh, hear my song, Thou God of all the nations, 

A song of peace for their land and for mine. 

  

JOHN EX RODGERS: I wish you would try to visualize with me an 
incident that occurred in France about a year ago and try to see what you 
would have done in this same situation. It is the month of July and it is 
very warm during harvest season time. You are just about ready to cut 
the wheat. You finish your day’s work. You are an American sitting around 
the table with a French family. The Frenchmen don’t finish eating until 
about nine o’clock in the evening and you have just had a spirited discus- 
sion with the younger members (kids in about the seventh or eighth grade) 
about the cowboys they see in American movies. It so happens that the 
Tour de France, the big bicycle race 1s on in France. That is comparable 
to our World Series. So the little kids talk their mothers into letting them 

go down to the local cafe which is about a block away to watch films for 
that day of the Tour de France on the TV set. It is the only TV set in 
town and it is causing quite a commotion. The kids have gone down there 
and you are sitting around the table lingering over the last cup of coffee. 
No one says anything and then all at once the father turns to you and says, 
“Do the Indians eat other Indians or just eat the other people?”” What do 

@
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you do? The only thing that occurred to me was to laugh, and I laughed 

in his face. I realized it was impolite, but at the same time he realized how 

absurd, how ridiculous, the statement was. From then on we were friends. 

That points up something that shows why IFYE is important—it takes 

care of misconceptions. 

The purpose of IFYE is understanding—and understanding can come 

only through knowledge. Why is a child afraid of the dark? Because he 

doesn’t know what is there. We are scared of the Russians for the same 

reason—we don’t know what they are like. We are suspicious. We don’t 
understand them. We lack information about them. 

This is more the purpose of IFYE than to teach the farm families we 
visit how to farm or to brag about our production, our machines, our 
way of life. It is more or less to create an understanding both ways. 

I found that in France they had many misconceptions, most of them 
derived from movies, servicemen over there, and even from the innocent 
tourists who, in their own way, brag. 

I might mention something that happened to an IFYE girl who was 
over there. She had been in this family four days and every evening after 
the evening meal she noticed that the people would stare at her and look 
for her to do something. You get used to the idea of people watching you 
all the time, but this was unusual. About the fourth evening she asked 

what was wrong and why they kept looking at her and the younger girl 

in the family spoke up and said, “You must not be a typical American; 
you don’t put your feet up on the table when you get through eating.” 
Evidently they had seen the servicemen in the local cafes doing that and 
they had the impression that all Americans did it! It is also true that we 
Americans have misconceptions about them. When a tourist or service- 
man goes over there, he takes pictures. And what does he take pictures of? 
Well, a team of oxen, perhaps. That is the type of thing that stands out. 
Therefore, we begin to think it is all like that. 

I stayed on six different farms. True, they were a little bit above aver- 
age: each family had a car, and five of the six families had tractors. One 

family did use oxen, but that was down in the mountains and it was 
more practical to use them on some of the steep hills, because the 
tractors wouldn’t be usable at all. You have to understand why they do 
those things. 

We Americans are not prone to eat horse meat. You ask a person and 
he will just wrinkle up his nose—maybe some did during the war, but 
nevertheless you don’t like to think about it. The Frenchmen consider it 
a very good food, a staple food. By the same token, you won’t find any 
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French people eating corn. Corn is food for pigs only, with all respect to 
those of you from Iowa. It is just an idea they have and it is tradition. 

So, you have to see both sides of things. A lot of times we say that France 
is an old country made up of old people, it is deteriorating. Perhaps that’s 
true, but, at the same time, you should look to see the reason why. Two 

world wars have robbed them of the cream of their crop. Their industry 
has been seriously damaged as well as their manpower and their spirit. 

Perhaps you know that at the last election there was a large Communist 
vote. I cannot feel that this indicates that France is turning communistic. 
It indicates a feeling that the people are disgusted with the government 
in power and, therefore, they protest and vote for the Communists. So, 
we have to look under the surface.. 

As far as IFYE accomplishments are concerned, it is hard to put your 
finger on any one thing. It isn’t always those things that result in a full- 
page spread in Lire Magazine, but the little things like singing around 
the piano, the little visits in the evening, and showing them that you can 
actually work. 

Another important thing is the language. When you can communicate 
with the people in their own language, you are off to a good head start. 
Perhaps you don’t get through to them the first time, perhaps you have to 
repeat everything twice and-perhaps-they_have. to repeat-everything-twiece, 
but if you are communicating in their native language, they appreciate 
it. Especially the French, because they consider their language a very 
historical, cultural language and they pride themselves in it. 

Another thing is when you get down to live with the family and eat the 
same food they do. You drive their tractors and their horses, you have 
your own cow to milk, you use the same silverware that they do every 
day. You notice when you first come they put out the good silverware and 
that makes you feel a little uneasy, but what brings about a good feeling 
is their bringing out the every-day silverware and your getting something 
from the cupboard yourself rather than them jumping up to get it for 
you. It makes you feel like you are part of the family. 

Sometimes, this business of doing your own duties can go a little too far. 
In France, the houses are all in the village and the plots—out around the 

village—are very small and very cut up. This one boy was told by the 
farmer to plow a particular piece of ground. He misunderstood which one 
it was and didn’t know until he got back that he had plowed the 
wrong field. 

I feel that my family is particularly close to this IFYE program. My 
folks have had two IFYEs in our home. It was quite a coincidence that an 
IFYE girl from France stayed with my parents while I was in France, and
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this last summer my parents were so enthusiastic that they had a girl from _ 
Wales stay with them. I can tell you, it is amazing. I live in a community © 

of 150 people and I notice a distinct change in that community in the 

past three years since I have gone and come back and we have had these 

two foreign girls living there. It is wonderful to see the broader outlook 

the community has. I can’t go home but what someone will bring to my 

attention some newspaper article that has come out about France. They 

are more aware of things. 

Sure, you still discuss the drouth and the weather and things like that 

but people have a broader outlook. They know how the French girl 

cooked those potatoes and they know how well that Welsh girl sewed. They 
know things like that. I think that is an improvement. It shows we are 
getting somewhere. , 

Another thing is the talks and the reports that we give when we get 

home. It is an education in itself for us and for the people who listen, 

I feel, because we give them an opportunity to ask questions and it really 
puts us on the spot. You have to know what you are talking about. Like 
newspaper articles, it makes everyone aware of what is going on. It starts 
with the individual and the community and pretty soon the county is 
aware of it and then, before long, the whole state is aware of it. 

It is always of interest to me to see how an IFYE retains his enthusiasm. 
The alumni support to an IFYE is important, too, because of orientation, 

evaluation, welcoming home the new IFYEs and telling them when they 
leave what to expect and what they should report and so forth. Actually, 
I think it is very important in developing leaders here in the United States 
and in foreign countries. In France, I met an IFYE who had been in the 
United States. You can tell they have a profound influence in their com- 
munity over there as well as we have here. 

I would like to acknowledge the support you bankers have given the 
IFYE program. We really appreciate it. It is indeed a very important 
thing. It is a fine program on your part. — 

I feel it was a very good thing when I was over in France that I was able 
to say I had been sent over there by Americans, not by the Government, 

but by individuals, by people who were interested and contributed to this 
program and were supporting it actively. 

You bankers on the local level can help a great deal by showing your 
interest and understanding of what the IFYE is doing and what he has 
done. Tell him if you think he is doing a good job, or, if he is doing a 
bad job, tell him that, too. We are glad to accept criticism and we feel you 
can help us in many ways.                              



  
  

  

Grass-Roots Ambassadors 93 

- In closing I would like to say that this program is not on high, diplo- 
matic levels but, on the grass-roots level—on the people’s level, individual 
to individual. We eat the same food, we speak their language, we help 
them with their work. Our objectives are that we want understanding, that 
we try to know these people, that we want to see what they are doing and 

understand them on their level. 
I would like to close with what John Steinbeck said in a recent edition 

of Holiday, “It is hard to hate the people you know.” 
Thank you very much.



The Soil Bank 
Dr. O. B. JEsneEss, Head 

Department of Agricultural Economics 

University of Minnesota 

St. Paul, Minnesota 

* 

THE SOIL BANK authorized by Public Law 540—84th Congress, approved 
May 28, 1956, means different things to different people: 

1. Some emphasize the program as one of income insurance on 
the grounds that it will provide some income for participating 
farmers if there is crop failure on the land included. 

2. Some think of it mainly as a program to transfer money from 
taxpayers to farmers via the Treasury. , 

3. Others see it as a plan to step up conservation practices. Among 
these are some who see great possibilities of induced reforestation 
and of expansion in wild game resources. 

4, Still others support it as a program to hold output in check 
until carryovers can be whittled down to more normal proportions 
and to adjust capacity to produce to fit available markets for the 
longer run. 

This discussion will assume that the last named objective—that is, 
adjustment—is primary. This is based on the fact that the outstanding 

cause of unfavorable prices for some farm products in today’s active 
markets is surplus. In spite of the popular regard in which government 
price supports apparently are held in some political and other circles, 
their effects on the farm income situation are ameliorative rather than 
curative. They attack consequences rather than causes. Their longer-run 

effects might turn out to be harmful rather than helpful. The basic 
problem is one of adjustment. This is what led to the passage of the 
Soil Bank Act. 

It is not contended that the soil bank program may not contribute to 
the other lines indicated above. However, these are by-products, not the 
major objective. Were the purposes actually crop or income insurance, 
the program would need to be available to producers of all farm products, 
not merely of the six “basics” (wheat, cotton, corn, tobacco, rice, peanuts) 
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as is now the case for the acreage reserve. If the program were intended 
to add to farm incomes generally, then it would not center so heavily 

on selected crops, and other means for determining the amounts of the 
payments to be made to individuals would need to be developed. If its 
intent were primarily that of conservation, it ought to concentrate heavily 
on areas and conditions calling for conservation measures rather than 
being a general program spread across the board. No one program can 
serve all of these ends adequately. To be really effective in obtaining 
adjustments, its operations must be geared to that specific goal. The 
measurement of success of this program should be in terms of the 
amounts of adjustments secured per dollar of expenditure. 

SoiL BANK PROVISIONS 

Before we attempt to appraise the prospective accomplishments of the 
soil bank, it may be well to remind ourselves of its major features. ‘I'wo 
types of “reserves” are provided: the “acreage reserve” and the “‘conserva- 
tion reserve.” The main objective of the acreage reserve is to hold some 
of the more productive land which has been used to produce com- 
modities in surplus out of use until excess accumulations are absorbed. 
The conservation reserve is intended to provide longer-run adjustment 
of capacity to produce to fit available markets by shifting some land out 
of farm production or to less intensive use as, for instance, from wheat 

to grazing. 
Land, in order to qualify for the acreage reserve, must be part of the 

farmer’s acreage allotment for one or more of the six basic crops. Thus, 
a wheat farmer who places 50 acres in the acreage reserve will reduce his 
acreage allotment on which he can produce wheat or other crops by that 
amount. Payment to the farmer for holding such land out of production 
is intended to replace the net income he could expect to receive if he 
continued to use it for crops. In the case of wheat, for example, the 
present payment represents 60 percent of the price support times the 
average yield for that area. The farmer is not to use this land for produc- 
tion but is required to keep weeds under control. | 

As an aside, it might be observed that some conservationists deplore 

the idea of nonuse for such land. They think farmers ought to be paid 
for putting cover crops on it to check erosion. However, in areas where. 
summer fallow is a customary practice, these acres will create no new 
problem if so used. Moreover, except in low-moisture regions, plant 
growth to help keep the soil in place will soon show up. The problem 
of weed control is likely to be greater than that of cover in such areas. 
Besides, the acres involved are not likely to be land on which soil blowing
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or washing is the most serious. The farmer is permitted to practice green 
manuring on these acres as long as he does not graze or harvest a crop. 
Attractive grass growth on such acres would build up pressures to use 
it for grazing or hay and thereby shift surpluses to livestock. 

CONSERVATION RESERVE PHASE 

Any land which the farmer has been using for crop production, basic 
or non-basic crops, may be eligible for the conservation reserve. In this 
instance, the farmer enters into a contract with the Government covering 

that particular land for a period of three to 10 years (up to 15 years in 
case of timber). This land may be put into grass, timber, or used for water 
conservation subject to approval. The Government will assume up to 
80 percent of the cost to establish the approved, changed use and make 
an annual payment for the duration of the contract in lieu of the income 
the farmer would expect to receive if the land were cropped. This pay- 
ment varies among the states and for areas within the states. The 
announced state averages range from $8 to $13 an acre, which means 
that the overall range is somewhat greater than this. 

It may be worth noting, in passing, that the Soil Bank Program aims 
to do something we seemingly have not had courage to do under allot- 
ments and marketing quotas; namely, to hold diverted acres out of 

- production for market. Acre payments should make the achievement of 
this end possible. 

Some limitations on the effectiveness of the program in adjusting 
production may be noted. There is an obvious adverse selection, particu- 

larly under the acreage reserve, because farmers naturally will want to 
take out the poorer acres and use of average yields means that the incen- 
tives to participate are greater for farmers who have below-average yields 
than for those with higher yields. . 

Participating farmers, particularly where the acreage they enter is 
small, have an inducement to offset the reduction in acres available by 
stepping up the output on remaining acres. This, likewise, will tend to 
reduce adjustment results somewhat. This is accentuated by the fact that, 
for the present, at least, the acreage reserve is on a year-to-year basis, which 

will permit rotation of the lands included. Pressures to make participation 
in the program available to all farmers also tend to limit results because 
the opportunity to favor the land which should be in the program will 
be curtailed. In view of these considerations, a 10-percent cut in acres can 
hardly be expected to yield a 10-percent reduction in output. © 

There are penalties to cover cases where the farmer fails to live up to 
his contract. How effectively these penalties are applied will influence 
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results. Lenient enforcement will invite abuses. Pressures to allow grazing 

or cutting of hay on the land involved will be strong. These need to be 

resisted lest the program become one of transferring the surplus problem 

from crops to livestock. 

CAN THE SoiL BANK BE STRENGTHENED? 

How could this program be made more effective? One way is for the 

farmers as well as the public generally to demand that it concentrate on 

the job of adjustment and guard the public’s interest by insistence on 

buying the largest possible amount of adjustment with the funds available. 

Another is to increase not only the right of the administrators to be 

selective in case of the lands included, but also to insist that they exercise 

that right. No one should be forced to enter the program, nor should 

any one be privileged to force his acres into it. In crops such as wheat, 

which consist of fairly distinct classes, selectivity by the administration 

should lead to concentration on those classes for which the surplus prob- 

lem is most serious. | , 

Serious consideration should be given to requiring farmers participating 

in the acreage reserve program to enter the same acres for a period of years 

to avoid having this program used by farmers to step up their yields by 

rotating acres in the program. Let us not forget that it is adjustment not 

output expansion for which we are paying. 
Apparently, the point is not generally grasped that the Government, 

in a sense, is bidding against itself. If it maintains price supports on basics 

at attractive levels, it must provide still more attractive incentives to get 

farmers to place some of their acre allotments into the acreage reserve. 

It makes sense to have a program of gradually lowered supports as adjust- 

ments take place in order to minimize this conflict. 
There is danger that some farms which already are too small for most 

efficient operation will be induced to become still smaller by the program. 

Unless administered with judicious selectivity, the program may discourage 

desirable combination of units and migration from farms on the part of 
people who may have opportunities elsewhere yielding better returns. 

WILL THE SoIL BANK AFFECT LAND PRICES? 

Some of you have been asked for advice as have I by nonfarmers who 
think they see an opportunity to buy a farm with the payments they can 
get from the public by placing the farm in the Soil Bank. Apparently this 
idea has caught the imagination of more than one. Anyone who harbors 
such a notion had better investigate the limitations on getting all of any 
given farm into the acreage reserve or even into the conservation reserve.
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Besides, he has no assurance of the permanence of the payments. It would 
be unfortunate if this speeded up the process of capitalizing the payments 
into land prices. County committees would appear to be rendering a pub- 
lic service if they are not too encouraging in their dealings with such cases. 

For the conservation reserve, the land accepted for entry should be land 
in real need of conservation treatment or which is not suited for crop 

production under existing circumstances. Adequate supervision should be 
provided to see that the spirit, as well as the letter, of conservation prac- 
tices is observed. Pressures to permit grazing or harvesting of hay from 
conservation reserve acres need to be resisted lest the program, instead 
of curbing output, merely shifts the surplus problem from crops to live- 
stock, particularly cattle and sheep. The land should be brought back 
into use only as demand for it warrants. Perhaps effective enforcement 
may be aided if administrators of the program and everyone else keep 
in mind that this is a game in which the stakes are provided by tax 
money contributed by all. Taxpayers have the right to insist that their 
interests be protected. 

The impossible should not be expected from the program. Its backers 
tend to oversell it. Prospects are that it may need to be supplemented by 
other programs to develop desirable land use in some areas. Such need 
will be increased to the extent the Soil Bank is diverted to objectives which 
lessen its contributions to adjustment. 

  

There followed a panel discussion on the implications of the Soil Bank 
program as it affects agricultural lenders. The features of the program 
were also considered from a regional viewpoint. 

‘The panel was made up of the following: 

Dr. O. B. Jesness, Moderator; Head, Department of Agricultural 
Economics, University of Minnesota, St. Paul, Minnesota 

Jarvis MILter, Professor of Agricultural Economics, Department of 
Agricultural Economics and Sociology, Texas A. and M. College, 
College Station, Texas 

Dr. Lowett S. Harpin, Acting Head, Department of Agricultural 
Economics, Purdue University, Lafayette, Indiana 

Dr. Van B. Hart, Professor of Farm Management, Cornell Univer- 
sity, Ithaca, New York 

W. A. Sutton, Director, Agricultural Extension Service, University 
of Georgia, Athens, Georgia _ 

 



  
Agriculture and Big Government 

THe HonorABLE Earwt L. Butz, Assistant Secretary 

United States Department of Agriculture 

Washington, D. C. 

* 

GovERNMENT 1S BIG BUSINESS. It is the biggest single enterprise in 

America. It will always remain big, despite political promises to reduce 

it. The tendency will be for it to become still larger as our country grows 

and the demand increases for various types of governmental service. 

This year our Federal Government will spend approximately $68-bil- 

lion. Expenditures by states, municipalities, and local governmental units 

will add another $30- to $32-billion. This means that total governmental 

costs in the United States this year will approximate $100-billion. Our 

people get back many useful things for this expenditure. They get educa- 

tion, highways, police protection, public welfare, general government, 

and, of course, national security, which takes a major chunk of it. 

The size of government is most meaningful in comparison with our 

gross national product. This year our gross national product will total 

about $408-billion. This means that total governmental costs this year will 

approximate one-quarter of our gross national product. In other words, 

all of us together decide how each of us spends one dollar in four. 

Many of us are concerned about the advance of socialism in America. 

We frequently think of socialism in terms of the common ownership of 

our productive assets. From another point of view, socialism may be 

regarded as the common ownership of the product of society, or the com- 

mon distribution of income. We have already traveled a long distance 

down the road toward that kind of socialism. It is a path from which 

there is no effective return. 

The question we face is not whether government will be big business. 

It will. The important question concerns the proper role of government 

in your life and mine. What will be the relationship between your govern- 

ment and you? 

Will government be your senior partner or your junior partner? 

Will government play a dominant role or a subordinate role? 

Will government be your master or your servant? 

In the last couple of decades, we have seen a tendency for governments
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more and more to invade the private affairs of individuals and of business, 
both in this country and abroad. This invasion has not been confined to 
periods of war emergency. It has proceeded, but at a slower rate, during 
nonwar intervals. There is always within government a strong urge to 
grow big and become powerful. 

GOVERNMENT PARTICIPATION IN AGRICULTURE 

_ Nowhere does modern government play a more dominant role than in 
agriculture. It is here that government program has been piled upon 
government program during the last three decades or more until farmers 
themselves are understandably confused by the crazy-quilt pattern of 
governmental assistance to agriculture. 

Governmental assistance to agriculture is not of recent origin. The 
principle is as old as the colonies themselves; only the form and the extent 
are new. The United States Department of Agriculture is now in its ninth 
decade. It was created in 1862, the same year in which President Abraham 
Lincoln signed the Morrill Act establishing the Land-Grant Colleges. 

A primary purpose of these colleges was to aid agriculture through 
education and research. Government today supports agricultural research 
and education on a broad basis. In the four years this Administration has 
been in Washington, federal appropriations for agricultural research have 
increased 75 percent. Likewise, appropriations for agricultural extension 
have more than doubled. 

Government also supports vigorously other types of aid which accrue 
to the industry generally, and benefit the individual farmer indirectly. 
Among these are market promotion and regulation, grading and standards, 
soil conservation, flood control, credit programs, and the like. 

Programs of this kind benefit agriculture generally and make it pos- 
sible for individual farmers to increase their incomes, without accepting 
the burden of a whole pattern of controls and regulations over their 
individual farming and marketing operations. 

In the last 25 years, we have developed in this country a new philosophy 
of direct financial assistance to individual farmers in the form of conserva- 
tion payments, production payments, and price-support loans and_pur- 
chase agreements. 

Under the program of rigid wartime price supports at incentive levels, 
markets dried up both at home and abroad. Uneconomic production 
increased on every hand. Unprecedented food and fiber surpluses piled 
up in the hands of government. These surpluses were inevitably price 
depressing. They accentuated the very price risks the program was 
designed to reduce. | 
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The Federal Government, through its Commodity Credit Corporation, 

is today the world’s largest commodity owner and trader. The C.C.C., in 
its price-support operations, provides a residual but seemingly insatiable 
“market” for a wide variety of food and fiber no one else seems to want 

very badly. , 
C.C.C. operations often dominate commodity markets and determine 

price movements. The free marketing system will be in danger if govern- 
ment price manipulation continues to grow. It is now within the power 
of government, either wittingly or unwittingly, to place economic pressure 
on whole groups of producers and distributors. Through its pricing and 
sales program, government can shrink or expand consumption. It can 
Squeeze consumers out of the market or bring new consumers in. A govern- 

ment heavily involved in commodity ownership can easily bypass the 
private marketing system. The present Administration has repeatedly 
demonstrated its determination not to bypass the private marketing 
system. But it would take a change of only half a dozen men at the top 

to alter this policy. 

How Dip Att Tuts HAppPEN? 

Let us examine for a moment how this situation arose in a nation that 
takes considerable pride in its system of free enterprise and private 
initiative. 

As a nation, we have gotten ourselves into our current, almost unbeliev- 

able surplus situation primarily because many of our people believed, or 
at least hoped, an Act of Congress could brush aside fundamental demand 
and supply relationships. We set out to legislate price at artificial levels, 
without effective measures to maintain consumption rates or to curb 
production increases. We shackled price as an economic throttle and pro- 
vided no substitute regulation, other than governmental controls. In most 

cases these proved to be too lenient and too late. 
We continued this system of wartime price manipulation long after the 

war emergency had ended, with the result that we now have the unprec- 
edented surpluses of farm products in the hands of government. 

As a nation, we have lacked the political courage to face reality. We 
have jumped from legislative expedient to expedient, as we have repeatedly 

tried to sweep our basic economic problems under the rug. 

THE PARADOX OF ECONOMIC CONTROLS IN A FREE SOCIETY 

The long decline in prices and incomes over the past nearly 10 years 
was associated with an uneconomic program designed initially to remove 
price risk, while at the same time ignoring its impact on net income.
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Under this program, surpluses moved into the hands of government. ‘The 
next inevitable step was the institution of production and market- 

ing controls. | , 
Artificially high prices and rigid controls are the Siamese twins of 

agricultural policy. They cannot be separated except in time of war, when 
insatiable demand sops up surpluses accumulated between war periods. 

These production and marketing controls, in part, replace the former 
risk of price fluctuation with the present risk that an individual producer 
will be throttled back in his right to produce until his income suffers. 

These irritating and uneconomic controls are the inevitable aftermath 
of a price-support system conceived in short-run politics. They portray the 
futility of seeking solution in expediency rather than in integrity. 

Producers of our basic crops have been cut back on production quotas 
to the point that many of them are nearly forced out of business. Consider 
for a moment the plight of farmers who depend primarily for their living 
on cotton, wheat, tobacco, rice, or peanuts. These are basic crops with 
compulsory controls. Many producers have so small an allotment that 
they find it difficult to meet operating and living costs with production 
so curtailed. 

A cotton farmer with his 3-acre allotment, a tobacco farmer with his 

l-acre allotment, or a wheat farmer with an allotment only 60 percent of 
what he used to grow needs something besides 90 percent of parity. One 
hundred percent of parity won't solve his problem. ‘There isn’t much that 
any kind of price-support program can do for him. His crying need is for 
an opportunity to expand production. But his government prevents him 
from producing enough to make a decent living. 

A CEILING OVER OPPORTUNITY 

When a commodity gets itself into the fix of producing for the govern- 
ment rather than producing for a growing market, it almost inevitably 
finds a ceiling placed on opportunity. 
When the benevolent hand of government is called upon to control 

prices and direct the flow of goods, opportunity to produce and market 
is usually rationed among producers. Farmers are limited to a percentage 
of some historic base of what they produced in the past. 
We must recognize that the combination of incentive price supports 

and production control programs we have been following leads only to 
further imbalance between production and consumption, to uneconomic 
patterns of production, to vanishing markets, to still further production 
restrictions, to the politics of “equal shares” among producers, and 
toward a peasant agriculture. 
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The rationing of the right to produce among smaller and smaller 
production allotments results in a large number of relatively inefficient 
production units. This tends to raise unit production costs for the entire 
production. As a result, important sectors of agricultural production, in 
our most scientific and mechanized agriculture in the world, now find 
they are being undersold in foreign markets by underdeveloped areas 

of the world. 
In attempting to eliminate the risk of price variation, the system of 

rigid wartime supports we followed up until a couple of years ago has 
sacrificed income stability. In other words, we are in danger of sacrificing 

income security for the illusion of price security. , 
This is a risk agriculture cannot afford to carry. 

WuicH PatH SHOULD WE CHOOSE? 

We are faced with a number of choices in agricultural policy, with 

respect to the relationship between the government and the individual 
farmer. These choices will not be resolved quickly or easily. They will 
not be resolved during the next four years of the second Eisenhower term. 
They will be with us always, through Administration after Administra- 
tion, as we grapple again and again with the never-ending economic and 
sociological adjustment in agriculture. , 

The basic choices we face may be summed up in the following three 
questions. 

1. Will we treat agriculture as an economic entity in which the 
individual farm family remains free and independent, or will we treat 
agriculture as a pawn in the political auction ring, to be bought and 
sold by the highest and most irresponsible bidder? 

2. Do we desire a dominating government that insists on being our 
senior partner, or do we desire a government that will be our junior 
partner, with you and I calling the shots in our own business? 

3. Will we move more economic decision-making to Washington, 
or will we really promote and assume responsibility at the local levels 
of government and business? 

Wuat Kinp oF EQUALITY? 

A fundamental question we all must face in agricultural policy is 
whether we want to place an opportunity ceiling over individual farmers 
as we move in the direction of “equal production rights” for all. Or do 
we want an agricultural economy in which farmers who are ambitious, 
capable, and efficient can grow along with the changing times and make 
a better-than-average living for themselves and their families?
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The question really revolves around what kind of equality we are 
going to guarantee our people. 

The American system is based upon the philosophy of equality for all. 
But equality of what? Will it be equality of opportunity, or equality of 
reward? Will it be equality at the starting line, or equality at the 
finish line? 

Traditionally, in America, we have insisted on equality at the starting 
line, and this system has paid off. This is a country in which any youngster, 
however humble his start in life may be, can aspire with confidence to 
highest positions of leadership in industry, in commerce, in finance, in 
farming, in the professions, indeed in government. In this respect, America 

is fairly unique among the nations of the world. There is here no caste 
system through which you can’t rise. 

So it is also with farming. Hundreds of thousands of our very best 
farmers were not “born to a landed estate.” They worked their way up 
from tenant farmer, to part owner, to full owner, to financial success and 

security in retirement. The community thought none the less of them 
when they were tenant than when they were full owner. Their social 
Status was unchanged as they climbed the economic ladder. 

In the last generation, as farming became highly mechanized and used 

large inputs of science and technology, these farmers were able to enlarge 
their family farms; to use labor and equipment efficiently; to produce at 
low unit costs; and to make a sufficient income to enjoy good living, to 
support churches and schools, to educate children, and to provide for 
their own security in their declining years. 

These farmers were good businessmen. They used large amounts of 
capital and frequently borrowed money. They were good credit risks. 
They were the kind of family farmer that must always form the backbone 
of an agriculture that is progressive, prosperous, and free. 

In recent years, government controls on production and marketing have 
made it difficult for many of these farmers to make desirable adjustments 
to the changing technology of agriculture. In our national efforts to 
“guarantee the farmer a fair share of the national income,” we have moved 
in the direction of rationing the right to produce among our farmers in 
such a way that everybody tends to have an “equal share” at a minimum 
level. This is essentially a process of equalizing opportunity downward. 

EQUAL OpPpoRTUNITY OR EQUAL REWARD? 

The question we face is just where the farmer would have this equaliz- 
ing take place. Does he want an agriculture in which every farmer will 
have an equal opportunity to exercise his initiative and his business 
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ability and his willingness to work? Or does he want an agriculture in 
which every farmer is guaranteed equality at the finish line? 

We might compare the situation to a foot race among youngsters. Here 
the rules of the game invariably insure that all participants will have an 
equal start. If they don’t get an equal start, they are called back to start 
over. If, instead, the runners were guaranteed that they would all finish 

equal, what would happen to the race? The fastest would have to be 
slowed down to the pace of the slowest. There would be no other way 

to insure equality. 
How many of you have ever seen a kiddies’ race at a picnic? One little 

fellow will run his head off to win, and he gets an all-day sucker for his 
efforts. But the little stinker who stopped to scratch a mosquito bite and 
came in last gets one, too. 

If you watched closely, you might have observed some distress on the 
part of the winner at such open-handedness. Next time he won't try so 
hard to win. It’s also a safe bet that the bite scratcher won’t exert any 
undue efforts the next time he races, either. Why should he? He got the 

same prize as the winner. 
If we are ready to socialize our agriculture, then a wonderful way to 

start is to guarantee that all farmers, irrespective of individual effort or 
ability, will wind up equal at the finish line. 

Complete and unqualified equality is the golden bait which the Socialist 
holds forth so temptingly as he tells his story. 

No one of us would argue the principle of equality among mankind. 
That is part of the very foundation of America. ‘The big question becomes: 

_ “Where shall we be made equal—at the starting line or at the finish line?” 
The American system has always insisted upon equality at the starting 

line, and equality of opportunity along the course. It has recognized 
differences in individual capacities, preferences, ambition, and goals. Our 
system of opportunity and rewards places a strong incentive before 
ambitious people to succeed beyond mediocrity. 

If a system of government controls and rationing had threatened to 
stop our forefathers “at or near the average,’ many would never have 
known the incentive to push westward and upward as they did in develop- 
ing the world’s most productive economy and highest levels of living. 

Your generation and mine cannot evade the question of what kind of 
equality we'll have—equality of opportunity or equality of reward. 

The time for decision is closer than we think.



Bank Policies for Agricultural 

Lending in 1957 

Harry W. ScHALLER, President 

Citizens First National Bank 

Storm Lake, Iowa 

* 

THE pDiscussions at this Fifth National Agricultural Credit Conference 
have been especially stimulating. It would not be possible to summarize 
them briefly and do them justice. Hence, these remarks are not intended 
to be a Conference summary. Rather, my intent is to toss out a few per- 

sonal observations on bank policies for agricultural lending in 1957, as 
I see the picture. , , 

Any discussion of credit policies should be prefaced by the under- 
standing that meeting the credit demands in a community is distinctly a 
secondary obligation. Homer Livingston has said it better than I can. 
The first paragraph in his book, “Management Policies in American 
Banks,” reads as follows: “The one responsibility of the banker which 
transcends every other banking obligation is the responsibility to safe- 
guard the depositors’ funds entrusted to his stewardship. That is the 
banker’s first responsibility.” So, as we work and plan to grant credit 
where it will do the most good for the borrower, the community, and 
the general economy, we must recognize that the function of granting 
credit, important as it is, must yield to the prime responsibility of running 

good, sound, and solvent banks. 

Now, let’s examine the credit opportunities and responsibilities that 
are shaping up for the year ahead. Drouth, or the after-effects of drouth, 
will dominate agricultural lending over much of the southern and 
central Great Plains in 1957. A growing number of farmers, apparently, 

have used up the financial cushion accumulated in the war and postwar 
years. We must expect in 1957 and subsequent years that when adversity 
strikes an area we will have larger amounts of renewals and refinancing 
than in other postwar years. In drought areas, next year’s income has 
been anticipated to a large extent; and the real demand will come to 
finance production of a new crop. As one country banker remarked 
recently, “We're back in the bankin’ business,” after many years of financ- 
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ing the fringe needs of farmers who had a good cushion of financial assets. 

Equity position in the physical tools of farming will become impor- 

tant again. 

Above all, our appraisal of the skill and resourcefulness and plain old- 

fashioned dependability—many of us call it character—of our customers 

will be key factors in our farm credit program in 1957. We will come 

back again and again to our appraisal of the individual. 

Is he capable, does he learn from experience, can he adjust to 

changing conditions? 
Is he determined to develop an efficient farm business? 

Does he have access to adequate land—through ownership, renting, 

sharecropping? 

When we find a capable individual who is determined to develop an 

efficient farm, credit can prove very helpful to him, and we should do all 

we can to encourage and assist him to get on with the job. In many 

instances, credit cannot do the whole job of providing the necessary 

amounts of resources for an efficient farm. Often we can suggest other 

means of acquiring the use of the needed resources—renting, leasing, 

custom or share work, group ownership, and the like. 

ADEQUATE Recorps IMPORTANT 

We should review our records. Do our credit files give us the informa- 

tion needed to appraise accurately the progress being made by individual 

borrowers? If not, let’s move ahead with the development of adequate 

credit files. I recognize that much of our lending, possibly one-half, is 

to farmers of unquestioned soundness, usually on unsecured notes, and 

with few questions asked as to purpose or repayment plan. That's the 

easy end of the business. Then, there’s a large chunk which requires the 

pledge of specific assets as collateral but little in the way of detailed 

planning with the farmer as to specific uses or scheduling of repayments. 

These, too, are relatively easy decisions. Finally, there’s the group that 

appears to be capable of using credit profitably but has a very limited 

credit base. That’s where we really “earn our salt” as bankers and, inci- 

dentally, where we probably do our most satisfying work. Many of these 

will be young men, tenants, or those who have been hit by severe drouth 

or other adversity. Wherever it can be done within the framework of 

sound banking, we will want to help these people develop plans to 

improve their earning capacity and strengthen their financial position. 

In the coming year, many banks will find themselves well “loaned up,” 

and thoughtful handling of credit resources will be needed. Loans for
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production and distribution should have priority over capital loans, to 
serve the greatest number of borrowers, if for no other reason. Fifty 
thousand dollars in real estate loans, running for 10 years, uses the same 

amount of credit as $1-million in six-months’ production loans. 

ONE-STOP CREDIT SERVICE 

Let us attempt, in 1957, to turn our attention more directly on the 

problem of “fragmented credit” sources. I am referring to situations in 
which, after carefully working out a credit program and making a loan, 
we suddenly discover that a customer has acquired obligations to the 
automobile dealer, the farm equipment dealer, the gasoline distributor, 

and possibly other suppliers of consumer goods. We probably should 
place additional emphasis on the necessity of customers handling all their 
credit needs through our banks, or at least in conformance with plans 
known to us, if we are to provide credit in any form. This would require, 
of course, that we, in turn, arrange to provide a complete credit service 
—sometimes labeled “‘one-stop credit.” For many of us, this would require 
cooperative arrangements with other financial institutions to help handle 
real estate loans, large livestock loans, and possibly some other papers. It 
is true that this would enlarge and complicate our jobs. But who is in a 
better position to do a sound job of handling the retailing of credit in 
our respective communities? Credit problems in our communities will 
land on our doorstep sooner or later. If we’re in on them from the outset, 
we can often prevent development of serious difficulties and thereby 
avoid a very painful cure. 

In conclusion, I see 1957 as another challenging but generally good 
year for American agriculture and for country banking. It will provide 
us with opportunities for further improving our services to agriculture 
and other segments of our rural communities. It’s a year for heads-up 
banking and heads-up farming. Judging from what I see and hear among 
bankers and farmers, that’s just what we’ll have. So I’m optimistic about | 

1957—optimistic in the sense that the general economic climate in agri- 
culture and business will be such that alertness and perseverance will 
yield results that are highly satisfactory. 

On behalf of the Agricultural Commission, may I express appreciation 
again for your splendid attendance and cooperation in making this a 
real working conference. 
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Union Bank & Trust Company, Helena 

NEBRASKA 
Bailey, Don, Executive Vice President, 

Campbell State Bank, Campbell 

Chaloupka, Wallace J., Agricultural Repre- 
sentative, The Hastings National Bank, 
Hastings 

Cunningham, Roger L., Assistant Vice 
President, First National Bank, Lincoln 

Fuhr, Joe, Assistant Cashier and Agricul- 
tural Consultant, The Beatrice National 
Bank, Beatrice 

Ganz, Carl D., Executive Vice President, 
National Bank of Commerce, Lincoln 

Jeffrey, Adon, Vice President, First Na- 
tional Bank, Wayne .
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NEW YORK 

Barnett, Roberta, American Bankers Asso- 
ciation, New York 

Dawson, Joan, American Bankers Associa- 

tion, New York 
Foster, Albert C., Secretary, Chenango 

County National Bank & Trust Com- 

pany of Norwich 

Hart, Van B., Professor of Farm Manage- 

ment, Cornell University, Ithaca 
Hayden, R. T., Assistant Secretary and 

Manager of Farm Department, Lin- 

coln Rochester Trust Company, Roch- 
ester 

Jamba, NichojJas A., Vice President, Na- 

tional Bank & Trust Company, Nor- 

wich . 

Kennedy, Edwina, American Bankers Asso- 

ciation, New York . 

Kreider, Lawrence E., Assistant Secretary, 
Agricultural Commission, American 
Bankers Association, New York 

Landon, Paul S., Agricultural Representa- 

_tive, Tompkins County Trust Com- 

pany, Trumansburg 

Lasal, Harold F., Assistant Treasurer, Ma- 
rine Trust Company of Western New 
York, Albion 

Leach, Mary B., Associate Editor, BANK- 

ING, American Bankers Association, 
New York 

Reeves, Marjean, American Bankers Asso- 

ciation, New York 

Savidge, E. T., Deputy Manager, Agricul- 

tural Commission, American Bankers 

Association, New York 

Townsend, Dwight J., Assistant Director, 
News Bureau, American Bankers As- 
sociation, New York 

Turner, Arthur H., Assistant Vice President, 
The Oneida National Bank and Trust 
Company, West Winfield 

Watts, Robert E., Secretary, New York 
State Bankers Association, New York 

Woodruff, Theodore C., Assistant Secretary, 
First Trust & Deposit Company, Syra- 
cuse 

NORTH CAROLINA 

Aostin, James R., Farm Relations Officer, 
The Peoples Bank, Roxboro 

Aycock, M. Edmund, Manager, Agricultural 
. Division, Wachovia Bank and Trust 
Company, Raleigh 

Carr, James H., Assistant Vice President, 
Peoples Bank & Trust Company, 
Rocky Mount 

Corpening, Wayne A., Manager, Agricul- 
tural Department, Wachovia Bank and 
Trust Company, Winston-Salem 

NORTH DAKOTA 
Braseth, W. R., Vice President and Cashier, 

The Fargo National Bank of Fargo 

Scott, John W., President, Valley Bank of 
Grand Forks, Grand Forks 

OHIO © 
Anderson, O. E., Secretary, Ohio Bankers 

Association, Columbus 

Cunningham, Dean, Vice President, The 
Ohio Bank & Savings Company, Find- 
Jay 

Feller, Robert A., Cashier, The First Na- 
tional Bank of Findlay 

Hoover, Robert G., Associate Economist, 
Federal Reserve Bank of Cleveland 

Krabill, Harold G., Assistant Cashier, The 
Wayne County National Bank, Woos- 
ter 

Lyons, T. G., President, The First National 
Bank, Miamisburg . 

Maurer, David, Farm Representative, The 
Wayne County National Bank, Wooster 

Novak, Tom A., President, The Citizens 
Banking Company, Rock Creek 

Risner, Espy L., Farm Representative and 
Assistant Cashier, The First National 
Bank, Miamisburg 

Roof, Chester L., Assistant Vice President, 
The Farmers National Bank, Salem 

Sturgeon, H. B., Assistant Secretary, Ohio 
Bankers Association, Columbus 

OKLAHOMA 
Braley, K. G., President, Farmers Exchange 

Bank, Cherokee 

Brown, Edward, Bookkeeper, The First 
State Bank, Ketchum 

Dominick, Ken, Assistant Vice President, 
National Bank of Tulsa 

Fowler, W. A., Vice President, First Na- 
tional Bank, Vinita 

Fuson, Charles L., Executive Secretary, 
Oklahoma Bankers Association, Okla- 
homa City 

Morgan, Melvin L., President, The First 
State Bank, Ketchum
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Pittman, Jim, Assistant Cashier, First Na- 
tional Bank, Seiling 

Pittman, W. H., Cashier, First National 
Bank, Seiling 

Price, C. E., Vice President, Security Bank 
& Trust Company, Lawton 

PENNSYLVANIA 
Reitze, Wesley G., Manager, Agricultural 

Department, Crawford County Trust 
Company, Meadville 

SOUTH DAKOTA 
Mathews, Virgil, Agricultural Representa- 

tive, Mitchell National Bank, Mitchell 

Morrill, Stanley D., Assistant Cashier, Na- 
tional Bank of South Dakota, Sioux 
Falls 

Solum, Burdette C., Assistant Cashier, The 
First Citizens National Bank, Water- 
town 

TENNESSEE 
Bailey, C. W., President, First National 

Bank of Clarksville 

Baugus, T. A., Executive Vice President, 
Citizens State Bank, Trenton 

Drenner, William E., Vice President, First 
National Bank, Memphis 

English, James C., Jr., Agricultural Repre- 
sentative, Northern Bank of Tennessee, 
Clarksville 

Hembree, John H., Vice President, Union 
Pianters National Bank, Memphis 

King, Wm., Director, Tipton County-Farm- 
ers Union Bank, Covington 

Lynn, Tommy, Assistant Cashier and Farm 
Agent, First National Bank, Cookeville 

McDonald, Ernest D., Assistant Vice Presi- 
' dent, National Bank of Commerce, 
Memphis 

Moffatt, George, Assistant Cashier, First 
National Bank, Memphis 

Norman, Edward M., Vice President, The 
First National Bank of Clarksville 

Pace, L. C., Vice President, First National 
Bank of Clarksville 

Turner, Roy W., Director, Tipton County- 
Farmers Union Bank, Covington 

Wright, H. Moscow, Manager, Farm Serv- 
ice Department, Commerce Union 
Bank, Columbia 

TEXAS 
Bralley, Art, Vice President, The American 

National Bank of Amarillo 

Clingingsmith, G. I., Director, First State 
Bank of Dimmitt 

' Dawson, O. Dooley, Vice President, Bank 
of the Southwest, Houston 

Granbery, D. M., President, Olton State 
Bank, Olton 

Marett, V. S., President, The Citizens Na- 
tional Bank, Gonzales 

McLean, Bob, President, First State Bank 
of Dimmitt 

Miller, Jarvis, Professor of Agricultural 
Economics, Department of Agricul- 
tural Economics and Sociology, Texas 
A. & M. College, College Station 

Rowe, J. Z., Agricultural Economist, Fed- 
eral Reserve Bank of Dallas 

Spring, Frank A., Vice President, Friona 
State Bank, Friona 

Timm, Tyrus R., Head, Department of Agri- 
cultural Economics and Sociology, 
Texas A. & M. College, College Sta- 
tion 

Wright, R. D., Vice President, Security 
Bank & Trust Company, Wharton 

VIRGINIA 
Bain, E. H., Assistant Vice President, Peo- 

ples National Bank, Charlottesville 

Love, Harry M., Head, Department of Agri- 
cultural Economics and Rural Soci- 
ology, Virginia Polytechnic Institute, 
Blacksburg 

Minor, Leslie W., Farm Credit Manager, 
National Bank of Orange 

Porter, Horace, Agricultural Economist, 
Federal Reserve Bank of Richmond 

Via, Murray G., Vice President, First Na- 
tional Exchange Bank of Roanoke 

Wayne, Edward A., First Vice President, 
Federal Reserve Bank of Richmond 

WEST VIRGINIA 
Dickson, William M., Farm Representative, 

First National Bank in Ronceverte 

Van Metre, James M., Associate County 
Agent, First National Bank in Ronce- 
verte 
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WISCONSIN 
Buelter, Otto R., Cashier, Ixonia State 

- Bank, Ixonia 
Ekvall, Wallace C., Manager, Farm Loan 

Department, First National Bank of 
Fond du Lac 

Harrop, Robert G., Jr., General Credit 
Manager, A. O. Smith Corporation, 
Milwaukee 

Meyer, Eugene C., Associate Editor, | 
Hoard’s Dairyman, Fort Atkinson 

Nicholls, H. L., General Credit Manager, 
Massey-Harris-Ferguson Inc., Racine 

Ruka, John P., President, Boscobel State 
Bank, Boscobel 

Welch, Tom, Vice President, First National 
Bank i in Menomonie 

WYOMING . 
Watt, Harmon H., Cashier, First National 

Bank, Riverton . 
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