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JNTROOUCTIOM

Cooraercial banks are an important source of agricultural credit.

Their importance varies from area to area. Sons banks have made little

effort to attract agrlcxiltural business and others have oade definite

efforts to meet the credit needs of the farmer. One way in idiioh sons

banks have attsnpted to better serve agriculture has been through the

practice of ea^ploying agricultiiral personnel to work with the farmers.

It can be assumed that the banks having such a program feel that in

addition to enabling them to better serve agricultural needs, it can

and will either expand the agricultural banking business and/or decrease

the losses sustained in agricultural lending more than enough to finance

title program. Thus, the program to be successful for the bank would

have to affect favorably any or any eosftdnation of the following in

sufficient degree to at least cover the costs of the programi (1) the

volume of credit extended to agriculture, (2) the volume of deposits

drawn from agricultural sources, and (3) the volume of loss from credit

extended to agriculture.

Relatively little has been known about the work done by agri

cultural personnel associated with Tennessee commercial banks and even

less has been known about the effectiveness of their use as it affects

the banks and the fanwrs in their attempts to secure adequate credit.

It is known that several banks in Tennessee now use such personnel and

have a specialised agricultural credit program. By studying these

programs it should be possible to arrive at conclusions as to the work
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done by tfasas agricultural pers<»inel and the effectivmeae of this

work.

Specifically^ the objectlYes of this study* the first of Its

kind in Tennessee* aret (1) to detmnaine the types of work done by

these personnel* (2) to attempt to measure tiie effectiyeness of this

program from the banks* point of visw* and (3) to explore the ef

fectiveness of the program from the farmers* point of view* and (4)

to make reecmswndations and suggestions as to how such a program, if

effective, can be laplwaented by banks not now utilising agricultural

representatives.

The plan of inqulzy is to briefly examine the theory of capital

formation and capital budgeting* showing the jlace adequate credit has

in ^e formulation of economically sound farm plans, next* there is

presented a brief examination of some of the sources of credit. WiUi

this as a background* an attempt is made to deal with ttM problems

suggested by the four objectives of this study* as stated above.

.i-



CHAPTES I

THEORI OF CAPim FORMATION AND BUOGETINQ

DeXinltioQ of Capital

Iribat la capital? Ono Aaorican dictionazy^ WabaterU, givaa tha

following definition} «An aggragata of (acmoadc) gooda uaad to

praaote the production of other gooda^ instead of being valuabla aolaly

for the purpoaea of iaoMdiate anjfi|ya«nt.*<^ Adam Smith of Wealth of

Nations fame stated that capital ia that part of man's wealth idiich

yields him revenue.^ Others have defined it in terms of an economio

equation such as follows}

(Fast Production) - (Conaunption) » (Savings).

(SayingSf if used for further produetion) * (Capital).

nius, BJoy good lurodueed but not ua«i in eonaumptian la potential

capital* It baecowa capital only if and when it ia put into tha

productive stream.

For the purpoaea of this study, I would like to define capital

in terms of the equation given above. Capital ia a particular portion

of the residual idiich occurs wh<m eonausqitien of production ia

incom{C.ete. It is that portion >diich is used in the process of further

Webster's ColleidAte pictionary. (5th ed.} Springfield, Mass.}
0. Ic C. Merriam Company, 1949).

^Irving Fiirtier, The Nature of Capital and Incoms (New Xorki
The Maanillan Coaqmny, 1912), p. 54.



produeticn. lnclud«d in this is all ntonsy or goods flowing into ths

productivs stream.^

Oftsn capital is considsrsd to have a tine eonnotatl<». This

sdiool of thou^t holds capital to b« won or Isss disassociatsd %rith

the short-run problem. It takes capital to be of such a nature that

its use naist necessarily extend orer the long-run. For instance, a new

plow Blight be a capital investamit and a package of tobacco seed would

not be. To so lioit the aieanlng of capital is not functional to this

study* k much broader definition like that already t<mdered is ouch

wre useful, for unless such is the case, only a se0ssnt of iho pn^em

is brought into fociis.

Still a further breakdown of capital into meaningful categories

is needed. Investment and operating capital would seem to be such

categories.

divestment capital may be defined as that capital utilised in

such a way as to have a relatively slow tum--over into cash value

returned. (This is eesentially idiat is usually termed a capital

esqienditure.) This Uien means ̂ lat it will be used primarily for

factors vdiich are fixed in the short-run. It must be realised that in

long-run all factors tend to become less fixed in nature. Major

^Ooods considered to be capital represent goods produced but
not consumed and subsequently returned to tiie productive processes.
These goods have monetary value and thus there is little difference
in selling a good and using ̂ e proceeds as capital and using the good
directly to facilitate further production* It would also be possible
to think of such a good as being of the same significance as a good
purchased by capital funds.
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replaceaunts of machinery, purehaae of land, major repairs to boildinga,

initial pu2<ohase or replaewent of breeding stock, etc., thus qualify as

itms for which investment capital would be used. It takes several

years for them to return their cash outlay.

Operating capital may then be defined as that capital utilised

in such a way as to have a relatively short pay out period, althougji the

time involved may vaxy considerably. Those ejqsenditures not capital

investment will be aaqpmditure of operating capital. Thus such things

as feed, seed, fertiliser, labor^ etc., will usually be cmsldered to

be of an operating nature. Ihere may be tioies, however, when it will

be meaningful to consider such things as labor, feed, fertiliser, and

seed as entailing the use of ftaads for capital investment. The

preparatioi and seeding of a pasture, the ret\im8 from which would be

spread over several years, would be such an example.

Perhaps, it should bs pointsd out at this point that the

expenditures referred to above are exclusively capital expenditures.

Consxunption expenditures are not considered.

How Capital is Formed

The clue as to how capital is formed has already been given in

the preceding section. It is formed by consuming leas than is

produced and by using this residual in the production of more goods.

Thus, in order to increase capital there tmet bs a restriction of

eensump'U.cm* This is dons in the belief that the increased production
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resulting from the additional capital will in the Icmg-run result in

greater aggregate utility than had consumption equallwl production

throu^iiout the period^ thus resulting in tiie formation of no additional

capital*

There are ttfo basic approaches to the theory of capital formation.

One is the theory as expounded by so'-called "classical" writers which

based the explanatixm of capital formatitKi upon the activities of

individtials. This theory worked itself into an inconsistency which may

be stated as follows: In order to increase savings there nust be a

decrease in esqpwiditiires for consumption; but in order to expand

capital goods profitably^ there must be an increase in expmditures for

consumption*'^ Stating it another way, how can there be absorption of

the increased production occasiwied by capital formation if to form

that capital there must be a restriction of consumptim? Thus it

a^jears that if the formation of capital is to take place, at least on

an expanding scale, there must be an increasing flow of funds through

both ccmsumption and investment channels, but hew can this be possible?

The solution to the dileoma may at first se«B difficult* In reality,

it ia not, but it can be had only by abandoning the individual

approach and adopting a more realistic institutional appiroach, thus

taking into account how society is actiially organized.

In placing the eaqhasis upon the individual as the center of

economic organization, the classical writers ignored the process by

Harold G* Moulton, The Formation of Capital (Wsshingtcn, C«t
The Brookings Institution, 1935), p. 28.
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iriiieh savings are transformed into actual capital equipaent. Thsy-

failed to ccmsider the forces which determine whetJier it will be

profitable to utilize savings in the construction of new capital. The

assumption was that when an individual decidmi to save imther than to

spends the only change was a transfer of dmnand froa consumption goods

to capital goods. This, it would seem, depends on the further

assimpticm that the demand for capital goods flows directly from the

individuals tdio save. Such, it is obvious, is not the case in real

life. Rather, savings are rendered available to the btu^ness enter

prisers through financial institutions. These savings then are util

ized by the entrepreneur only if he sees the opportunity for profit.^
First it should be recognised that these financial institutions

can render to entrepreneurs as capital the same amount they received

as savings or they can provide less. What is less obvious is the

fact that the financial institutions have the ability to create funds.

Thus these institutions can fxamish to entrepreneurs capital not

actually based on the past producti<»i of goods. Assimdng less than

full ea9)lognaant of human resources, such created capital can provide

fuller eoqiloyasnt and ̂ us increase the purchasing power of consumers.

This increased purchasing power can then provide the funds necessary

for the consumption of the additional production occasioned by the use

of additional capital in production. *0110 process cotild be repeated

until l^re was full employment* If it went beytwid this point

^Ibid.. pp. Al-42.
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InilatloD i40uld be the reeiilt. !£, instead, \(hen ftiU smplpyment had

been achieved, the financial institutions ceased to create funds which

coiild be (xaiv«nrted into capital not based vpm past pjvduction of goods

and merely transferred savings to entreprmeurs, capital formation

would caatinue and the increases in production eaused by- the use of

this capital ooxild still be cmisuiaBd* This would be possible because

under conditions of fhll en|:d.oymKxt increased production would result

in greater efficiency and lowered prices* Thus a given sanunt of

purchasing power available would be able to purchase more goods,

thereby absorbing the increase in prodtiction.

^niis discussion has bean concerned with the expansion of capital,

but the mechanics of a contraction of capital would work in the opposite

direction* Thus Houlton said that in our indua-trial society tlui

proeese "involves a larger utilization of our productive energy at

certain periods tdien an expansion occurs in the output of both capital

and cmsuaptixm goods and then a emaUer utilization of our productive

energy when the ooostruction of both capital and consumption goods is

*6declining."

We see that throu^ a shazpening and modification of theory It

is possible to explain how restriction of oonsumption to form savings

to be converted to capital whm inveeted and an increase in consunptioR

to absorb the additional lanoduction occasioned by the use of this ad>

diiti<Mml capital can take place* Thus we are no longer troubled by the

PP*
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dilqum into which tha •*cla88ical" writers worked t^Muelves. The

second or institutional approach can carry us throiigh capital fonoatioo

in an econcsny as a unit^ but the older "classical** approach still

remains more functional ̂ en the individual is the focus of our

attentickn. It would seem that for this study the individual approach

is bestj for here we concern ourselves with the problems faced by

individual faxners.

Capital formation in agriculture is basically the sane as in any

other sector of the economy* The farmer gains eqxiity capital by saving

and utilising these savings in farther production. If his ability to

save provides him with less capital than he feels he can use advanta

geously^ he has the option of drawing debt capital from those who wish

to lend or renting capital goods. This debt capital or rented capital

can then be utilised in the business^ thereby allowing him to increase

his savings and consequently his holdings of equity capital, providing

the increase in inccow is not devoted exclusively to increases in

eonsumptlon. Up to the point of total utilization of income increases

for eonsuaqption expenditures, Um lute of saving or potential capital

formation is decreased as the ccnsuaption increases.

The farmer as an individual finds himself in a situation

closely akin to pure competition as related to the structure of the

market in vdiich he sells* Thus he maximizes his income by increasing

production vp to the point at which the selling price of the last \mit

of production just covers its c(»t of production. IMs does not mean

that efficiency is of no consequence* Indeed the farmer must produce
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M ouch as possible as efficiently as possible, for the nore efficient

his production is, the greater will be the amount which he can produce

profitably. This often puts pressure on the fazner to expand in an

attempt to increase his earnings. Equity capital is frequently not

available in sufficient amounts to allow this expansion* Thus, ndien

the farm firm is faced with limited equity capital or internal capital,

it most either fore^ e3q)ansion or t\im to the use of debt or external

capital.

Classification of Sources of External Capital

The sources of this external or debt capital are several.

Lending agencies may be divided roughly into two general classes—local

and centralist. The local, of course, exist in the paz^cular

community in which they make loans, and the centralised are those that

are outside agencies in the smse that their places of business or

hoiM offices are distant trtm their loaning azrna. The local agencies

can be divided into three groups—private institutions, cooperativs

organisations, and public lenders. The centralised agencies, too, can

be divided into thx>ee classes or groups—private, federally sponsored,

and public. The following is an outline classification of lending
7

agencies:

''©Bil Samuel Troelston, The PrincitileB of Farm France (St. Louis:
Educational Publishers, 1951) > P* 18?*



 

1. LOCaAg«Cl».

A# Private .
' "• ■•••*-

!• IndividuAla

2* Iterehants

3* Ceaniorcial Banks

B. CoopsratlTS

1. Building and Loan Associations

2« Fanasrs* Cooperatives

0. PubUe

1« County Trust Funds

II. Centralized Agsncies

A. Private

1* Insurance Companies

2. Savings Banks

3. Mortgage Companies

4. Investment Conpaniss

B* Federally Sponsorwl

1* Pro(iaction Credit Association

2. Federal Land Bank

3. Fanner's Hraw Administration

C. Public

1* State Credit Institutions

2. State Trust Funds
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Capital Bud£iBting Problam

MEudbBBislng inoone for the IndiTidiml farmer can be acccmiplished

only thro\i^ optimum reeouree allocation. Land^ labor, capital,

managerial ability-~all must be integrated if there is to be fdiysical

and eefSKSBlc organisation capable of making desired returns. No one

iresource ^ould be allocated exclusive of consideration oi all othw

factors of producticm.

Capital budgeting, then, is but a segment of the total problem

and should not be considered excliasive of the other segments of the

problem. Nevextheless, it is possible to look at this particular

se^Bsnt, realising that it is a part of the uhole and has relevance

only as it is considered in that li^t.

What, then, is the nature of the capital budgeting problem? It

"consists broadly of three questionsi (1) How much money will bo

needed tor expmiditures in the coming period? (2) How much money will

be available? (3) How idiould the available nusuqr be doled out to

candidate projects?"

The reason for capital usage is most likely to be for the

purpose of realizing a profit. There may be certain non<4onetary

reasons such as expansion for p«*8Qnal prestige, better working

conditions, stc*, but thssa are likely to be of much less significance

than the profit motive. If this be the case, and I believe reaeco will

^Joel Dean, Managerial EeonomlcB (New Yorkt Pr<mtice>41all, Inc.,
X951), p. 555.
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support this, the "nssd" should bs osasured in rslation to the expected

profitability of the expenditure. This rather obviously points to the

need fco* the consideration of opportunity cost. The various possi

bilities must be considered and screened, ^y this means a ranking

according to esqpected profitability can be made. The farmer finds

limits upon what may be included in such a listing, making a consider

ation of land, labor, and managerial ability essential. Then, too,

limitations of the amotmt of capital which he can secure can ef

fectively limit a workable listing of candidate projects.

As previously mentioned there are two sources of capital. There

is the internal and the external. The farmer in making his decisions

should certainly give cognizance to both sources. Failure to realise

the potentialities of either source can reduce the supply which the

farmer may feel is available to him. The gross supply of internal

funds for any period may be defined ast (1) the cash balance plus

(2) the total volume of funds that could be released ty selling all

the operating aesets minus (3) that part of tiie sales of assets idiieh

will give rise to ̂ accounts receivable'* instead of cash plus (4) that

part of the already existing "accounts rscelvable" which are falling

due in the period.'

In connection with the internal sources of funds, ths farmer

must forecast how much cash will be available internally; he must

^Fredrick and Vera Luts, The Theory of Xnvestment of the Flrai
(Princetont Princeton University Press, 1951), pp* I6l-lw.
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decide how such of these funds genemted internally will be allocated to

repayment for his efforts and those of his family (consult!on); and

thirdly, he anst decide hew much of the rraainder to utilise in capital

investment. Since the farmer is always self emplayed (in a s«nse, at

least), ha is faced with the problem of deciding how much to allocate

to hie "salary** and hew moeh to reinvest. Because of this fact, there

is a tendency for tlM agricultural standard of living to suffer. 1!hus

a social problem can be generated by a lack of capital funds in

agriculture.

'there are at least two important reasons which cause farmers to

save and invest a larger proportion of their ine<»ws in their own

businesses than any other occupational group that receives a similar

income.^^ In the first place, agricultural land is, for the most part,
owned in mall units by individual famsrs and all capital is gmerally

supplied by the operator. There is the prcblsm of recapitalizatico

each generation, for the son who remains on the farm aust buy out the

other heirs, if he is to own the farm that his father or father-in-law

owned. Then, too, other young familiee wishing to become owner

operators usually have to earn and save the whole amount of capital

required to buy a farm, as well as most of the funds necessazy to

purchase the livestock and equipment to operate it. ITie secmd rea8<m

fact that farmers save more than other groups having
similar incomes is borne out by many studies. See, for instance,
U. S. D. A. miscellaneous publication 464, Table II, "Changes in
Assets and Liabilities of Families," prepared by eooiomiBta in the
Bureau of Hoae Eoonomics.
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for the relatively large savings by fam people is the fact that large

working or operating eapital investasmte are requited for a profitable

farm business,^

The external sources of capital are of great importance to the

farmer* Because of the fact that interxial financing frequently fails

to yield stifficient capital^ the farmer must turn to other sources if

he is to achieve optimum income* While maxiimim incmne is not always

the goal of the individual fazmer« low income among farmers is a very

real problsm in agriculture and one of the ways of improving his lot is

to have him better utilise eapital, thereby increasing his income*

The faxmer is conservative in nature and tends to dislike the

idea of using borrowed or extemal funds; but like it or not, this he

must often do if he is to improve his lot financially* Then, too, an

i^iorance of the sources of funds available to him can serve to limit

his use of extemal funds, even idien he is willing to do so. As a

ecnsequencs, the sources of such funds bscoms important.

So far we have looked briefly at the need for eapital and the

supply of capital which is or can be nade available* Now we must turn

to the actual allocation of eapital to the candidate projects, nils is

really heart of the budgeting problem, although the first two parts

of the problem must hsnrs oonsidsration if the third step, the actual

allocati<» of funds, is to be done intelligently* Actually, all

^^alter W* WilcoXj "Capital in Agriculture," The Quarterly
Journal of Econgtdes. Vol. LVIII, 1944, pp* 49-50.
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farmera do Inuiget ihelr capital idiother by oiBissi(»i or ccnaodssdon. Tho

usual auHuas by idiich it is purposefully doDS is by the use of the fam

plan.

Farm Planning

Farm planning is a process idiereby the capabilities of the fanwr

and the land are given consideration in arriving at a plaui of action and

organisation which is designed to fit the needs of the farmer and aid

him in increasing his incooie by proper allooatitm of resources to

various candidate projects. It includes an inventory of resources, an

eaeaainatian of the present farm organisation including an enterprise

and fiJMnelal suasuury, outlook on prices, recognition of family

lureferences, the setting up of alternative plans* and ths provision of

fleodblLity,

Usually ths plan is mads by expert fam planners idK> work with

the farmer in making the plan. Thus, it ultimately becomes a joint

madeavor.

The plan is comprehensive, touching almost every area of the

faming activity. It sets up land usage, crop rotations, livestock:

enterprises, capital structure, and schedules for borrowing and

repaying any neeeseary external fvtnds. Opportunity eoste are taken

into account and c<»qpeting lines of production are given ccneideraticn

before the more advantageous is ehoseni.

More oftwi than not Iho execution of the fam plan requires ths

use of external or borrowed finds. Securing these neceseazy fyndki

from existing credit agencies is frequently difficult.
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To lll\»trate this pointj let ue look at Table Z, a fam

repaysMnt echedule idiieh was part of a farm plan giY«n o<Hi8ideratlon by

the 1953 Bankers* Credit Clinics.

Let us asstsae that the fareter faeed with the execution of this

plan finds it neeessary to borrow the mtire amount, |15»1CX). Quite

obviously, he does not iwied the entire amount at one time, for it would

serve him ill to pay interest on money, soiae of which would not be used

until nearly one year later. What ho needs is $2,300 in August 1953,

19,450 more in Nareh 1954, and an i^itional $3,350 in July 1954.

Finding a lender to give him such credit is complicated by Uie fact

tiiat there are likely to be rep^raent difficulties beoauss of the time

lag before the investments begin to yield a return. A further compli*

eating factor is the necessary term of the loan, in this case nearly

seven yeara. (See Table 11).

Now let us look at Table ZZ, a sohethile of loans and repayment

necessitated by the iB9)rovemBnt8 shown in Table 1.

This schedule ia geared to the needs of the farmer for funds and

his ability to repay them from the returns made possible by their

investment. let, finding a source of such funds willing to accept

both the loan schedule and repayment schedule as proposed is difficult.

Private individuals night be found who will be willing to do this,

but this is a very limited source of capital. Such can supply the

needs of a limited nunber of farmers engagsd in similar revision, but

It Is 8ioQ>ly not adequate as a source for large numbers of farmws.

What about the beuiks, then? If there is sufficient collateral a
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SCHEDUI£ OF FARM IMPROVEMENTS^
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fiate luDrovement Cost

August 1953 Establish 39 acres permanent pasture $ 780

August 1953 Establish 15 acres alfalfa 470

August 1953 Construct pond 250

August 1953 Construct fences 300

Augiwt 1953 Dig well 500

March 1954 Purchase 28 bred Jers^ helf«rs 5,600

March 1954 Build loafing bam and hay shed 1,500

March 1954 Puz>ohase hay rake and baler 2,350

July 1954 Purchase feed crusher 350

July 1954 Build milk parlor 2,000

Julv 1954 Purchase milkins machine and cooler 1.000

2sM fiilflQ

^omrc«: Financing Needed Farm Ad.iustmenta in Tennessae.
"Planning the Reorganliiatlon and Financing of a Medivun Size, Owner
Operated Highland Rla Farm," prepared for use at the 1953 Bankers* Credit
Clinics and sponsored by the Agrlculttunl Conndttee, Tetmessee Bankem
Associaticn; Federal Resenre Banks of Atlanta and St. Louis and
Tennessee Branches; and the Agrlculttiral Experiment Station and
Extension Service of the Tenneeeee College of Agriculture, p. 7.
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SCHEDULE OF LQAilS AND REPAYMN7S&
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JOalSL

Amount

Sftrr9ff&4

Jai nt Schedule
•rest

6 Per Cent Principal 7otal
''Balmcw

Due

August 1953 8 2,300 $ 1 1 6

Ifturch 1954 9,450

July 1954 3,350 373 373 15,100

Oec«nd>er 1954 453 453 15,100

December 1955 904 2,500 3,406 12,600

Deeeadjer 195^ 756 2,500 3,256 10,100

December 1957 606 2,700 3,306 7,400

DeceBdt>er 1958 444 3,000 3,456 4,400

Deceriaer 1959 264 3,000 3,264 1,400

42 1.400

615. JOO

•sources Financing Needed Farm Adjx»tmentg in Tenneeeee^
"Planning the Reorganization and Financing of a Medium Size, Otmer
Operated Highlaid Rim Farm," prepared for use at Wie 1953 Bankers* Credit
Clinics arid sponsored ty the Agricultural Coamjittee, Tennessee Banker
Association; Federal Reserve Banks of Atlanta and St. Louis and
Tennessee Bjranchesj and the Agricultural Experiment Station and
Extension Service of the Tennessee College of Agriculture, p. ?•
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coeomerclal bank operating under the aoet lurevalent practioe be

wiUing to l«d the |15»100 to the fanoer on a yearly renewal basis at

the option of the bank. !%iSt however, is not satlsfaotory frcm the

fanner*s point of view, for he amst be assured of the use of the loaned

funds over a longer period of tiae. He anst have this assvuranoe before

he can afford to make the investmsnts, for having to refinance would

prove diffic\ilt and having to liquidate to pay the loan could prove

disastrous. It is a long-term problwa to the famer and short-term

credit does not fit his nesds. Thiis the Productive Credit Association

is ruled out as a source of credit. The Federal Land Bank is a

possible source, but the collateral restrictions imposed upon tlw

Federal Land Bank limit it as a source. Under rare instancee the

Farmers Hone Administmtion could furnish the funckt, but in this case
12

it would be ruled out beoa\uie of a |12,000 loan limit.

Where does this leave us? It sewn that it points toward a

need for coonarcial bank credit which can be geared to the farmer's

needs. He needs to borrow monoy as it is needed and he must have a

repayaent schedule which will allcw him to make payment when the

invested fiaids becone productive. Such does not conform to conventional

bank practice.

That the repayment schedule shofold be geared to the revetnie

yielding capacity of the fhnds invested is of deep significance, lb

tends to iaqply that 'toe producti've use of toe funds is of more

^Farm Ownsrahio Loans. U, S. Departmsnt of Agriculture ̂ unnsrs
Hems Administration, p* 5*
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iaportance than coUateraX of the usual natiare* Often the person irtio

really needs credit has difflciilty obtaining it because of the inability

to fximish sufficient collateral in the form of land, livestock, etc*,

and the person lAo gets the credit is the person tdio can more easily

offer collateral. IMs is especially true if we consider the social

aspects of the problem of low ineoae farmers, for it is tiiese who have

real need for credit to improve their standard of living throu^

greater productivity and better organisation, the realisation is

needed that good money or capital tisa^ is within itself a sound type

of coUatsral. ^ere are evidences that the cooBBsroial banking system

is beginning to become cognisant of this fact, for a few banks are

liberalizing their policy toward agricultural credit. "Credit needs of

small farmers can be met through present credit agencies with

commercial lenders playing the leading role. Kajor adjustamnts in

credit polidee, however, will have to be made, with cmihasle upon the

hopes and prospects of ttM future rather than \q3on the dead hand of

the past."^^

If the farmer cannot secure credit suited to his needs, he must

revise his fazm plan accordingly. This is likely to limit him to a

series of short-tezm inveataenti which are not nearly eo likely to

produce the reor^ization needed to i]i^>rore his inoosis and his standard

E. Hendrix, "Financing the South*s Changing Agriculture,"
paper presented to Agricultural Economics and Rural Sociology Section,
Association of Southern Agricultural Workers, at Bilcod, Mississippi,
Febzuary 10, 1950, p. 6.
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of living* Thoo the tarmBop is omstantly faced with a necessity of

eonsidoring ths existing credit inadequacies when he makes an attempt

to budget capital, ^is^ of course, nmans that the opportunity of the

fanaer would be cmsiderably less limited if he could secure credit

adequate for his peculiar needs.

Special Credit Problems

Since obtaining external sources of capital is a part of the

problem of capital budgeting, let us look at some special problems

faced by agriculture.

Financing Forest Enterprises

The problesm tdiich aare involved in the financing of forest

enteris'ise developments may be divided into two groups*^ 1!hiy are

the followingt (1) those arising due to the lengtii of tiro betwem

harvest cycles or, in the case of cutover land, length of time between

initial reforestaticm costs and timhsr cutting, and (2) those of

production risks. Ths first set of probLmmi are different from those

of traditional farm real estate financing in that forest lands

beginning with cutover tiidser or newly set trees yield no income for

a period of fifteen to thirty years, whereas the fara will pi>esumably

^^'Enclosvire to letter from Clifton B. LuttrelX, Agricultural
Economist, lien^hia Branch, Fed«*al Reserve Bank of St, Louis, to
H« G* F. Spitze, Department of Agricultural Economies, University of
Tennessee, dated November 17, 1953«
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yield sufficient incone annuaUiy to make all interest paynonts plus a

paysMmt on the principal* llhus capital and credit for this purpose

must not be of the type which depends upon earning a regular return*

Suf^ returns can be had only after a long period of tiidber growth. Few

credit agencies have fxside which can be loaned over sudi a Itmg period

without either interest or {^ineipal repayisent* "A large proportion of

potentially productive forest land in the South is on snail subsistence

farm units where savings and re~lnvestismt cash incoms is practically

15non->e3datent." In relation to the second set of prohlens, the risks

are of two types< those of fire, diseases, insects, etc., and those

of long-run price changes* Insuranes coverage for reducing the risks

is not generally available* fiecause of the amounts of tii^r availa-

bis a idiarp price decline does not ssen at all probable, but, evm so,

the loog-tera nature of inveetamte in inmature tracts is not without

its speculative aspects due to the fixed annual costs and the absence

of annual income.

Hnaneiag Problems of Llveetock Shterprlses in the South

In the South the single crop variety of agriculture has been

toaditional* Ibis has necessitated two kinds of credit—crop laroduction

or short-term credit and long-term real estate or farm purchase credit.

relative decline of the cottxm and tobacco type of farming in the

South and the rapid advoit of livestock has made the farm credit

^^Loc. cit.

^ %
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plcttir* acre dtynaoie for both the faraers and the credit institutions.

Credit for livestock financing calls for a relatively long period

before it can be repaid out of earning utade possible by the investaomt.

Therefore loans for this purpose vodd need to have longer maturities

than conventional crop production loans. The greater degree of

managerial skill reqtiired for livestock production^ coupled with the

lack of eigierisnee on the part of the farmers, cooqilicates the ee~

tablishment of maximum loan limits "The low productivity per

agricultural worker has permitted little capital accumulation*"^'^ As

a consequence, credit is needed for a large per cent of all livestock

jpRxrdmses and the development of cosqillmentary and eupplementary

enterprises.

There are credit institutions set up to zaake either crop

production loans or long-term farm real estate loans, but what is

needed here is an intermediate type of credit. Traditicaial short-term

and long-term credit concepts do not cover these types of nesds.

Instead, some integratioa of the two types is necessary if loans

totaling a hi^ per cent of assets are made with relative safety.

"Such loans are necessary if credit needs for livestock purchases and

tiie development of supplementary miterprlses are met."^ Credit

cit.

JSil*

^^U>c. cit.
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Institutions attempting to msot the dsnand for this particular typo of

loanable funds would require more borrower infonoation than has previ

ously been the case. In addition the hi^ ratio of debte to assets

and longer term of such loems necessitates increased borrower

supervision. Sams eosBaercial banks have hired trained agrlctiitural

personnel to set up a specialised farm department for this purpose.

Capital Budgeting by the Banks

It should be pointed out that the bank, too, is faced with the

necessity for the budgeting of capital* It must decide how miu»h mon^

will be needed, how much will be available, and how that available

^ould be doled out to candidate projects. Thus since the banks deal

with more than juet agriculture, there le no asaurance that ths banks

can affect optimum uee of their resouxxee and a till furnish to

agriciilture capital in amounts most advantageous to agriculture* In

fact, there is serious question as to whether the oennercial banks can

give what would be most advantageous to agriculture.

AUocatian of Capital to Agriculture

So far cxir ecneem has been with the allocatiiui of capital as

faced by the individual farmer. It has been shown that increased credit

is advantageous to the individual farmer, but the question is sure to be

raised as to whether or not agriculture is in need of more credit.

Cr^t will likely increase production and this is likely to increase
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th« surpIuB problon* What thm is the rationale for giving more credit

wh<m this any but aggravate an already serious probism?

What is good for the farswr as an individual any not be good for

agriculture as a whole. To Illustrate the pointy it is to the advantage

of all tobacco farmers to reduce acreage and thus up the total income

from that produced. let, even eo, it is to ths advantage of the

individual fazmter to pz>oduee all the tobacco possible. We my draar the

generalization that ratimal behavior for the individual and the group,

even though it be an aggregate of the individuals, is not necessarily

the same. Ihus additional credit to the fanner as aa individual may

be justified from the standpoint that it can hslp him increass his

ineonn, IS for agriculture as a whole it ie felt that additional

credit should not be allowed or that credit should be decreased, then

this is an area for public policy and action whereby the credit

zestriction can be spread out evenly to all faaraers. Within such a

frainsworic of restricted credit, however, it can still be justified for

the individual farmer to tzy to increase his credit if this will prove

a boon to him in his efforts to increase his income and his standard of

living.

Despite the fact that the aggregate problw is not the primary

consideraticn of this study, it can not be totally ignored, for the

actions of individuals do have an aggregate effect. Let us, then,

look vezy briefly at the problem.

IS tiiex^ is increased capital to be allocated, it does make a

difference what econcmic segment gets this capital* Huge increaaee in
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capital for agriculturo with no increaMs to other aegments would not

aid agriculture in overecolng its low iseoae profaleou Increated

capital would result in increased mechanization thus reducing the

necessary agrlctiltural labor force* Without increased capital, industry

would not hare the ability to absorb those no longer needed in agri*>

culture. Likely^ increased production would be ee great as to further

depress earnings, the elasticity of demand for agricultural products

being idiat it is. Better it would be to allocate more capital to

industry, thus enabling indwtry to attract more workers from agri

culture, leaving those tdio remain in agriculture in a better competitive

position. As the movement of workers from agriculture became great

enou^, agriculture would find the need for more medianixatieNa and

farm mnlargement and enough capital would have to be allocated to

agriculture to achieve this. Hudi of this capital would, however,

find its way back to ixidustzy in the form of purchasing power for more

19machinery, fertiliser, etc. Thus it seems that agriculture can best

be aided by first aiding indiistry. With increas«i productivity and

empleyawait in industry, there would be a somewhat Inereaeed desmnd for

agricTiltural products. This would absorb seme of the siurplxis

occasioned by agricultural mechanlsatitm and if enough resoureee were

moved to industry the surplue might indeed disappear* It then

^^The movement of capital fzm otM segment of the econosy to
another is not a tmique characteristic of funds invested in agri
culture* Capital placed in any segment of the eeonomy tends to flow
throughout the entire economy*
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that the way to hi^er tnccme for agrioultiiro la not to fight th« trend

from agriculture taut to accelerate it*

Eran with a given anoimt of capital the same sort of reasoning

is sound. Agriculture must reduce its labor force to achieve comparable

profitability and industry must be able to absorb the excess.

Hoir a given amount of available capital is allocated within

agriculture affects the aggregate cmdition of agriculture. Capital

can be allocated in siich a fashion as to either ijqMde or speed

off-farm migration. As a generalizationji capital allocated to the

lower income groups within agricultiire will tend to impede migration,

for it will iiiqprove their position relative to other segments of the

economy. Capital allocated to the middle and higher income groups

will increase profitability wiUiout so iaqisding ths migration necessary

for higher income. ^Riis is not to inply that all low incoms farmers

fit this generalization or that the marginal productivity of capital

for low income farms is always lower than for middle and hi^er farm

inccaae groups.

Even 80, as has already been stated, even within a framework of

restricted credit it can still be Justifisd for the individual farmer

to try to increase his credit or capital supply if this will prove a

boon to him in his qpsst for higher income and a better standard of

living. An approach to the problem via capital budgeting as

previously developed will insvure that this private Interest does not

conflict with the aggregate interest of society.
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SuoBBry

Capital has b«on defined aa a porticm of the residual which

occurs when consmpti<m of past production is inccanplete. It la that

portion which is reinvested end used in the process of further pre-

ductitm.

We have seen hew the process of capital fonnatlon works, boUi

frm the old "classical" individual approach and frca the newer

institutional approach.

Brief consideration has been given to the sources of capital

aiKl the budgeting of that capital. We have seen that the problens

which present th«»elves seem to point towaxtl the need for certain

epeoialised typee of credit if tim individual fansor is to be in a

position to foanm more capital and/or increase his etandard of living*



CHAPTER n

A BRIEP EXAMINATKMI OF SOME CREDIT SOURCES

Introduction

Thero aro Bevex*al crodit ooureos of considerable Inportanee to

farmers. Those which aro pezhape most ooamonTy utilized are the Pro

duction Credit Associatim, the Federal Land Bank, the Farmers Home

Administration, commercial banks, merchants, and individuals. The

characteristics of the tj^pes ai^ terms of credit offered by individuals

and merehants vaiy so widely that attw&pts to generalise are likely to

result in a situation in which the averages really hide rather than

Bierefore, despite their great importance, no attempt is made

to give ttie generalizations other than to point out the wide variability

of this type of credit.

mis Produeticm Credit Associatim

The Production Credit Association (P. C. A.) is a local co

operative association of farmers organized to provide a permanent source

of dependable short-tern credit for farsMrs at reasonable rates.^ Those

obtaining credit from this source become members of the orgauiizati<8i.

Five to seven farmers of the organizetiwi are elected to serve as a

board of directors. This board employs the necessary personnel

determines the local policy of the association. However, not *11 policy

^What You Want to Know About Your Production Credit Associatiwi.
(Pamiphlet published by P. C. A.).
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la deteminad at tha local leval. For inatanoa govenmental ragulation

aata tha maximum Intareat rata which may ba chargad. IWo of tha maabara

of tha board of diractora and tha aaeratazy-traaaurer of tha organisation

aanra aa a loan committaa to paaa on loan applicatiotia. Moat loaaa ara

* yaar or laaa* Farmara oftwi borrow to halp produoa thair

cropa and rapay after thay hara haraaatad and aold thair eropa. Thua

it ia aaaantially a aooroa of operating capital, Somatimaa, however,

farmers may borrow to purchaaa machineiy, livaatock, etc., and ba unable

to pay tha entire amount in one yaar. Until racantly if thia ware tha

caaa, the loan waa written for one yaar with tha understanding that tha

balance would ba renawad if tha oradit factors remained aatisfaetoxy,^
Mow an intarmadiata typo of eradit which does take into

account tha fact that one yaar eradit ia not always adequate ia being

offered ly tha P, C, A,

lha security for P. G, A, loans ia usually a first lisn on crops,

livestock, or equipaumt, but loans ara not made solely on tha strength

of the security offered, Conaidaratim is given to the ability of tha

farmer to repay from his farm aaminga,^ Tha amcnmt loaned varies from

♦50 up. Tha amount 'Uiat may ba borrowed ia deteminad fcy tha amount of

eradit that can ba used profitably and tha ability to make rapaynant

^Loana for Farmers, (p. C. A. Pamphlet).

^Loc« Pit.

^c. Cit.
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5
froa dapendable fam inccae.

The funds loaned are obtained froa the InTeetaent nailcet throu^

the Federal Intermediate Credit Bank whldi in turn obtains its fund* fagr

selling debentures to the Investing public

Production credit from the P. C, A« has been a valuable source

of credit for the individual farmer, but the short term liaitaticms

in force until recentlir did limit its usefuliMSs. Noir that P. C. A.

does extend an intermediate tgrpe of credit, it should be better able

to meet the needs of farmers because no longer %rill the tfpe of credit

offered be such as to make difficult the use of this credit in longer

range planning.

The eai^sis idaoed upon the pi^uotive use of credit taj the

P. C, A. program and the recognition of the fact that satisfactory

seeurity in terns of ooaventimal collateral ccmcepts is not reasonable

loan criteria are of major Importance and may be ideas which can be

advantageously adapted to other prograimi.

The Federal Land Bank

The Federal Land Bank (F, L* B.) is a source of long-tem credit

to farmers. It serves through the local Maticoial Fam Loan Association

and iMkes loans directly (miy when there is no such local organisation.

Loans are made only when first mortgages on farms are given as security*

^at You Want to Know About Your Producticn Credit Association,
SB* SM*

^oans for Faimsrs, o£. cit.
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Mhm additional ftinda for taxaa^ interost, etc., ara advanoad, tha

bank doaa aometiaws taka a aaeond nortgagai but the bank can aupport
7

Ita bonda only with first mortgagaa*

Xioana ara based on a nomal land appraisal and loans aajr not

axeeed 6$ per cant of tha noraal agricultural value of lands and build

ings. All loans are amortised unless the bank is selling a fans as-

quired throu^ foreclosure and in this case it majr taka a straight-ten

Bwrtgaga covering a part of tha purchase price, lha ten of tha loan

ma/ varx from five to fortj years, bat tha bank policy is to make long-

ten loans. Interests and principal payments ara required to be made

annually or semiannually. Loans cannot be paid off earlier than called

for by tha amortization plan unless agreed to by the bank. Even so the

borrower is prevented from securing ftinds from other credit sources to
ft

liquidate loans from the F. L. B.

Ihe purpose for ̂ ch the loan is obtained is of interest to the

bank, but the provision of loans for the purchase of land, equipment,

fertilizer, livestock| for the repair and oonstructicm of Iniildings}

and for the payment of other debt semzs to cover most needs for which

a fanner uses this ^rpe of credit.

The fara mx which a loan is givwa mnst be of adequate size to

be an economic unit. Thus loans are not made on farms which are likely

to produce little income.^

"^Bknil Saasiel Troelston, The Principles of Farm Finance (St.
Louies Educational Publishers, Inc., 1951), pp. S1-S2.

®&id., pp. 82-83.

^Ibid.« p. 83.
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Flr»t glanca at th« P, L. B, program may not reveal its weak-

nesaes; nevertheless, they do exist, MoraaX land appraisal is built

in conservatism and while it may preclude many foreclosures, it can so

limit the maount of credit available in times of prosperity that the

amounts extended may prove woefully inadequate. Then, too, by the

time a farmer has the ecfuity dwaanded b7 ̂ he F, L. B. he may very well

be able to Cbtain more liberal credit from other sources. Of course,

in times of rsoessim the credit vAiich can be had from this source may

well exceed that available from other sources, the bank's eaphasis

uprni Imag-teim credit may discourage the use of intermediate-tern

credit when the need is for that type of credit. Another weakness

which is not inherent in the system, ̂ or sc. is the fact that msBy

farmers are not aware of the availability of F. L. B. credit as en

alternative.

Bie Federal Land Bank's greatest contributions lie in its offer

ing of long-term credit not generally available, its amortisation of

loans, and its low interest rates.

Ccmmerolal Banks

Surprisingly little is known about the agricultural credit

offered by ccmmercial banks. Generally, however, it is of a short to

intermediate term. Ifuch is offered on a yearly basis and can be renewed

if the banker wishes to allow it. Biis uncertainty of renewal can

impose a serious hardship upon the farmer idio tries to use short-term

credit for long-term InvestaMnt, for the elwaent of uncertainly about

renewal possibilities aiy make him hesitant to engage in long-term
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plaiming. ¥«t, to budgot capital in the most rational mj ttw fanner

auat concern himself with more than just short>run decisiona* ^e

banking qrstem has made atteetpts to adjust and offer credit better

suited to farmer needs. One of these attempts is the c<«cem of this

stu^r.

Farmers Home Administratiom

Ihe Farmers Home Administration (F, H. A.) is a federal agencjr

under the supenrisimi of the United States Department of Agriculture,

This agenqr*s purpose is to aid low income farmers, both by- helping

tenants become owner operators and planning better fanning operaticms

for low income owners and tenants,

Manjr think of F, H, A, primarily as a Imviing agency, but it

does have a broader function. True, it does lend mmsgr, but its primary

function is coie of supervision and planning. The loan is really but a

means of facilitating implementation of the idane which will enable low

incoBM farmers to better their position and become self supporting at

a reasonable level of living.

To be eligible for P, H, A, aid, the farmer must be a United

Statee citisen, suet have had satiefactoiy farm experienee or training,

must not be able to obtain needed credit from other soureee at reasonable

rates and terms, must earn the major porti<m of income from farming,

must spend a major part of time in eanying on faming operaticms, and

must bs abls to cany on a profitable farming operation if credit ie

available. It should be pointed out that when F, H, A, gives a loan
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for fan purehasa, fan developaent, fan onlargement, building azid

Improvaanent or soil and icatar consarvation, it daala only with afficiant

family siza fans, SLthar tha fan is initially so or tha loan is

dasignad to maka it so, Ihis rapraaants a changa in polloy frcn tha

y* H, A. gara a subsistanca typa of loan. Today P, H, A, la

dasignad to aid the low incom fanar by improving his aeonoodc position^

not merely perpetuating his old position,

lha personnal usad locally in this program are tha P, H, A, sapar->

visor» clarlcal halp, and a county canmittea of threa local parsons, at

laast two of whoa must ba faraers who know farming conditions and can

avaluata tha erltaria for successful faming.

Thus, if a fanar is in nsad of credit assistanea and cannot

saoura it from other soiurcas, ha may maka application to tha local

P, H, A, office. Upon the basis of infonation given by tha pro*

spactive borrower and other infonation given by tha supervisor and

tha maabars of tha commit tea, tha prospective borrower may ba oartifiad

as eligible. If this certification is given, tha next step is for the

fanar and the P, H, A, supervisor to woric out a fan and hems plan.

This plan is camprehmisive and gives consideration to all areas of

lam and home planning, Othem such as the county agent, tha Soil

Consarvation Sarviea fan planner, tha extension fonstar, etc., may bs

aallad in to help in tha fonation of this plan. Tha faner*s wife

is included in tha planning. Hers is a strategic position and tha

P, H, A, rseognizas the fact that her cooperation and interest is

nacassaiy for success of tha plans made. On the basis of this plan.
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estioatcs of cost and revsnuo aro auMl«« theretgr giving indication a«

whstoer or not it sesms probablo that onough ineomo can bo had froa

tho plannod opozationa to swot farm operating and faoiily living oix-

penaoa and to alicw for repajment of the F. H, A. loana and other

debts. If the indication la favorable^ the loan may be made In amounts

up to lldfOOO.

Lazut purohaaed with ?• H« A, fmda la appraised on a long-tlm

value basis. This makes It difficult to purchase much land In times

of Inflated land values, taut it does tend to Insure a sound InvMtmeat

If the purchase can be made on the basis of this Imxg-tlme value,

Ckiee the loan has been put into effect the F, H, A, supervisor

cmtlnues to help In the planning and supervision of the farm and home

operations. Rather eoBQ}lete records are kept and the supervisor must

concur In all major expMidltures, IRtLs serves to both insure repagnoMmt

of the loan and wise use of funds,

Sepaarment is set up over a forty year period, taut provision is

made to aUow variation In the payments so that in good years more tiian

the normal mount may be repaid to build up a surplus for years when

It may become necessary to reduce payments below the originally anti->

elpatod level.

The Interest charged by the F, H, A, Is 5 per cent. Thus, this

is not the unique feature of the program. The Federal Land Bank offers

forty year loans, so neither Is tMs principle unique. The unique

features In the program are the variable repayment provisions, the

farm and home plaimlng, and the issuance of credit to farmers idro are

ccmsidered to be too risky for other investors or governmental agencies.
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thus putting th# F* H* As in competition with no other source of credit*

The Fs H. A* program has been remarkably successful. Sstlmates

have been made that not over one half of one per cent loss has been

sustained from either tenant purchase or operating loans extended by

the F, H, A. It is true that the wartiiae years may have made repay-

flMttt mefa easier^ but estimates made in a study hy B»uicett and Parsons

indicate that the program would probably have bewi successful had

there not been high wartliM inccoM.^ If this be true of low incone*
poor risk farmers, is it not posaibls that mors liberal credit from

other souress might be feasible for farmers who are less of a risk?

Tlw experience and success of the F. H. A. may have deep

significance to those interested in the extension of eooBereial bank

credit to agidculturs throu^ the use of agricultural representativea.

Ihero are maqy cimilarities to at least one type of program idiich may

bo envisioned for commercial banks. Ihe F. H. A. supervisor has a

funotimi similar to what an agricultural representative in a eoBawreiaX

bank might have. He gathers credit information and helps to plan for

this credit use. Recognition is mads of the fact that wise credit use

is within Itself a sound type of collateral.

It must be admitted that the F. K. A. program probably would not

be suitable if adopted per se by the ecomereial benke, but the program

10,James A. Adams, Famsrs Home Administration Supervisor, Knox-
ville, Tennsesee, persoial interview, June 17, 1955.

"w. Keith Burkett and Kenneth R. Parscms, "Buying Fame with
ihwdred Percent Loans j An Analyusis of the Farm Security Admlnistratim
Loan Beperience in Wisconsin." Land Economiss. Vol. XXVII. Februarv
1951, p. 167.
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way rery well contain a philMoptqr and aaam t«elmiqua«f a modification

of which cflBaarcial hanka adL|^t find uaafUl in aatting up a prograa to

axtand more agricultuml cradlt. Xh particular, tha oaminga of tho

bank must finance the service because the bank would receive no

•ubaidisation fron govemmmt revwiues.

Int us thm briefly outline the type of bank program utilising

agricultural representatives >diieh is suggested hy the experiences of

the Faraers Home AdBinistration. Here a bank, not the federal govern

ment, would be the source of credit, but the philosoi^ and techniques

of the two programs would have much In ccnsaon.

First, let us consider the philosophy of the bank program* It

would have as its maphasis productive credit usage Instead of previ

ously aoquired assets. It would mbody tho realization that wise or

productive credit use is within itself a sound type of collateral.

In implsmwiting this m^^sis upon wise or productive credit use as a

prereqiiisite to lending, the bank would be forced to extend credit of

terms and durati(m tailored to the farmer's needs. This would

necessitate such techniques as deferred paymmit, aaiortiBatlon, vari

able repayment, Imag terns, etc., for often wily by so doing coidd the

bank extend credit which could prove productive to the farmer. The

bank would be aware of the fact that too much credit can be as haxmful

as too little and would guard against either extreme in the realisatiai

that such is really to their advantage as well as that of the fanner.

The duties of the agricultural representative would be so

constituted as to be compatible witii the baidc fdiilosophy or policy. He

would interview loan applicants, visit fams, appraise real estate and
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ehatt«If and invaatigata tha farmer's method of operation, all to

datemine tha probability of tha profitable use of credit. Thia

informatim ha would usa either as tha basis for extandlng or rafualaf

credit, or else ha would pass this on to the bank loan eceaaittaa

which would than made tha decision as to whether to make tha loan.

If l^a credit to be extended eoTared a wide range of activity

or if it were in large amounts, the agricultural representative along

with tha county agent, tha Soil Ccmservation Service farm planner,

and other interested perscma would help the farmer to develop a

coeiprehansiva farm plan, Among other things this would include

credit needs and plans for repsyment. It would take into account the

productivity of the resource for which credit is to be extended.

If the credit under ccmsideratlon were of such a nature that

a ccmplete farm plan was not necessary, plans of a less comprehensive

nature would be made. The aim here would again be to insure the wise

use of the credit both from the farmer's and the banker's points of

view.

In ei^r case, the agricultural represmitative would do follow-

up work after the loan had been made. He would offer supervision in

the implsmentatioa of the farm plan or if one has not been made, he

would be available to help ttw farmer plan and get necessary assistance

from other sources. Xhis supervisitm would serve to protect the bank's

interests by increasing the probability of jarofitable credit use by

the farmer. Thus the bank would protect its interest by protecting

those of the farmer.
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p. H, A. supervisor doss not solicit business, but the agri

cultural reprsssntativs would havs such duUss. The agricultural
representative would not, however, extend or reeomaend the aatending
of credit which would not be advantageous to the fanDer. 8cne of
this solieitatim would be Iqr the direct awans of "credit ealesoan-
ehip" and other would be bar store indirect means such as woricing with
famer organizations, youth groups, livestock shows and sales, cca-
■unity groups, etc.

To state it briefly, the agricultural representative in the
baidc would be a sort of combination county agricultural agent,
Conservation Service farm planner, F, H, A. supervisor, and bank
public relaticms man. He would be employed by the bank to aid the
in extending profitable agricultural credit. Gent ml in the progrm
would be the realization that over the long-run the bank*8 interest
can beet be protected by guarding those of the farmer customer.
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fEUNESSEE Bunc PROGRAMS WUH A(^C»X.m&X. B£PRSS£NTAflV£S

Brief History of Program

As early as 1925 at least eae banlo»r had an agricultural

representative of sorts. This banker had a eountry school teacher

traveling the county gathering infonsatLcm for the bank* However, it

was not \mtil 193B that ths first full tjUae agricultural representative

Joined a Tennessee bank* Since that tine other Tcmessee banks have

followed this lead until at the time of this study there were twenty

(20) Tennessee banks with agricultural representatives. The median

age of these bank programs was four (4) years and the average was four

and ei^t tenths (4*8) years. Five (5) banks had programs four (4)

years old and five (5) more had programs a year or less old. This

meant that half of the banks with agricultural representatives have

acquired thmn since 1950.

Nunber of Tmnessee Banks Having

Agricultural Representatives

There were nineteen (19) banks in Tennessee which had fxiU time

agricultural representatives. In addition, there was one (1) bank

^hrhis includes branch banks.
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which had foznerly had a fhll tiaa agricultural repraaantativa. Thia 

bank waa attampting to oarzy on the progran by lotting the aasiatant 

caahier do contact work with fanoara on a part tioat baaia* ^Hia total 

madBor of agricultural rapraaantatiwaa waa twmtiy'-four (24). Thaaa 

banka were aeattarad in Middle Tennaaaea and in Waat Tnmaaaaa. (See 

Figure 1 and Appendix A») Their diatslbuticn waa auoh that no die* 

eemible correlation between the typea of agrictilture and the incidmce 

of banking prograoa including tlM uae of a bank agricultural reiaeaen-* 

tative could be found. 

It ahould be noted, hewerer, that theae banka were fouid only in 

areaa in tdiich agriculture waa relatiyely important in terma of per cent 

of total inoome derived from agriculture (See Table 1X1), in tenu of 

l^e value of all farm producta aold (See Table IF), and in terma of 

liveatoek and liveatock producta add (See Tkble V). Calculationa made 

from Table IV ahowed that 8? per cent of the agricultural repreaentativea 

were foiaid in the firat one third (1/3) of the oountiea aa ranked in 

terma of value of farm producta add* All tdiowod \xp in the upper two 

thirda (2/3) of the oountiea. Further calculationa made from Table V 

ahowed that 83 per cent of the agricultural repreaentativea in 

Tenneaaee were found in the top 28 per cent of the oountiea aa ranked 

according to the value of liveatock and liveatock producta aold* All 

were found in the firat 44 per cent. That there were no auch agri 

cultural banking programa in more highly induatrialiaed fiaat Teimeaaee 

waa intereating to note. 
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^0 
131 

KuBdMr o£ NtBiiMir ot 
Banks Raring Agriciiltural 

Countgr Agriciiltiiral Representatires 
Nunber County City Recresentatires in County 

I Shelbgr Mamphis 4 6 

2 Madison JacksMi 1 1 

3 I]|]rer CQrersbxirg 1 
Newbem 1 3 

4 Obion Ooifin Oitgr 1 1 

5 Henzy Paris 2 2 

6 MontgoiBery ClarksriUe 2 3 

7 Robertson Springfield 1 1 

e Wilson Lebancn 1 1 

9 Smith Carthage 1 1 

10 Putnam Cookerille 1 1 

11 Hickman GanterriUe 1 1 

12 Ma\iry Columbia 2 2 

13 Lawrence Lawrenceburg 1 1 

Figure 1. Locaticm ot Tennessee banks Kith agricultural repre* 
sentatires^ 19^5* 
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tiunjs III

IMH^mNCE OF AGRICULTURE AS PER CENT OF 1DTAL COUNT! INCOm
IN TENNESSEE AREAS HAVING AGRICULTURAL REPRESENTATIVES, 1947^

County
lo^rtance of Agriculture

in County
Importance of Agriculture in
Bordering Tennessee Counties

Shelby

Hadleon

Qyvr

Oblon

Hmry

Jfontgcmery

Robertson

Wilson

Smith

PatnsB

Hickman

Maury

Lawrence

1

2

4

4

3

3

5

4

6

2

4

3

6, 5

6, 6, 6, 4, 4, 5, 5

6. 6, 4, 4, 5

5, 4, 4, 5

5, 5, 4, 4

5, 4, 4, 6, 5

3, 6, 1, 4

1, 4, 6, 6, 5, 6, 3

6, 6, 6, 2, 5, 4

6, 6, 4, 3, 4, 5

5* 4# 4> 4* 3» R

4« 5, 5, 2« 4, 4

IIIWDIHlie

Zsigend} 1 - 0 to 9*9 per sent
2 - 10 to 19.9 " "
3 - 20 to 29.9 " "
4 - 30 to 39.9 •• »
5 - 40 to 49.9 " "
6-50 and over " "

^John Littlepage Lancaster, County Income Estimates for Seven
Southeastern States (Charlottesrille, Virginia: Bureau of Popula^gn
and £con<xnlc Research, University of Virginia, 1952), p. 55*
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The banks hortng agricultural representatives were not neces*

sarily in the coisitles in which agriculture accounted for a mu^or

portion of the inccne^ but, as shown In Table III, th^ did occur in

areas in which gwierally agriculture was important* For instance,

agriculture in i%elby County accounted for less than 1 per cent of the
3

county incoB» in 1947* fet, the areas surrounding Shelby County were

inportant agriculturally in teras of per cent of oounty inccoie (torlved

from agriculture. Again, in Jackson in Hadlson County, agricxilture

accounted for a relatively sdsII portion of the county inccms, but in

the areas surrounding Madison County agriculture accounted for a much

larger percentage of the ineonB* Jackson, as the large city in this

area, was a logical location for such a banking program*

There was no one esqplanation for banks' installing agricultural

representatives. Indeed, it is more likely that there were a caabi-

nation of reasons* One possible reason other than the actual importance

of agriculture in an area was that changing systems of agriculture

necessitated different types of agricultural credit* TSke Henry County

as an eaample. As it began shifting from a cash crop type of agri

culture toward a more diversified type of agriculture Involving more

^Per cent of county income derived from agriculttire is not
witiiin itself an aceiurate measure of the importance of agriculture in
a county. A large urban incone would lower the per cent of income
derived from agricult\ire without necessarily making agriculture less
important within the rural areaa of the county.

3John Littlepage Lancaster, County Income Estimates for Seven
Southeastern States (Qiarlottesville, Virginia: Bureau of Population
and Economic Research, University of Virginia, 1952), p. 210*
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llv«8tock,^ wa« * nMd for n«f and »or« agricultural (a*edit to

finance these changes. ^Hius the changes taking place in agriculture oagr

have been en important stotivation for the banks. Since asich of the

shift in Twmessee agriculture has been toward more livestock thus

calling for more and longer tern investomts^ it was not surprising that

animal and animal products were so la^rtant in the counties having

agricultural represwitatives.

The fact that the banking programe including agricultural

represmtativee were found wily in areas of considerable agricultural

importance should not be taken ae an Indication that the saturation

point has been reached in Tennessee. There were other areas of the

State in which dianges in agriculture were laqiortant and in >Mch

changes in agricultxire may at sons time motivate bankers to secure

agricultural representatives. Since the use of agricultural represw?-

tatives was a relatively new approach to Tennessee agricultural

banking^ it was not to be expected t^t agricultural represoitatives

would be found in all areae in which agriculture wbm very important.

It should be noted, however, that none were found in areas in which

agriculture was not of considerable ii^portance.

Types of Programs

Perhaps the bnst way in which to classify the various prograne

would be to do so in terms of the Jobs done by the agricultural

4b. H. Luebke, Henry County Agriculture (Knoxville, Tennessee}
Agricultural Bbqperimmt Station, University of Tennessee, X955), pp» 40-43*
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r«pre8entatlv«B* Hajmes, in his stud/, found four types of activity and

fas classified thea as being perfomed by the following asns farm credit

aunii farm service Ben, farm specialists, and good will bmr.^

In this classificatlcm, the farm credit man was one who was

authorized to accept applications and handle loans in the bank.

Pollcwing an interview, ̂ s man visited the farm, appraised property,

checked credit references, and finally was authorised to take positive

action en the coneliisions reached in his investigation*

The farm service man was one assi^d the task of appraising

either real estate or chattels, inspecting farm or pasture lands, and

investigating the farmers' method of operation* On the basis of this

he made reports to the bank's credit department or lending officers

and conferred with them relative to loan applications* Once loans had

been granted, he made follow-up visits, acted as supervisor where

necessaxy, and assisted in the collection of debts.

The farm specialist was one trained in agriculture who devoted

his entire time to working with toe bank's farm custamsrs or potential

customers, either directly or in cooperation with other agricultural

agmeies* This type of man was not charged with the responsibility of

making volianinous reports, nor was he assigaed work inside the bank.

Re did not make credit decisions for the bank, but instead gave to the

bank's credit committee information gathered during his visits to fazas*

Bcykin Kaynes, "Agriculture, Banking and toe Use of Trained
Farm Field Men" (Unpublished thesis. Graduate School of Banking,
Rutgers University, 1952), pp. 51-52.



U9

Th« fourth catogory was the good will aan* Ihis nan demoted

himself exclusively to public relations of various types* Benefit to

the bank was purely via good will.

This classification system per se did not prove adaptable to the

conditions fomd in the Tmnnessee banks which were the subject of this

study* The banking programs studied did not fall neatly into any cue

of these categories exclusive of the rmeainder. Indeed, all were a

combination of all four types* The snQdiasis varied, but all the

programs contained elements of all four Job classifications. This,

hewever, was not at great variance with the situation that Haynes

found in Alabama, for he said that, *'There are instances where field

men devote a portion of their tims to all of theae activities

(referring to the four categories given above).; others where some

particular i^base le not entered into, and still others where the

entire time is devoted to only one phase*

To illustrate this situation, let us look at the way agri-

cultiu'al loans were handled in the Tennessee banks having agriciiltural

repreeentativee* To qualify as having performed the duties of a £am

credit man, the agricult\ural representative would have to have been

able to make the decision on whether or not to extend the loan* In

Tennessee, two-thiz^s (2/3) of the agrlcult\ural representatives did

make such decisions* All of the msn, however, either initially made

the decision or supplied the loan officers or the credit cemndttee with

information pertinent to making a decision on the loan*

6lbld.* p. 51.
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It shoiild b« noted that there was a definite difference of

eplniOQ as to whether the agrietiltural repreeentative should have the

power to make loans or whether he should merely give information to

others who Uien aaln the final decisicn. There were twelve (12) agri-

cultural representatives who usually made the decision on loans* Four

(4) more oade the decision infrequently and eight (6) did not make siich

a decision at all. Two of the agricultural representatives who

normally made ̂ e decisions regarding loans had a maximum siae loan

($500) which they could make without consulting others in the bank.

Curing the course of the study» it was interesting to note that there

seemed to be a correlation betwem toe amount of toe time the bank had

had an agricultural repr<M«itative and the percentage of actual agri-*

cultural lending being done b7 toe representative* The longer the man

stayed in toe bank, the more he tanded to become involved in toe

actual extending of agricultural loans.

Without exneptionji the banks having agricultural representatives

utilized their mm as public relations or good will mm. The techniques

for doing this varied, but the intent was the same* Outstanding among

the ways in which the prinary effort along this line was made were

working with farmers as individuals, working with and throtigh the

4>H Clubs and the Future Farmers of America (F« F* A*), working with

and through community clubs, and engaging in the activity siore

directly by ;}ust calling on farmers and beixig pres«at when thqr

gatoered* The real difference here was <me that revolved aroimd how

much emphaeia was placed upon toe giving of technical information as
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th« technique for getting good ulll.

To get a better idea of idiat agricultural repreeentativee in

Tttuieesee were doingj^ let ue look at the resiilte of the study of

Twmessee'a twenty-four (24) agricultural represwitatlYoe, first by

looking at some of the results in tabular fom (See Table VI) and then

through a discussion of S(»ie of the data.

Intenriewlng agricultural loan ai^>licants was a task performed

1^ better than 90 per cent of the agricultural representatiyes. There

MM variability even %rithin this, for In all of the banks it was

customary iar old established customers to be given the option of being

allowed to continue to do business with the bank officers with idtom

they had dealt prior to the coming of the agricultural representative.

In <»» bank the agricultural represmitative co—only interviewed coily

those sent him by other bank officers. In the banks in thioh the

agricultural representative did not actually oaks the loan ccmnitaent,

the frequmu^ of interviewing was much less.

All of the agricultural representatives sometimes visited farms

in connecticm with loans. Mcme did it as a matter of regular routine.

Bather, they did it only idien there ims a new eustcmer with whom the

bank was unfamiliar, when other special circtimstances were involved,

or when the bank loan officer specifically requested certain infor

mation.

With but two exceptions, the agricultural representatives were

appraising farm real estate and chattels. About half of men had

branched out into urban real estate appraisal for the bank.
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TABUS VI

A US T OF THE MOBS OOMMDN ACTIVITIES PERFCSiMED BI TENNESSEE
BANK AGRICULTURAL REPRESENTATIVES AND THE FREQUENCI OF

OCCURRENCE IN THE TENNESSEE AC21ICULTURAL PROGRAMS

Activity
Number

fiepoyt^

Noaber
Performing

Per Cent

Perfonaing

Make decision to loan

Do public relations work

Ihterview loan applicants

Visit farntf in ccnnection with
loans to new custc»Mrs

Appraise real estate and chattels

Investigate method of operation
of new customers as a prellminary
to loaning

Do conprehwisive farm planning

Act as £ana advisor after loaning

Collect debts

Vozic inside bank^

Attend fam organizati<sis

Attend civic clubs

Attend corasunity clubs in area
at least once a year

Help to secure large lots of
livestock for farmers

24

24

2X

22

22

22

22

22

22

22

22

22

22

16

24

19

22

20

20

0

16

a

4

22

22

22

66

100

90

100

91

91

0

73

95

10

100

100

100

^ork other than normal desk work occasioned by the agrictiltural
banking program, for exsuiqple, working as a teller.
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Agaltiji viUi but two exceptions^ the agricxiltxiral representatives

were sossitijaes investigating the farsisrs' aetood of operation as a

preliminarsr to loaning* Here again, this was not done as a natter of

course* It was done idien Uiere was a new custcner about tdiOB little

wts known or when the bank needed specific inforiBation upon which to

base a decision* As would be expected, if the farners* aetitod of

operation was already suffieiimtly well known, no new investigation was

made* The use made of the information gained by this means varied with

the agricultural representative's authority to make loans. One of the

banks not engaged in this activity had a recently organised program and

was planning to make this a part of their program. In the other bank,

the bank officers raqpressed confidence in their agricultural knowledge

of the comanmity. Their agricultural repzwsentative was wogaged

primarily witi work in the bank and with outside work with farm youth

groups.

Farm planning, if defined ae ecaprehensive farm planning of the

type <ih»ie by the Fanners Home Administration, was an activity foreign

to Tmnessss bank agricultural reprssentativss* Without exception,

however, these man did aid the fanner in pLuining his farming oper

ations, but the plaiming was of a piecemeal type. In other words, Vm

agricultural representative was willing and did help on specific

problems, but he did not attempt to engage in more cospE'ehensive

planning activity.

A little more than three-fourths (3/4) of ̂  agricultural

representatives did appreciable follow-up work on a loan, acting as a
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farm advisor to help see that the loan was put to the use intended sad

that the fanner effected this use in the best possible way. fifua eOf

VbB freqtiency of any cms agricultural representative's doing this was not

great.

The collection of debts was a very definite duty of all but one

nan. Scrae of the banks were ccwislderably more reluctant than others to

use this collection alternative. All saved it as a last rescnrt. There

was considerable variation among the bankers in their view of how debt

collection affected the good will potential of the agricultural

representative, }tost felt^ however« that it was necessary for him to

collect debts and that this did not appreciably affect his good will

potmtial.

Only four of the agricultural representativee were assigned

specific duties within the bank bsyond the scope of normal desk work

entailed by their outside activities* Those idw did rsmain in tlM

banks handled certain regular banking functions at rush times* For

instance, ens sgricultural reprsssntative spent every Saturday as a

teller* Such, he felt, aided him in his public relatims efforts, for

from the cage ha saw aany persons whom he would not otherwise have seen.

IQirse repreewtativee helped to get out the monthly statemeate* One

man mads it his practice to help each morning with the clearing of

checks which had to be eent to banks other than those with idiom the

bank maintained correspondmt relations.

Another activity quite comscui was the practice of the banks

•ending agricultural letters or Ooans outlook eheets to farm custaomn
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and potMtial Skm eustoners in tha eooBBinlty.

One of tho banks furnished record books to ̂  fanaer* This bank

had a standing offer to oake monthly financial statements for fam

cttstomers if the farmer would pay by cheeky specify the use made of the

funds, and give his deposits in such a way that the bank could know the

source of the funds.

The agricxiltxiral represMitatives of all the banks took an

interest in such things as the Farm Bureau, the local cooperatives,

livestock sales and shows, F. F* A, functions and activities and 4-H

functions and activities. There was variation as to how deeply-

Involved in these various activities these representatives became* A

few were very active in the Farm Bureau; most attmded only occasionally.

The hanks were quasi^friendly to the local cooperatires, particularly

the local purchasing cooperative. They felt that tiiey could not

afford to push the cooperative very much without running Idie risk of

losing customers in town who felt ttiat the cooperative was unfair

competition. In one instance, however, -Uio agricxiltural repres«itativo

helped to get menbership for the local purchasing cooperative* The

interest in livestock sales and shows was considerabls. As a minimum,

ths beuik represrnitativss tried to be seen at such functions. Several

of the iBsn actually helped plan and run such. Frequently, the banks

were one of the sponsors of these events* In several instances the

agricultwal reprssmatatlve was very active in the local fair

association and spent considerable time working en this. with

F» F* A* and Mi groups was ccsmwn to all banking programs, but ̂ s
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Mq^flis placed upon this varied considerably. Vfith one bank this was

the point of aajor eaphasis* 1!he agriciiltural representative devoted a

major part of his time to working with the local F. F« A. and 4-H

groups. It was more ecnmon, however^ for the bank to give a few prizes^

etc. to the boys and girls without devoting any major portion of the

agrietiltiiral reprssentativeis time to these youth groups. All the banks

were liberal in their financing of the youths' individual projeets such

as feeder ealves, sheep, dairy cows, etc.

Wox^ with eivio clubs was an activity cooDon to all agricultural

representatives. Usually they served on the agricultural cosmittees of

these organizations. 'Riis, they felt, was a means of educating the

City folks about the county problmns. In addition, it afforded an

essellmt opportunity for the agricultural representatives to meet more

people and expand their public relations activities.

In areas idiere there were eosmmity clubs, the agricultwal

representatives were in touch with these programs. The degree of par

ticipation varied. It was cossHon for the agricultural representative

occasionally to have the req>onsibility for putting on a program. As

a the agricultural repreeentatives tried to visit each

econninlty club at least mcs a year. In cosnnnities where then were

few clube the visits were more frequent. Gne bank made particular iumi

of the eonmunity club ae a way of getting certain things done. In this

ease it was utilized ae a sounding board and a promotional device.

bank was trying to pu^ a certain type of crop that it felt could help

to increase the income to the commmity. The major portion of its
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efforts in this direction was focused through the cosimunitiy- clubs* This

UBS of community clubs was UQique^ however, for the other bank's

interest in such was more casual or at least more oriented toward

g^eral public relations.

Almost one half (1/2) of the Tennessee banks having agricultural

representatives had at oaa time or anotlwnr helped to secure large lots

of livestock for local farmers* Either the banks bou^t the livestock

and brought them in on consignmmt or they bought the animals and

brought th«B in in the hope that they would be purchased when the farmer

was able to see the animals. Both systems have proven successfulj for

the banks were careful to biay the kind of livestock that was needed la

the baidc's area and they have offered to finance the farmers' purchase

of these animals, in either easef the animals were sold to the farmer

CO a cost basis. In additional ^ agricultural represmitatives have

helped individual fazmere select livestock for purchase. The individual

purchase mad the purchase on consignment was done both alone and in

cooperation with other agenclee.

One bank employing agriculttiral representativee had a farm

management service. Farms were managed for a ehare of the income.

(See Appendix B for a aample contract.) Bo other bank vleited offered

such a service. A few of the banks did have trust departmmats^ but the

only connection that the agricultural representative had wiUi thma was

to give consultation vdten requsstsd.

Hons of the banks were in possession of farms acquired throui^

foreclosure sale, but it was the opinicm of all the agricultural
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rviMNiientatlves that should sueh a situatlcm arise it would beeoM their

duty to aanago siich a fam until it could be sold* Selling such a farm

would certainly beeoae a concern of the agricultural repres«itatiTe^

too, and he would assist in this.

Without exceptim, the bank agricultural representstiTes had

cooperative relations with the other professional agricultural workers.

Both the agricultural representatives and the other agricultuiul workers

agreed that th^ had cooraon interests. Specifically, they frequently

cooperated in bringing better animals into the coasminity, in eosHunity

club organisations, in referring farmsrs to each other so as to take

advantage of the special abilities of each, and in many other ways too

numerous to muasrate. There was little, if any, evidence of any

destructive rivalry existing between the agricultural representatives

and the other professional agricultural workers*

Is There A !l^ical Program?

Brief mention has already been made of the ̂ mexal typea of

activity entered into by the agricultural representativee of Tennessee

banks. It was seen that all the agricultuxel representatives tended to

engage in much the same kinds of activity. let eatdi program was mique

end there was no really typical program* There were gradations of

emphasis placed on several aspects of the program. These gradations

of emphasis were important and are worthy of ccnsideraticm.

All the banks e3q)ected to receive good will from their use of an

agrioultxiral representative* Sosw attempted to solicit this good will
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by working wito faroers on thoir specific farm problow* Others tried

to do their public relations work more throu^ just "glad-hand" tactics

without the actual giving of technical information.

The eophasis placed upon the giving of technical information to

fanners varied. There were situations almost like having another county

agricultural agent on the bank payroll and at the other extreme there

were situations in which the agricultioral repz*esentative was ve*y

definitely a banker first and an agriculturist seo<»d. There was a

marked difference in the attitude of bank officers and agricultural

representatives toward what should be the function of the agricult\»ol

representatives in giving technical information to fanners. Some felt

that the agricultuz^ representative should be prepared to offer any

assistance requested. Others felt that there were established agri

cultural agencies in the county and that the function of the agri

cultural representative should be to help the bank appraise loans. The

feeling here was that the represmtative should help as best he could,

but he slwuld not set himself up as an expert or duplicate the services

offered by the established agencies. Instead he should serve to keep

the farmez>8 aware of the programs available. If asked for technical

information, he should sezve more as a clearinghouse, to direct the

farmer to the place the infonnation could be had than as a source of

that information. The majority of the thinking was directed toward the

latter type of program for a bank having an agricultural representative.

That is to lay that in most of the banks the agricultural represen

tative's first duty was to supply information to the bank so that the
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bank could make intelligent decisions regarding agricultural financing.

His dtxty then was to appraise the plans of others and not to tell others

what they should do. The banks were fearful of the eonseqtienees ̂ should

the advice prove to have been in «rror.

There was a difference of opinion as to which groups the agri

cultural representative should devote his tims. In all but one bank

the work was primarily with adults with only supplemmtary work with

young people. let, in (me bank there was a much greater eo^ihasis upon

working with young people. In this bank, tiiis represented the major

emphasis and the work with the young people was thought of as a long

time investment. The bsak expected to make customers of amny of the

youngsters and some of their parents, too, for they felt that thoy could

best reach the adult by working with the child* Whether such was or was

not the case, the rcmiainder of the banks did not adhere to the idea and

worked more with adtiLts.

Then there was a difference of opinion as to how deeply involved

in Imiding the agricultural representative should become. Some banks

felt that If he became a loan officer he would have to cease to function

as an outside man and would have to stay in the bank. Other banks felt

that becoming a loan officer need not have any effect upon the duties

he performed outside of the bank, jbi other words becoming an officer

of the bank wae looked upon as being incco^atible with performing the

dutims of an agricultural xepresentative; in other banks this was not

the feeling at all.
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All this my malce it smm MiaA th« differences in the varioxis

programs were the significant things. These differences were important,

hut there rmalned a basic similarity. All the banks had men there to

perform a service for the banks. They chose different ways to do it«

Some ways nay have been better than others, but all were attmptiag to

fulfill a iMied as they saw it. All the banks hoped to increase deposits

from agricultural souztses. All hoped to make safer agricultural

ecmmitmente in the first place and to aid the farmer in increasing the

likelihood of his success, thereby making more likely the repayment of

any debts. Few of the banks initially onqjloysd an agricultural

reprssentative primarily to increase agricultural loans became the

banke have felt that it was neesssary to first increase deposits,

thereby giving them a base for new agricultural loans. Thus it has

been the duty of these men to mke as many friends uid customers fcr

the bank as possible. The means chooen to do this varied but tho

intent remained constant, in addition, tho funetiwi of ̂  agricultural

roprssontative has boon to supply the bank with pertinent information so

that it could act "intelligently" in its doalings with farmers.

Summary

This chaptor gave some brief idea of tho work performed by agri»

cultural representatives in Tennessee banks. There were many differences

and Uiere were many similarities. The Job of agrieiiltuxal represen

tative varied from bank to bank primarily in the following waysi
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(1) the coctent to irtiieh the agrloiiltural arepresentatlve was expected to

be a scniroe oX technical inforaatlon^ (2) the aeans \»ed bj the agri

cultural representative in his attenpts to solicit good will, (3) how

deeply the agricultural representative becaoe Involved in the actual

loaning, and (4) the emphasis placed vpon work with various age groups

such as adult versxui youth. Thus each bank had a unique program, yet

one with narked similarities to those of sister banks, Each agri

cultural reprssmitative atteapted to p}erfom those services tdtioh it

was felt would porove most advantageous to the bank ever the long-run*

'.A' '■



chapter 17

EFFBCTIVEHESS OF THE PROGRAM FROM THE

BANKS' POINT OF VIEM

Wiat is Bff«ctlv«nMf?

A discussion of ths sffsctiTsness of sqjrthing pan bs

intelligently only after the meaning of or criteria for effectiveness
has been decided upon*

Wiat then are the reasons for the banks* adopting aiy sort of

policqr or action? At first glance it wuld appear that profit

aization is the only real moUrei yet, there say be non^onetaxy

conslderaUons which are Important. In addition, there are sosw con

siderations which may at first seem to be non-mcmetazy but which if

e3q)0sed to careful scrutiny will prove to have a veiy definite monetaiy

importance. Th«i, too, the bank say not attempt to achieve short-run

profit saxifflization in the interests of preserving or creating the

conditions necessaxy for long-xnm profit maximisation.

Maintaining customer good will can be one of these cmditims.

The bank say be willing to forego short-run opportunity if it is felt

that by so doing it will avert ill effects which might accrue and

damage its customer relations over the long-run. This siy^ be an

explanation for a bank's reluctance to foreclose a mortgage. The bank

■ay feel that over the long-run it would be better to be more lenient
and hold more customer good wiU. Even if such is done, the profit
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motlv# remaina cantral, for it is probably dons In th# belief that

aors profit can be realized orer the long-run by such a poli^. In

the belief that a lower level of profit over a Xongav period of tlae

would be aore advantageous to the bank, the banker night not follow a

ehort-run profit aaxiaization policy and run the risk of exploiting

eustcaers or causing then to feel so, thereby losing then and pre

cluding the possibility of doing business with then over the long-run.

Another reason for not striving for profit aaxiaization in the

short-run aay be the desire of the bank aanag«aent to aalntain control

of the fira by selecting low return but safe investment oj^rtunlties.

Such a limitation is manifested by a etr<mg preference for liquidity

and a conservative attitude toward expansitn.^
Bie maintenance of pleasant woricing conditions may be still

another consideration. The banker ouy ocxisider restraint "iaposed for

the sake of mutual respect, friendship, and good living within the
2

fira." This then is a willingness to accept a saaller profit for tha

sake of social relations.

If the asstuptlcm is aade that profit maximization is the sole

rationale for bank action, the further assuaption must be made that the

bank aanageaent is in a posititm to know when such has been reached.

It is doubtful that the banker or aay other business man has such

insist, for he has no infallible criteria by which to Judge whether

^Joel Dean, Managerial Economics (New lorki Prentice-Hall, Inc..
1951), p. 32.

^Loc. cit.
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or not ho has reaehod profit maxlmiaation, Bxo banker, too, is facsd

with Xiaitad knotrlodgs of alternatives, but within the bounds of the

restrictions iaposod tor this ho can attempt to achieve profit maxi*

sdsation. He can Judge with reasonable accura^ idien he has achieved

this,

Iftiile it must be admitted that there ma^ be considerations other

than absolute profit maxioiaaticn, there does mist a tendene7 in that

direction. In other words, it can be assumed that the bankers preferred

more profit to less profit, ConsequentJjr, any consideration of a bank

program or poliqy should ultimately be couched in tenas of profit

potential or realization.

Measuring the Profitability of Agricultural Loans

To measure the profitabiUty of the agricultural loan business

it is necessaxy to consider opportunity cost. Certainly, the banker is

not likely to divert funds from other sources to farm loaiM unless he

can reaUze an increased profit by so doing. This being the case, only

funds offering less roturn than those in agricultural loans are candidate

for diversion to agricultural uses. let, in reality, not all of these

funds may be available for diversion.

Rates for agricultural loans are usually near the allowed

ty law. Few investments demand a higher rate of interest. Wty then are

not all lower Interest investments diverted to agricultural uses, assi»>

ing the demand eaciste? The reasons are three in number. The costs

involved in making many agricultural loans are higher than for maiy
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«lt«mative InYeatawitfl. Funds in agriculturs do not havs ths liquidi-

tgr of certain other lower inccsw inrestrnwits, partieularljr goremment

bonds* Agriculture is a high risk area*

All this must be giYsn consideration before Ibnds are diverted

to agriculture* The increased interest rate oust be sufficient te

compensate for the cost of fans aji^raieal^ legal fees for mortgage

ccmtracts, eto.| the necessitgr for and safeness of liquiditgrj and the

increased risk incurred by diverting funds to agriculture* Only when

this can be done can the banker as an intelligent business msn be

expected to extend more credit to agriculture. It is clear then that

a comparison of interest rates and that alone is not sufficient infor

mation vpon which the banker can make rational decisions*

Ihe ways in idiioh a bank can increase the profitability of the

agricultural credit business ̂ rotigh the initiation of a program

involving the use of an agricultural representative are several* An

actual increase in the volume of agricultural loans will prove profit

able* assuming* of course* that funds can be rationally diverted to

this use* However* even if additional fluids are not available* the

bank is likely to find that a given amount of resources can be used

more productively* this being made possible by the more careful planning

for the use of the credit before it is ever extended* This* needless to

say* should result in safer investments for both the farmer and t)w

banker* The decreaeed risk reflected in lower losses can then lower

the cost to the bank and increase its margin of profit*



67

Ihls inorvased planning and Bupenrisionf vhathar it b« for an

increased or unchanged amount of credit, ia likely to result in the

bank's s^lizing that there is a need to offer tema more satisfactozy

to the farmer, teme which are compatible with the produetire eapacitj

of the project for which the credit is extended. Out of this may well

such things as amortisaticm, variable repayment, deferred rep^r*

ment, longer term loans, etc. At first glance this nay seem to be to

the advantage of the farmer wily, but such is not the case. These

innovations can help the bank secure new customers by bringing the

conditi(Hxs \uider which loans are granted within their reach. These

innovations can also serve to gear loans in such a way as to increase

the likelihood that the fanaer cmi make repiqrmsnt. Itaus a loan geared

to the farmers' needs and capabilities is likely to be a safer loan

for the bank.

There are other benefits idiich might acorue from such a program,

but tlMy are less direct and more difficult to trace. Increased

deposits from agricultural sources would be significant. Generally a

loan extended immediately beecmes a demand deposit, but the duration of

such a deposit is likely to be veiy short. Farmeirs who get loans hawe

other income and if, because of their dealings with the bank, tiny

acquire the banking habit, the bank gets demand deposits and the po

tential for a greater credit business. Thmi there is the iniblio

relations aspect of the pzogram. If through this program people beeoaui

Interested in the bank or feel indebted to the agricultural reprssenta—

For some seirvice he has perfomed, they ore likely to increase

their business with the bank. This particular phase of the discussion
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of tho program raaUjr involvoa more than Juet pure publio relations mork*

Some of it is educational in nature* 1^ mereljr letting the farmer know

the oapabilities of the bank and servioes which it earn perform,

the agricultural representative makes the farmer aware of new alterna

tives which if utilized serve to increase the bankis business*

Briefljr stated then, if a bank is to benefit from having am

agricultural representative it is most likeljr to be evidenced tgr <wie of

the following or aqjr eoabination thereoft (1) an inerease in the voltae

of agricultural loans, (2) an inorease in ̂ e volimie of deposits drawn

from agricultural sources, and (3) a decrease in the losses sustained

in agricultural landing or, put another w^, an inerease in the safetgr

of the agricultural oonmitments suule*

Now, let us look at ttw banks included in this 8tud7* Were

their banking programs effective in terots of the criteria previousljr

discxissed?

The bankers had vexy definite ideas on the subject, but thegr

were unable to furnish concrete answers which could be tied down in

dollars and cents or percentages* Sueh was difficult for the banker,

for the bank records were not kept as cumulative totals* The records

merely gave the balances outstanding at any one instant of time* For

business analysis toese figures were very poor* Ihey left so much

unanswered* For instance, an increase in agricultural loans outstanding

did not tell the complete story* Had the agricultural loan volum been

increased by giving sound new loans or did this inorease ocme about

because old loans unable to be collected were carried over? Better it

would have been to have ooaulative totals to have told just how mary
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dollars had been turned over* but this inforoation was not available*

There was the further piroblsa that the bank loan and deposit records

were not brokM down in suoh a wa7 that it was possible to ferret out

those of agricultural origin. Had the figures desired been available*

there would haTS been the additional problea of determining how anch

of the changes were the result of having an agricultural representative*

This is not to sagr that the information desired is or was Impossible

to obtain* but it is to state that getting the desixed information in

anjr accurate form would have reqxiired efforts bcgrond those feasible

for a 8tu(^ of t^is scope* The banks did not keep records adequate for

this purpose and to have fabricated them would have been a task which

would have proved more than slightly impractical*

Despite the fact that the banks were unable to furnish a concise

estimate of the benefits derived from having an agricultural reprsssnta*

tive* several estimates were made and tiiese* though less than Slight bs

desired* are worth notice*

The great majority of the bankere* about 90 per cent of thocc

visited* stated that having an agricultural rcpresmtativc had not

increased the volume of agricultural loans* However* those banks which

had started the program at a tlsw the bank was interested in e3q>anding

their agricultural lending had found this an exceUmat way to achieve

euch lesttlta* Those banks that had not wished to their agri^

cultural loan volume felt that their agricultural man could have oon*

tributed to this end* had this besn the goal and had they had the funds

to support such expansion* Some of the bankers pointed out that to hold

a given volume was as difficult under some economic oonditi<ms at was
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th® increasing of loans under others* Soom of the banks voiy dsfinitoljr

felt that ths|f ted been better able to hold gx*ound already won beeauso

of the fact that thsy did hare an agricultural representatire*

An even greater maiber of the banks, about 94 per eent felt

that the program bad increased the volume of deposits drawn frtam agri

cultural sources^ Since but two of the banks visited indicated »bj

real interest in the expansim of agricultural loans vdthin the frame-

woric of their present assets, it was to be expected that the banks would

be especiallj sensitive to aaijr increase in deposits which they felt

mi^t have been the result of their agricultural progi*am8« To expand

loans the banks felt it necessaxy to first get more deposits to support

the additional loans. Any activity which contributed to this end was

bhen indeed welcone. At this time, increasing deposits was much more

Important to the banks than increasing loans. There was the realization,

however, that should times change and banks find theaselves looking for

loans, the agricultural representative would be able to contribute mueh.

(tee very interesting thing to know would be idiether or not a

bank by having an agricultural program using an agricultural repre-

sentative could feasibly hope to increase deposits fast enough to support

the additional loans which would be occasioned by having an agricultural

representative to work with farmers. More than three-fourths (3/4) of

the bankers felt that an agricultural represwatative could over time

increase deposits in ratio with loans. Several of the banks felt that

this already had been their experience,

Wie bankers were all agreed that having an agricultural repre

sentative had helped them to extend safer credit. They felt that th^y

knew oK>re about the business 'Utat they were doing, Thsy knew the
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farmen prdblame and beeauaa of this thegr varo batter able to appraise

their relations with the famer* lhis« thsgr felt, was one of the more

lopoi*tant oontributims of the prograa, IQie bankers wexe of tlMi

opinion that in order to do an "intelligent" faxm business they needed

the help that their agricultural representatiTe could give*

All stressed the value of an agricultural representative front

tee public relations point of view. Fanners interviewed for their

reacticms to the bank agricultural programs stressed the humanising

influence an agricultural representative had on the bank. Ihegr felt

that there mis a man in the bank vdio knew and understood thoir problsos

end was interested in their welfare* It made the farmers less reluctant

to do business with the bank* The work done with farmer groups.

Individual fanners, and youth groups also created good will for the

bank* Some of the banks considered this to be the most important bene»

fit of their agricultural program* Tet, public relations activities

could be meaningful to the banks only if they iiusreaoed in sosw way the

profitability of the banking venture* Good will had to be translated

into increased loans, increased deposits, or lower losses* It was

diffimilt to ascertain how quickly good will was translated into these

real benefits, but tee bankers felt that it was being done* Thigr

amphasized, however, that the public relations aspect of the program

was a long-run project from which no large iamediate effect should be

cxpeoted*

As has already been stated, the banks could not readily measure

the effects of their agricultxiral program* Thsy felt certain that it
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had proTWi worth whilOf but thegr could not put tholr fingers va. preoiss

bensnts* Ob* bank that had fornsrlj had a full tls* agricultural

r*pr*s«itatiT* was tqring to cany en without a full tia* nan and this

bank was beginning to feel ̂ at it really needed another full time

agricultural representatire*

fSm lag

It was to be expected that there would be a time lag frcsi the

tiae an agricultural representatiT* tias hired to direct the agricultural

pregraa of the bank until the prograa becaaw a paying Tsntore. That

this was true was stressed by the banks. Senior bank officers*

estiaates of the tiae lag that they had experienced or expected to

ejqperienee ran from oie (1) to flTc (5) years, the arerago being be

tween one (1) and two (2) years. It was interesting to note that the

longest estiaate, the five (5) year estiaate, caae froa a bank lAose

agricultural representative did little work with adult fataers aad

contributed relatively little infoneatiaii for loan appraisal fay Uie

bank, The eo^ihasis here was working with youth grouiwi, thus priaarlly

public relations activities. The shorter estiaates caae froa banks

perfoning a acre direct service to the bank and the famer.

The agricultural representatives theaselves estiaated this lag

at froa cae-half (1/2) year to five (5) years, the average being a

little over two (2) years. One (1) and two (2) year estiaates were

the flHMt caaaoa, Ikir* again, it was interesting to note that the

loagest estiaate caae froa the agrlcxiltural represacitative in the saae
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bank fron which the first fire (5) yaar sstlmats (See paragraph above.)

had cone.

Changes in Loan Poli^

^ere were few mariced ohangee in the banks' loan policy result^

ing frcn the use of an agricultural representative. Neither the types

nor the tenns of loans had been greatljr aodified. The big <dianges were

not In bank policy Jger se but in the fact that the banks found theo-

aelves with better infozauttion upon whidi to base their decisions. The

result was that there was a better appraisal of collateral in toat it

was possible to give greater consideration to the use to be made of

the loans. The bank was able to consider more than Just previously

acquired equity. This was a boon both to the famer and the bank,

for it meant that the bank felt free to make loans which fonierly

would not have been candidates for serious consideration by the bank.

La other words, the bank extended loans idiich before it would have been

unwilling to make and refused some loans ̂ t it mi^t have made before.

Because of the agricultural representatives and the agricultural programs ,

the bankers felt that they extended credit safer both to thsswelves and

the borrower. Through its counsel the bank trimmed a loan or increased

its sise to one which could be profitable. Thus the better appraisal

of loans and the availability of bank counsel led to the granting of

safer loans having a grsater chance of being repaid.



�  -

74

Sunmaqr

Bffeetlvca«s8 of the prograa fraa the bank** point of Ti«»r irniet

ttltimateljr be couched in tern* of pecuniaij benefit to the baidc* The

bank ie moat likeij^ to be affected bj having increased loanSf increased

deposits, and safer credit. Bankers who have agricultural repre

sentatives in their banks felt that such a program had its effeets in

all three areas. At this time increasing deposits from agricultural

soxirees was a more Important goal than increasing loaxui. The banks

did realise that should thsgr wish to increase loans the agricultural

representative could be of iasiieasurable aid. Lastij, the bankers

stressed the value of public relations activities of the agricultural

rejuesentative. Such was important, but its effects could be reflected

to the bank advantageouslor only if it resulted in more credit, more

deposits, and/or safer transactions for the bank. There was a time lag

between the initiation of the progr« and the time that it became self

supporting. The estimates varied, but tm (2) years was the estimate

given otost often. Having agricultural representatives had little

effect upon bank poli^ per se« but it did cause the banks to o<msider

loans which once thqr would have not considered and it caused thm to

refuse others that once thcgr would have extmided. By having better

inforaatim about the production plans of the loan applicants, the

banks were able to give greater ccnsideratim to the use to which the

fimds were to be put. Thus less ssqphasis was placed upon previously

acquired equity and there eas a shift toward granting loans based more

on productivity. Because of this shift the banks extended credit in

some areas foraerly thought to be too high risk.
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EFFECTIVEliISSS OF PRCmM FROM THE FARMERS* POM OF fXBl

What is Eifsctlveness?

Ones again it is nsesssary to defins or sst up critorla for

effectivensss. As has already been esqplained in Chapter I, the faxner

finds hiaself in a situation closely akin to pure competition* When

he seeks highest net income^ he maxlBdzes this increasing production

up to the point at ehich the selling price of «ie last unit of pro

duction just covers its cost of producticoi. 13ie greater the efficiency

of production the greater wiU be the volume idiich can be produced

within the liznits set by cost and selling price* The larger the amount

prodtzeed within these limits the larger will be Uie profit*

Capital is certainly not the only factor of production the

increased use of which may result in increased income for the farmer^

but there are many farmers vdio cam use more capital advantageously*

For instance^ Whatley and Atkins in their study of the Grenada-Loring

soil association area of western Tennessee found that holding land

ecmstant, it was possible to increase incoae on individual farms by

adopting alternative systems of farming* These increases in income

made possible by the use of these alternative faming systems were

associated with increased outlay of capital* Thus* for such farms.

^Thomas J* Whatley and Samuel W* Atkins, "An Approach to Fam
AdJus^Bsnts in the Grenada-Loring Soil Association Area (continued)
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increased capital use voold facilitate the increased production and

efficiency and result in increased income.

The question arises as to idtether or not profit maximisation is

in reality the motivation of the farmer. It must be admitted that

there are nonHBonetary considerations which play an important penrt in

the farmers' decision making.

The social values held by many farmers eaxise them to accept less

Utan absolute income maximisation. Family farm living is held in very

high esteem by many farmers, so hi^ in fact that a lower level of

income may be accepted rather than leave the farm for other more

profitalOLe pursuits.

Many farmers so value the independence of self employment that

Uiey refuse to consider more profitable alternatives, the acceptance

of which would force then to work for othnre. Others feel that thqy

know only farming and refuse to consider other alternatives.

Farmers, then, like any other group, tend to set limits to the

areaa within which alternatives may bs considersd. Even if the farmer

does attempt to maxtmise profits within the area to which he limits

himself, he mcounters the difficulty of kno%rlxig whan he has attained

maximization since the farmer, as well as the banker or any other

business man, is faced with limited knovdedge of the alternatives

(continiaed) of Western Tennessee" (Unpublished mantiscript. Agricultural
Economics and Rural Sociology Department, Agricultural Experiment
StaticHi, (Miveraity of Tennessee, cooperating with Production Sconomics
Research Branch, Agricultural Resear^ Service, United States Depax'tmBnt
of Agriculture, 1955).
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vlthln tha araa to vhich ha haa confined himself* However^ within ths

boinls of the restricticns imposed ly this, he can attempt to achieve

man-\tmtm profit and can Jiidge with reasonable accuracy when this has been

achieved.

niUB, despite all these qualifications, there is justification

for assuoing that most farmers are motivated by the possibility of

profit, at least to the extent that t^ey welcoaw increases in incoms.

While profit maximisation in ̂  absolute sense may not be the expla*

nation fear farmer actions, it can be realistically assumed that the

profit motive is crucial.

The effectiveness of the use of agricultural representatives in

banks from the farmez>s* point of view can then most meaningfully be

measiured in terms of how much the program has aided the farmer in

increasing his income. Exact measurement of this may be difficult,

but the iBq>ortance of the program lies in its enabling farmers to

extend producticai and increase efficiency, thereby increasing incoae.

A farmer will be benefited by a banking program utilising an

agriciHtural representative if the program results in any or a

condjination of several consequences. (1) An actual increase in the

amount of credit available would be heljiful to those farmers with a

limited supply of capital. (2) Any increase in the planning and

supervision offered by the bank through the agricultural repreeentative

would prove bmieficial, for, even with no aggregate increase in the

amount of credit, ̂ le increased attention given to the credit should

result in less risi^ investaisnts for both the farmer and the banker.
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(3) It ovT th« long-run this Incre&ssd safety lotrered the cost of agri

cultural credit to the famer by lowering the cost of Uie bank in

extending such cireditf the farmer would be benefited* (4) If the

program results in the extension of credit <m terms which are conqsati-

ble with Uie \we to which it is put» this, too, would be beneficial to

the farmer. Stated another my, if the farmer could smure credit on

terms geared to the productivity of the resource for which it was used,

tiie farmer would be bmefited, for then rep^rment would not be called

for until the resouroe became productive and not in amoimts exceeding

the productive capacity of the resource* Extending this type of credit

mi^t involve such things as amortisation, deferred repayment, long-

tem credit, etc* If the agricultural representative helps extend

credit which is better suited to the farmers* needs, then he has done

l^e farmer a service and will have helped the farmer to profit from

fdie use of credit*

Has the Program Helped Farvex*s7

On this subject there were no differences of opinion. Withetit

exception, the approximately forty-five (45) farmers contacted felt

that ̂ e program had benefited the farmer* ih addition, the twenty

(20) others wiw were contacted—comty agmts, cooperative managers.

Soil Conservation Service farm planners. Farmers Home Administration

supervisors, aiul men in coamercial agricultural businesses—expressed

their belief that the banks' use of agricultural representativea bad
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benefited the farmer* However, their ideas of how the faimer had

benefited did vaiy*^

Some felt that sueh a |H*ograK has had a huiaanising effect upon

the bank. The farmer knew soasene in the bank idKn he thou^t was

interested in him* therefore he felt freer to utilise the banking

aerviees. The use of bank credit became a more recLL alternative to the

fanoer* The farmers themselTes vrere most impreBsed by the fact that

the agricultural representative made the bank seem less "cold** to them*

They felt that they had a man who knew their problems and could talk

their language*

The planning or counseling done by the agricultural represen

tative wae an aid to many farmers* They found it most helpful to havo

tho agricxiltural representative to appraieo their plans ftxe loan uaa,

baeause thay felt this gave them a competent friend to help them make

a sound decision*

This counseling by the agricultural repreesntative and the

banks* interest in the farmer ae evidenced by their use of an agri

cultural repressntative resulted in the banks* giving greater

eonaideration to the plans for the use of loans under consideration*

This, then, meant a shifting from eoneideraticm of collateral in the

^It should be pointed out that this sample of farmers, county
agents. Soil Conservation Service farm planners, cooperative managers,
Farmers Home Administration supervisors, and men in commercial
agricultural businessee was not a eystesatic eaa^e* The contacts
were informal and made only when the Interviews with the bankers and
agricultural representatives were of short enough duration to allow
time for these others to be contacted.
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convention&l sense to a greater consideration of the productivity of the

resource for which the loan was to be eiqsended* Perhaps this could be

said in another way. Ihis resulted in a better aj^raisal of collateral^

for the productivity of the resource as well as previously acquired

equity were considered. This was considered significant because it

aeant that faraers with less conventional collateral could secure bank

financing if their plans for the use of this credit were sound. This

reeogniticsi that good monqy usage was within itself a sound type of

collateral has eased the position of oany capable farmers idio have

not been in buslneee long oiough to acquire large assets.

This <»»nsideration of the prodxictivity of a loan has been a

safety device for boto the banker and the famer. The hanks have been

able to reduce their losses by initially refusing to grant loans for

projects idiich appeared unsoimd. The farmer^ too^ has benefited, for

the banks have refused many loans which would have provwx unwise frca

both the farosra* and the bankers* point of view.

Sooetinies the banks have done the farmer a Xhvor by refusing to

finance him in buying unprofitable one hundred dollar cows and offering

to finance him on better cows. The banks have been able to encoxirage

the use of soil tests. They have urged that the services of the county

agent and the Soil Conservation Service be utilised. In some areas,

the banks have performed a real service by keeping up on the various

governmental agricultural prograBs and helping to keep the farmers up

to date.

^ ^ y-.-M I"" ""a.,
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In 8OO0 areas, the bazUcs through their agricultural program

have pushed storage facilities for various crops. This has been a real

help to ̂  fanner, for storing has oeant money to him. One bank

pushed the productiwi of stratiberries and even managed to help secure

and finance a processing plant for the berries. Such activities were

on a eonnranity basis, but they certainly aided the fanaer.

The work agricultural representatives have dam with youth groups

has not provided as much Immediate aid to fanners as some of their other

activities. Over a long period of time, however, this will prove an

aid to the adult farmer, for as the youth becomes adult and «at«rs

farming better prepared to cope with the problene of adulthood, we wUX

see the adult fanwn* benefiting from such bank programs.

Agricultural credit was not always easier to get Just because a

bank had an agricultural representative and was interested in agri

culture. Had there not been this interest, be it selfish or unselfish,

the banks would not have hired an agricultural representative in the

first place, but this within Itself has not awant easier credit for

the farmer* It has meant that the banks wars more willing to give

consideration to agricultural needs. Thsy have been willing to store

closely scrutinise prospects and their closer contacts with agriculture

enabled them to get better information upon which to base decisicuis.

In this ssnse, then, perhaps agricultural credit has been sassd. Ths

bensfits, though, have not accrued throitgh deliberate changes in bank

policy. Instead, thsy have cone because the banks better understood

what thsy wore doing and the risks involved when they dealt with

agriculture.
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The queetlon nay well be aaked %diether this type of bank prognun

ban helped get credit better suited to the farmers* needs. It seesMd

that it did. It was not primarily because the interest rate was lowered

or because the terms were longer. Rather it was because the banks had

better information upon which to base their decisions. They were more

aware of the famsrs' problems and because of this they could and did

gear fanm credit more to his needs. The banks have helped the farmer

figure out how and from idiat income source he would make repayment.

The bank has been able to give counsel as to idiat the farmer should do

and how he ̂ ould handle his finances. For Instance one bank was

working out a line of credit for fanoMra before the credit was required;

plsuis were made for the farmer to get definite amounte at definite

times; and rspaymsnt schedules wars wcrkmd out in ths light of probabls

income and timed according to when this income would become available.

Other banks having agricultural reiarssentatives found thenmelves in

similar positions, tiiough prc^bly to a Isseer extent. While this was

a long way from having rspsymmit schedules geared to the productivity

of the resource for which the loan was used, there was a shift in that

dirsetion—a small shift, perhaps, but a shift which is a beginning.

This sort of shift has made it necessary for both the farmer and the

bank to appraise more closely their activities. This has been good for

both of them since it has made each face and make decisions needed tmt

more easily and pleasantly igncn^.

As has aliready been stated, the banks have not greatly changed

Iht types of loans which thqy giTt» The it btlU short-term credit*
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Instead of gLylng long or Inteniedlate term credit for uses which call

for more than short-term planning^ the banks still usually give yearly

notes and renew at the end of the year if they feel so disposed*

There are dangezns to the farmer^ howeeer, in the use of an agri

cultural representative* A poorly trained man as agricultural represen

tative^ if accepted by the farmers^ eould do much daatage by giving

faulty advice to the farmer and the barker* The most real danger lies

in the fact that an agricultural representative turned high pz^ssure

credit salesman eould do a great disservice to famwrs. The danger of

this is probably not great, thoui^, for the bank woiild recognise the

fact that short-run profit maximisation at the farmers' expense would

not be best for the bank over the long-run.

Sons of the ways in iddeh the banks' use of agricultural

representatives has benefited the farmer have been shown* The question

arises as to what has been the magnitude of this benefit* Ihere are

no suitable criteria for msasuring such. Farmers and agricultural

workers contacted in the course of this study all expressed their

belief that the program had aided many farmers, but they had no way of

measuring the real importance of these bank programs*

Summary

Tin criteria for the effectiveness from the farmers' point of

view of the use of agricziltural represmtatives in bank programs was

ccutcwned with how much such programs had helped the farmer to increase
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his incoBts. The consensus of the opinions of farmers and professicnal

agriculture urorkers was that ̂  program had aided the farmers in

their attempts to increase inoom.

It was indicated that the banks* use of agricultural repressa*

tatives had helped the farmers in the following ways: (1) The farmers

were made to feel that they had a man in the bank nAto knew their

problems and was interested in helping them. (2) The counseling and

planning d<xie by the agricultural represmitatiYS aided the farmer to

get a hi^er productivity from Uie credit used. (3) The program

resulted in a better appraisal of collateral because the productivity

of the resource for whidi credit was to be used as well as previously

acquired equity was considered. (4) The banks^ promotion of additicmal

sources of income for the faxmer (bringing livestock into ociammi^,

publieislng and financing storage of ccoanodities for government loans,

helping bring vegetable processing plants into ciomsmnity, etc.) has

made the farmer aware of profitable alternatives. (5) The banks' work

with youth groups, thou^ not providing as much immediate aid to adult

farmers, should be beneficial to the youth as they become adidt and

enter farming better equipped to cope wil^ the problems of adult

farming. (6) The banks became more willing to closely scrutinize each

loan prospect, thereby providing credit for some tdio would not have

received it under the traditional banking practices. (7) The banks

aided ttie farmers in working out their financial plans. (8) The banks,

because of more adequate information available through the use of the

agricultxiral representative, were able to gear repayment more toward
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the ability of the tarmr to pay and the productivity of the reeoxuree

for which the credit was to be used.



CaUPTER VI

SOME CONSIQERATIONS R)R SANKS INTERESfED IK

ACSUCULTURAL R£FH£S£MTATIV£S

Introduotlnti

The use ot agricultural representatives in hanloi has been

looked at both from the farmers* and the bankers' points of view,

S<»ns evidence has been marshalled to support the propoeiticn that

both the banker and tJie farmer can and do benefit frcm the use of

agricultural rejuresentatives. Since it is interested bankers who

will initiate such agricultural programs« consideration should be

given to the problems they face in deciding whether to have an agri

cultural representative. In addition there is the problem of se

lecting a man and deciding upon the type of program to have.

Svaliiation of Various Types of Programs

In Chapter III, the various types of agricultural programs

were discussed. That the fanners* {nreferenoes might affect the type

of program offered was to be e:3qpected. It is equally clear that the

bank might iM>t be willing to furnish toe farmer with the precise

service he would prefer, for the banker could be eiqpected to offer

only that service froa which he could hope to achieve maximum benefits

in terms of increased deposits, increased loans, and/or reduced loan

losses.
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It was not easy to laalce a Jud^nent of the specific type of

prograffl which the bank would find nost profitable. It was possible,

however, to observe many types of prograow and make certain observations

as to the range of operation within which the banks senn nost likely to

find the program suited to their needs.

It seened to the author that those banks which granted consider

able loaning authority to the agricultural representative should have

nore profitable programs than those banks which did not. nte data

gathered in this study were not of the type which would aUow either

the acceptance or rejection of this hypothesis, but there were reascxis

why this relationship might have been expected to exist. In ban]»

giving this authority, the agricultural representative should be in a

position to z>eally plan with farmers because he would have control of

money to lend. Ihis should give him an adv2uitage even in his public

relations functions, for the farmer would likely realise that the

agricultural representative spoke with authority and was in a position

to do business wiUi him. Admittedly, there would be soom banks more

in need of help in making loans than oUieirs. let, even within those

banks in triiich the need was less, it would seem that opportunities

wotild be wasted, for there would be technical know-how not being

utilised. Many of the bankers did express the idea that in order to

be a good agricultural representative, the representative should leam

to make loans and then make them. They felt that only in this way

could he leam banking and ccaitribute his full share to the bank.
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Many have felt that the a^icultural representative of tbe bank

should be a source of vast amounts of technical information fw both

customers and non-ctistcmmrs. The observations made in the course of

this study eould seem to take exception to this idea* There was the

tendency for the man who became another county agcoit to make the job of

giving all sorts of technical information his chief duty. He was

likely then to becmae so involved in this that whm the bank was faced

with the need to make a decision related to agriculture he would not

give the bank the benefit of his judgment and rnqperience in agriculture*

This sort of agricultuz^ representative became so preoccupied with

dehorning cattle, castrating pigs, advising t^en to top tobacco,

helping to find a bull, etc. that he was unable to give the bank much

direct help* There was, of ooiuve, the indirect gcod-^wiU effect of

such activities* Those representatives helped farmers as th^

could but considered Uie giving of technical infonaaticHi to be primarily

the domain of the county agent and of the established agricultxural

personnel, found more time to devote to working as a part of the

banking team in making and appraising loans end furnishing Vam bMk

with %d)atever other information it deemed apropos.

The emphasis placed upon the importance of activities designed

primarily for public relations was important* Such activities e. g*,

attending livestock sales, working with 4-H groups, and dehorning

cattle, were productive for the banks, but they represented an

indirect approach to increasing the profitability of the hanking

venture* Activities whose primary purpose was not public relations
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•• g., visltixig the £arm in eonneetlan with a loen^ assisting in fans

planning, helping the farmer with his financial planning, appraising

real estate and chattels, and actually making loans in the bank,

achieved quicker results for iii% banks. As has already been discussedi

in Chapter 17, estimates of the time lag between the initiation of the

agricultiiral program and its beecoiing self supporting ranged from cne~

half (1/2) to five (5) years. The longer estimates t<Buled to eoas

from those banks «qphaeiaing public relations as the primary function

of the agricultural representative.

In suonarizing this evaluation of the various types of programs,

it seamed that, as a general rule, the agricultural program likely to

be of greateat b«iefit to the bank was one in tdiioh the agriculttual

representative was allowed to contribute to the bank both by making

and aiding in loan decisions, one in ̂ ich the agricultural reixreeenta-

tive gave the technical information he could but realised his limits-

tions and served more as a clearing house to direct farmers to the

proper established agricultural agencies, and one in which the agri

cultural representative approached his task directly and did not

give priioary emphasis to activities tihe chief valtie of which was to be

found in their good-will benefit. This then meant a man to help the

bank in its decision making gmerally was more is^i'tant than a good

will nan per se. Even the former type of man was able to contribute

much in the good-will area.

Each bank has a different problem and each progpam has to be

tailored to fit the needs of the bank and the capabilities of Uia
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agrictiLturaX reirwentatiYej naYerthelass, thM« generalizations, thou£^

broad, can serYo to glTe soas Initial orientation to a banker and his

agricxiLtural representative as they plan and execute an agricultural

ppograni.

3ijBe of Bank Bttetsarar

There aas eonsiderable question as to tdtsther any really

neaningful figure for the bank else, neoessazy to support an agri-*

cultural progran of this type, could be given* The first problesi eas

to decide in what t«nas it should be expressed* Should this have been

in terns of total assets, total deposits, total loans and discounts,

percentage of total loans and discounts in agriculture, percentage of

deposits fron agriculture, or what? It is believed that there is no

one satisfactozy measure for all situations*

Some of the bankers even rejected all such measures and argued

that the (»ily useful concept was one of how much benefit could be

expected from the program* What were the potentialities of a program

in a partieiilar community? One btuiker suggested that $100,000 in

agricultural loans was necessary to begin a program and another

suggested that getting a program would lilraly prove the way to build

sn agricultural business* Men of this thought reascwied that this was

a means to attain a goal, not a thing to do j\ist when a goal had been

reached* Bankers gave estimates of necessary size vazying from

1250,000 in agricultxural loans to $1,250,000* The average was a
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Xittlo OTBT one half raillion dollars ($500,000) and Uiis was also the

figinre oceiirrlng with greatest frequfln<^. Estimates from agricultural

representatives ranged from 1100,000 to $3,500,000. IMs averaged about

$660,000, but a figure of one half million ($500,000) was most COIHDOIle

The estimates made bgr bankers indicated l^t theiy- believed that

a bank having three million doUan ($3,000,000) in total assets was

U8\ially as small as a bank could be and still be reasonably sure of

the profitability of using an agricultvu>al representative. Neverthe

less the bankers pointed out that the greater the expansion which

might be eaqaected f^rom the vm* of an agricultural representative the

less would be the need initially to have either large assets or large

sians invested in the bank's agrieulttnral business.

Salazy of Agricultural Representative

It was not possible to obtain the salary figures for all of

Tennessee's agricultural representatives, but those reported ranged

from $250 to $500 per month* The average of these was about $390.

In addition, ̂ e banks paid travel eaqpttises. Scaie paid mileage and

Others furnished a vehicle. The banks estimated that this cost

averaged about $50 per mmith except when there were long tripe

Involved.

Bankers' estimates of what the beginning salary for an agri

cultural represmtative with ninlBBm experience should be varied from

$250 to $350 per month. Three hundred dollars was by far ths most
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cojmnon figure. There we no slgnifieant difference in the estioiates

made by presently employed agricultural representatives.

Total Cost of Agricultural Prograa

Bankers' estimates of the total cost of their jarograms varied

from l4f0C0 to $12,000 per year. On a per agricultural representative

basis, the cost vazdLed from |4>000 to $d,000. These figures are sons

indicaticai of the cost l^t any cam bank iiould face were it to initiate

an agricultural program of the type considered in this study. Bankers*

estimates of beginning salaries for men of ndninnm experience indicated

that it would not be possible to have a program with a cost of much

less than $4,000 a year.

Tenure of Agricultural Representatives

The position of bank agricult\iral representative proved to be

relatively stable, liie average tenure was four (4) years and the

median was between three (3) and four (4) years. At least fifteen (15)

of Tennessee's twenty-four (24) agricultural representatives had bem

with the banks since the initiation of the program. Only four (4)

banks had changes in personnel which represmted more than Just an

addition of a ssecNffii agricultural reprssentatiYt.
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Status of th« Agricultural Reju'esentativs Within tho Bank

About half of the agricultural reiuresentatives were bank

officers* A few of the remainder were expecting to be made bank

officers in the near future* In general^ boUi toe bankers and the

agricultural repi>esantatiTe8 agreed that toe agricultiural represett"

tative toould have the opportunitisr to beciSBe a bank officer, fhe

Interesting thing to note« howerer^ was toe fact toat to some banlwrs

having the agricultural representative beccmw a bank officer meant toe

agricultural representative*s ceasing his old duties and assuming

entirely new cmes as a bank officer* For other bankers, being an

agriciiltural representative and a bank officer was completely ccbh

patible*

Observaticms made by toe author led to the formulation of the

hsnpotoesis that the more progressive and remunerative bank programs

tendsd to havs agricultiural rejaresentatives occupy the position of a

bank officer* It semaed that such should allow the agricultural

representative to be more closely Integrated into the total banking

program, thus making it more than an adendum* Further study would be

needed to prove or dieprove this hypothesis, the author*8 belief that^

in general, Imving an agricultural representative idio has proved his

capability to become a bank officer should be associatsd with the

success of ths program*
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Qualifications of Agrieulttoul Representatives

It isas interesting to note that Just a little over half of the

agricultural represmtatives in Tennessee banks were gxuduates of agri

cultural colleges. As might have been eaqpeeted, those having a college

education haid a tendency to value such highly and list it as a

{xrerequisite for the job. CtexLy oae man having a college education

suggested that such was not a prerequisite for the job. He eoQihasised

the value of banking e9q>erience.

The banters were less anxious for a man to have college tz^inlng

In agriculture. They emphasized that it would be helpful, but they

felt that actual farm background and farming experience was far more

important. Most of the banters having college trained men said that

they felt that college training should be required.

It should be noted that the group msphasizing the value of

college training realized such was not an absolute necessity and that

there were individuals idio could do the job without such preparation,

but they did feel that the college training in agricviltvire was very

important. The group that did not emphasise such training did not

deny its merits. T%My merely considered other armas of experience

such as farming and banking to be more important.

Observation led to the conclvision that college training was

very important and most desirable. It was not, however, sufficient

within itself. The agricultural representative needed a better
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knowledge ot and keener insist into fanaing than that afforded solely

by a college education in any of the several agricultural sciences. Jim

bankers and agricultural representatives who thoiight that in general the

agricultxiral representative should be a college nan still enphasised

'Uiat he mist have other training. Many felt that college training and

being farm reared was an absolute minimum and others felt that he

needed more experience than this afforded.

Without regard to whether or not they ewisidered college

training in agriculture to be neeessaxy preparation for becoming an

agricultural reiuresentative, bankers, agricultural representatives,

and others worked wil^ farmers were asked which type of college

training in agriculture they believed would be most advantageous to

the agricultural representative. Many gave no opinion, but Table VII,

which follows, is a tabiilaticm of the positive responses made.

It sewssd to the writer that training in agricultural economies

or agricultural business should have bem iim most advantageous type

of college agricultural training. It is eoannn knowledge that th«re

have been wide fluctuations in economic e(»ditions. On the upswing

these fluctmtions have been tremendous forces in increasing the

profitability of farming because farm prices tended to go up faster

than costs. On the downswing they were Just as forceful, for prices

of fam piroducts tcndod to fall faster than did fairming costs. In

addition there was a lag between the time prices of farm products

began falling and the time farm costs began to fall. This meant that

on the downswing margins were narrowed or perhape eliminated. A
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TABLB ?II

TIPE OF COLLEGE TBAINIM* IN AGRICULTURE RECOMMENDED BX
BANKERS, AGRICULTURAL REPRESENTAXWES AND OBffiBS

l^jrpe of Training
Recommended

Qrottpg Reporting
Agricultiual

Bankera RepresentatlYes Othere*

General Agriculture

Production^

Agricultural Education

7

k

k

3

1

5

2

Agricultural Economics
Lt\

^Includes cooperative managers. Soil Conservatioo Service
county agents and F. H* A* supervisor.

**Include8 Animal Husbandry, Agronomy, and Dairying.

r , : i' i : ̂ ''
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knQiid.«dg0 of these and other relatlonehipe which seem to exist and offer

explanations of the workings of the eecnooiy^ are the tools of the agri-

ciiltuxal eccaiomist, By utilizing these tools along with his knowledge

of technical agricultuz^, the agricultural 3representative trained in

agrieultural econ<»!ic8 and business should be better able to sound

loans for both the bank and the faxner. Since the profitability of any

▼enture is affected by economic conditions« no estimate of profit^

ability can be made without assuming some level of econ<mic activity.

The agricultural economist's training should aid him in making these

assumptions more realisticly. The data in Ihble YII did not furnish

sufficient evidence fbr either rejection or acceptance of this

hypothesis. It did give an indication of a considerable interest in

agricultural eeoncmles and business. It was interesting to note that

half of the agricultural representatives idio expressed an opinion

picked agricultural economies and business. Only 8 per cent of the

banlnrs expressing an opinion selected agricultural economics and

business. This may have been becaxxse they did not understand as fully

the potentialities of the function tdiich could be performed by the

agricultural represwtatlve or it nay have been because they wore not

well acquainted with the field of agricultural economics and business.

Still another possibility was that tiw bankers, unawaz^ that agri

eultural economics and business specialization offers training in

technical agricultiare, nay have feared that training in agricultural

economics would not furnish the agricultural represmtative with

technical agricultural know how.
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As has already been stated above all the bankers and the agri-

eultiiral represmtatives felt that being fam reared Mas most desirable

if not absolutely necessary* Actual adult fanning eaqierience nas

desaed to be very helpful, but it was frequently pointed out that while

it can be done, the getting of a man who has already famed and been

suGcessful was isoze difficult than getting a younger with less

eoqperience*

the agricultural representatiTSS in Tennessee had a varied

background. There was experience with the Extension Service, Fam

Securil^ Administration, Veterans Administration, Soil Cknservation

Service, Vocational Agriculture, farming, banking. Agricultural

Adjustment Administration, Agricultural Stabiliaatico Committee, real

estate, and livestock trading* They came from many types of activity*

All, however, had some sort of previous experience with agriculture

before becoming an agricultural representative.

The evidence gathered in this study was not sufficient to anow

the determination of the particular type of esqperience idiioh would

best fit a man for the position of agricultural representative*

Age

The ages of the agricultiaral representatives in the state

ranged from the late twenties to the sixties. Only five (5) were

less than thirty-five (35) years old* Without exception theee were

man who had been engaged in other pursuits before becoming

agricultural representatives*
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It was found that both the bankers and the agricultural repreeen*

tatives felt that a nan should be at least twenty-five (25) years old

before becoming an agricultural representative. !niere were six (6)

estimates below this* The two lowest were twenty-one (21) and one of

these estimates was made under the condition that the young man be

apprenticed to a senior bank representative.

niis age preference, coupled with the desire for education and

experience, meant that there was little opportunity for a young man

without other esqjerience being graduated from college to find emplo!yin«it

as an agricultural reprMsntative.

Gmaeyal CcnsisleratiQos

Those thinking about mibarklng upon or urging the use of an

agzlcultural representative might do well to consider the e:qperience

of some of the bankers who have dealt with this type of program.

Without excepticm, the bankers contacted in the course of this

study were vezy much in favor of and well pleased by their agricultural

programs* They cautioned, however, that it was of extreme Importance

that the man selected to be the agricultural repreeentative be a man

of ability. That the selection of the right man was crucial to the

success of the program was esqphasized over and over. It was further

pointed out that unless the bank was willing to really airport an

agricultural program of this type, there was likely to be difficulty,

for the bankers felt that ̂ e program was too long rsngfi and paid off
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in mys frequently not obrious or directly traceable, thus making it

vezy difficult to offer convincijig proof of the value of the program

during its early stages* They felt tliat the bank should be really

convinced that such a program would help before they initiated such*

Were this not the ease, there existed the danger that the program would

not be given a fair trial and would thus have little real chance for

success as a paying part of the banking program.

Summary

The agricultural program llkily to be of great«it benefit to

the bank wae one in which the agricultural repreeentative was allowed

to contribute to the bank both by loaning and aiding in loan decieiona,

ons in which the agrictiltural representative gave idiat technical

information he could but recognized his limitations and ssrvsd mors as

a clearing house to direct farmers to the proper established agri

cultural agencies, and one in which the agricultxiral representative

did not approach his task so indirectly as to give primary eoQ^sis

to activities the chief value of which wae to be found in tbelr good

will benefits.

Estimates of the bank size necessary f«r this type of agri

cultural program ranged from $100,000 in agricultural loans to

$3,500,000 and averaged a little over one half million dollars*

According to bankers* estimates, banks with $3,000,000 in total assets

were the Tninimaw size for ̂ Mch such a program should usually be

considered.
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A $4>000 yearly cost was about as low as a bank could hope to

have If it were to have an agricultural progran utilizing an agriculture

al represantatlve. The average cost of the banks which gave estimtes

was $7«100»

Bankers and others were divided on the absolute necessity for

college training in agriculture as a prerequisite for being an agrl-

culttiral representative but even those not feeling it a necessity

recognized that it would be at least desirable, fhqperience of any sort

was valued highly. £3 fact, it was almost a necessity, for bankers did

not generally wish to consider a man whose age would not insure other

siBploymBnt experience. Few man mder twenty^five (2^) were given

consideration.

The salaries of agricultural representatives averaged about

I39O. In addition to this, the banks covered travel expenses. Bankers

generally felt that about $300 per month should be the starting salary

for a young man of minimum experience.

The importance of getting the right man for the job was

emphasized. It waa also pointed out that a beginning agricultural

I»rogram needed the full backing of the bank in order to be given time

to prove its worth.



CHAPTER VII

SUMKART AHD CONCLUSIQIIS

»r«iy faraer is facad with tha budgating of capital. How wall

ha doas this ia of tan tha diffamica batwaen profit and loss. !Iha

SKOunt of capital ha cmtrols and can budgat la also inportantf for

linitad capital can prarant his taking adirantaga of altamativas which

could incraasa his incoma. For aany famara tha supply of internal

capital is so United that it beecaia adrantagaous for him to sacura

borrowed capital, Otta important source of such capital is tha oem-

marcial bank.

In an attempt to improve their dealings with famars in supplying

than with some of this borrowed capital, twenty (20) Tsnnassaa banks

have initiated agricultural programi utilising tha services of agri

cultural representatives • Tha first of these programs wa begun in

1938, Since that tins there has bean a continued increase in the nusd>ar

of agricultural reprasmitatives. Half of the banks now having agri

cultural representatives have added them in tha Ust five (5) years.

Tha cmtent of these agricultural banking programs has bean

comparatively unifom, but there has bean wide variation in the

emphasis placed upon tha vairious component parts. Some of the more

common activities performed by Tsnnassea bank agricultural representativea

were the followingi

1. Make decision whether or not to eaetend loans to farmers

2. Do public relations worie

3* Jbiterview farmers seeking loans
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4* Visit fams in connsetions wit^ loans

3. Appvsls* rsal sstata and ehattsls

6» InYsstigat* faimers' methods of opsraticm (managerial

ability)

7* Do pisesmsal fan planning

8, Act as advisor after the extending of loan to help

faner effect best use of funds

9« Collect debts

10« Work inside baidc at other than normal desk wozk

occasiMied by the agricultural banking program^ for

example, working as a teller

11, Attend fan organizations

12. Attend civic clubs

13* Attend eomaninity clubs

The effeetiveness of these programs from the banks' point of

viow must be couched in terms of its pecuniaxy benefit to the bank*

Bankers irtio have agricultural programs utilizing agricultural repre

sentatives stated their belief that the program had or would in time

Buke a profit for the bank. The ways in which this benefit was felt

were through increased loans to farmers, increased deposits from

farmers, and/or fewer losses on loans extended to farmers.

The type of agricultural program likely to be best for the bank

aeemed to be one in idiich the agricultural representative was allowed

to loan or aid in making loan decisions, to serve as a olearin^iottse

to direct farmers to tiiose who could better give technical information,

and to give public relations secondaxy mephasis. Bankexm' estimates of

the time lag between the initiation of a program and its becoming self
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supporting showed that those banks not glYing priaaxj emphasis t® public

relations per se felt that th^ were achieving results more quickly.

The farm producer^ too^ according to the estimates made bgr

farmers and pirofessicmal agrlcxiltural workers, benefited from these

programs. The programs did not result in easier bank credit per se or

greatly modified bank poliqr# but they did cause the banks to give more

careful attention to each candidate loan. The Information which the

agricultural representative was able to supply enabled the banks to

ccmsider more than conventional collateral in the form of land, liro-

stook, etc. Probable productivity was given more mmsideration and

as a result the banks were able to give credit, moz^ realistically

geared to the ability of the farmer to use it productively. In

addition, it was possible to move toward sotting up the repayment

schedule to eoz*respond more closely with the productivity of the

resource for which the credit was used. Bron if this were not done,

it was possible to woric out with the farmer a repsymsnt schedule that

would make payments become due at tlates when the farmer would have

income available*

Hw fact that the banks were giving increasing emphasis to the

productivity of the resource for which the credit wae to be utilised

did aioan that the lack of conventional collateral became less of o

barrier to loans than formerly iidion, for all practical purposes, the

ability to furnish liberal collateral was a requisite to obtaining a

bank loan. %tts, it was possible for farmers, without liberal col

lateral but with plans for profitable use of credit, to more easily

obtain the backing of the banks*
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The banks' interest In trying to increase agricultural incoae

was important. Their offers to finance storage facilities for various

crops 80 that the famere could take advantage of govemnent crop

loans, their promotion of new crops as an additional source of incoete

for the area, their work in bringing better animals into the area and

then offering to finance their purchase—all this has been beneficial

to the farmers,

Bstimates of the bank else necessaxy for this type of agri

cultural program varied from 1100,000 in agricultural loans to

$3,500,000 and averaged a little over one-half million dollars. Accord

ing to other estimates, banks with $3,000,000 in total assets were the

minimxn size for which such a program should usually be considered. A

yearly cost of $4*000 was as low as banks could hope for if they were

to have an agricultural representative. The average cost of programs

for which estimates were obtained was $7,100.

There were differences of opinion as to the importance of the

agricultural representative's having college training in agriculture,

but while not always considered a requisite, it was generally thought

to be at least desirable. Because of the bankers' pz>efei>ence for a

man of maturity with scm sort of previous agricultural experience, men

under twenty-five (25) years of age had relatively little opportunity

to beeoeie agricultural representatives. Salaries for representatives

In Tennessee averaged about $390 per month.

The position of agricultural representative was a relatively

stable one. The average tenure was four (4) years. At least fifteen

(15) of Tonaessee's twenty-four (24) representatives had been with the
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banks sines the initiatlai of the program, Onlx four (4) banks had

changes in personnel which represented more than Just an addition of

second agricultural representative.

There were little^ if angrj evidences of aiqr destructive rivalzjr

existing between agricultural representatives and other professional

agricultural woricere. In fact, there were maagr areas in thex^

was eooperationj for example, bringing bettor breeding stock into a

ccianunitgr, woridLng together in ccnanmitj organization, referring

farmers to each other so as to take advantage of the special abilities

and facilities of each, axid in manor other ways too numerous to enumerate.

No evidence was found to indicate that there were bank agri«>

cultural representatives in all^areas in which the banks might find

them to be profitable, Bie banks having agricultural representatives

were located only in areas in wfaleh agriculture was relatively important

in terms of per cent of total income derived from agriculture, la terae

of the value of all fani producta sold, and in tense of livestock and

liveetoek producta sold. Indeed, if, ae it appeared might be the case,

the need for agricultural representativee was associated with the degree

of change taking place within agriculture and the actual importance of

agriculture in the area, there were other areas of Tennessee which either

Value of livestock and livestock products sold was considered to
be a crude measure of the changes taking place within agriculture, since
much of the shift in Tennessee agriculture has been from a cash crop system
to a more diversified system in which livestock has played a much more
important role.
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wrt or will becooM to mako tha luo of an agrlexxltural ropro*

•ontativo a profitablo undortaking for tha banks.

Furthar fiosaareh Neodod

Attanpts havo bam mado bgr aaiv wrltars to record gmaral

obsarratlons about bank program which mdo usa of agricultural rapra»

•antativas. Thaaa writings fumishad idoas and wars usafhl in tho

fomulatim of this 8tu(^, but thof wars too ganarul in nature to

spocificalljr define tha duties of tha agricultural roprasantativo and

^ other than nebulous tarns tha inpact of such program upon

either the farmr or tha banker. Hiqrnes» through his study,^ was able

to set up a classification of tha warious types of agricultural rapre-

sentatiYss. Ihis study of Tbnnessae banking program utilizing agri*

cultural representatives has gone further in defining the duties of

tha agricultural raprssmtative and has aade inquiry into the impact

of such program upon both farmers and banks.

Intensive case studies are needed to datannina tha Impact of

particular bank program upem several of their fam eustomars. Further

study is needed to more carefully define and accurately masure the

profitability of a particular bank program to tha bank. It should be

possible to foraulate studies extending over tlm which would give

clearer insights into the value of these program both to the farmr and

the bank. This study essentially exploratory in nature, but it

Boykin Haynes, "Agriculture, Banking and the Use of Trained
Farm Field Km" (Unpublished thesis. Graduate School of Banking,
Rutgers University, 1952).
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■hould be possible to aake use of the insights gained and conduct other
studies which would oass Duch infomation not now available.
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APPEKDIZ A

TENNESSEE BAWCS HAVIMO AORICULIURAL HSPRBSKNTATIVES, 1955

Banks Coxintar dtar

Citizens Bank and Trust Companjr

First Naticmal Bank

Ihs First National Bank

Northsm Bank of Tsnnsssss

Coaaasroial Union Bank

First Famers ai^ Nsrehants
National Bank

First National Bank

First dtizsns National Bank

First National Baidc

CoauBsrcs Union Bank

Coooiares Union Bank

Fadsral Rassrvs Bank

First National Bank

Naticmal Bank of CogsMres

Union Plantars National Bank

Nawfoam Stata Bank

CooBareial Bank and Trust Conpanif

First Trust and Savings Bank

Coomarea Union Bank

Old and Third Naticmal Bank

Smith

Hiekaan

Montgomaiy

Montgomazj

UbivarT

Kauigr

Putnam

CQrersburg

Nadison

Lawranea

Wilson

Shalhgr

Shaltgr

Shelbgr

Bhalhgr

Qpar

Kamy

Hanzy

Robairtson

Obion

Carthaga

Cantarvilla

Clarksvilla

ClazicsTilla

ColoBbia
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SAMPLE ?hM HANAOEMENT ACffiEBMENT

THIS AGSREEMEHT, nd« and antared into thla tha day of

.3 by and betwean of .

Tennaaaea, hareinaftar called Owner, and

Baxik of . Tenneasea, hereinafter called Manager.

vriTNSSSETH: Whareaa, Owner ia tha owner and ia in poaaeaaion

of the following described property: a plot of land of acres,

■ore or laaa, located in tha Civil District of County,

Tenneasee, and now rented to . and being the aaaw fam

now under management by oral contract entered into as a result of ap-

IxLlcatlon by Owner for Farm HanagasMnt Service, dated .

but this agreement la to sv^plament and replace all other agree-

■enta.

AMD, ffhereaa. Owner desirea to Manager to supervise and

aaaxmw the management of the above described property, and Manager ia

willing to accept said eaq^oyment upcm the following terms and

conditlona:

1, Owner desires that acres of cotton or the allotment,

whichever ia the greater, be cultivated on this farm with one-third of

the proceeds going to the owner.

2* Owner agrees that strawberry plants will be furnished by

owner, also one—half of the fertilizer; and Owner will share one-^half

of net proceeds.
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3. Owner now owns ons-half interest in the following cattlei

Five fiegistered Jersey cows
One Eiegistered Jersey heifer
Two Registered Jersey heifer calves
"Sto grade Holstein cows
(fee grade bred Holstein heifer
(fee grade op«n Holstein heifer
(fee red idd.te-face grade heifer
IVo Jersey steers
(fee bull calf

Owner agrees to furnish seed to be seeded for pastures wherety tenant

will prepare seed bed and sow the seed. Owner will share one-half of

cost of fertiliser and one—third of the cost of feed purchased off the

fam. Owner will receive one-third of the aale of ollk^ one-half of

the sale of cattle, and will own one-half of all Inozease of eattle

on the fans,

4. During the tem of ttiia agreement. Manager shall have full

and complete charge, control, and supervision of the above described

property, and as agent for Omer and for and on his behalf, shall have

authority,

a. To supervise all work on said property and plan the crop

rotation which in its opinion will produce the mAxinw income and at

the same time build and maintain the ferUlity and productiveness of

the farm, and to that end la^ expend not to exceed the sum of $200,00

(Bfo Hundred Dollars) per year for fertiUzer, seed, and lime, witl>-
out the express written authority of Ownert

b, to SMlee leases and enter into tenancy Md/or shareerop

agreements with tenants, provided that the same shall not extend for

a peiiod of more than one year, without the written consent of Owner.
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c» To colXoc^ and recoipt for alX ren'ts and soil aT ̂  crops or

produce raised on eaid propertiy at such times and at such prioss as

Manaeer majr determine, and deposit the proceeds thereof, as well as the

proceeds frcn all fazming operatims carried on upon said propertgr, in

a special account in the of

to be designated " JE'^am Accounf*, and

to issue and draw checks from time to time a^inst said account)

d. To contract for and cupervise repairs and improvements as

■•if he needed from time to time, and to pay for such repairs and
improveoienta from the aforesaid farm account or from funds which may be
advanced by Omier) provided, however, that no Improvements or repairs
shall bs mads hf Manager costing in excess of dlOO.OO (Ctoe Hundimd

Dollars) without the written consent and approval of Owner)
e. To enter into ccntracts with the United States Dspartment

of Agriculture or Commodity Credit Corporation agj^eesients with the
Government, such as crop or coiaaodity loans, crop insurancs. Production
(k Narkoting Administration, Agricultural Conservation Practices, or other
governmental agencies for crop reductions or similar control measures

and to sign such documents or written instruments as stay bs requirsd

for such purposss.

5. Manager shall keep full and couplete recozds of all

operations on said property, showing all receipts and disbursements, and
shall submit to Omer a statwient l^ersof each sixty days showing said
incoms and sxpsnss.
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6, MiAAgtr shall ncelve as conpensatlon for its services an

SBOunt equal to ten per cent (10^) of the Oimer*s yearly gross incone

received ty it trca the operation of said taxm, the year running froa

« 19 to . 19^. Oross Zncone shall be defined

as all receipts fron the sale of fam products grown and livestock

raised on the fana^ less the actual cost price of feed purchased off

the fanSf and in the ease of livestock purchased off the farm for resale^

there shall be deducted from gross inoosMf in the year in «hieh such

livestodc is sold^ the actual cost price of such livestock so sold*

Aqy livestock on fam at teminaticm of this contraet shall be valued

at a fair market price« or sold, and Kanager shall receive ten per cent

(10^) of (h(ner*s share less cost of livestock purchased off the fam*

However, in no event shall Manager receive for its services less Uian

an annual compensation of UOO.OO (One Hundred Dollars)* Payment there

of shall be made annually, and in the event the percentage from gross

receipts is less than the minimum compensation herein specified, then

the balance of compensation due Manager shall be payable upon the final

accounting in each year submitted by Manager to Owner*

7* This agreement shall become effective today replacing am

oral agreement already in effect, and shall remain in full force and

effect until » 19 . and shall be automatically renewed

trcm jaar to year, that is, from January 1 to Deeember 31 of the same

year, unless widitten notice is given by eiUier party to the other on

or before July 1 of the current operating year of the intention to

terainate the contract on the following January 1* Such written notice

shall be delivered in persm or sent by registered mail to Manager at
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Bank, ^ KuBMSsaa, or to (Xmar,

^ Tonnaaaae.

8. Maaafar ahall at all tlmaa axarelaa raaaonabla eara and

att«itl(m In tha managamant, eiMto<}3r and c(»itrol of tha property.

not ba held accountable for arrora of Judgment; but cmly

for ita mm groaa negligence or wilful default in tha care of the

properly,

9. Omar agreaa that ha will not mortgage, pledge, or otherwiaa

aaaign a^y of tha growing cropa, Uvaatock, or other produce on aaid

fax* during tha tex* of thia agreement without tha written conaant of

Manager, and any aale of the property made ly Owner during thia agracMnt
•hall ba made aubjact to tha proviaiona thereof and of ary laaaaa,

tmianeiaa, or ahara-crop agraammt made purauant hereto ly Muiagar on
behalf of Owner.

10. Manager ahall pay from tha fbnla of tha Owner all taxaa,
building and liveatock inauranca, if carried, together with aiy other

inauranca daamad neoaaaaxy by Owner or Naiugar,

11. It ia tha (hmer'a intention that no timber or treaa ahall ba

cut on thia land except by amar*8 wxlttan conaant and except where in

Manager* a opinimi acme txraea ahould be removed for the proper cultivation

of cropa, which the Manager ahall have the xdght to do.

12. Manager ahall have the right to make adjuatmenta of an Unrfp

of inauranca cUima and file proofa or loaa, agree to aettlementa, execute

releaaea and drafta and checka and to do all thinga neeeaaaxy to adjuat
and aettle claima and loaaea on behalf of the Owner.

13. The Manager ahall have the right and authority to do all

thinga neeeaaaxy for the operation and management, to remove tenants
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and taka all neeassaiy staps to do ao whan daoldad naaaaaaxy bj it*

14. This agraammt shall ba binding upon tba partiaa harato,

thair hairsj sucoasaora, paraonal rapreamtativas* aocaeutors, and

assigns.

WITitSSS tha hands of tha partlas this tha day and yaar first

abova vrlttan.

BANK

Tnmassaa Omar

W.
Assistmt Vies Prasidmt and Farm 8a|»rasantativa

STATS OF TaWESSBB
COUNTT ____

Personally appeared before ma, . a Notary Public in and
for said County, . and . as Assistant Vice
Prasidant and Farm Raprasantativa of tha Bank. idLlAi
vhOB I am personally acquainted, and acknosrladgad that th^ axacutad
tha aithin instrument for tha purpose therein contained.

Witness ay hand and Notarial Seal at office in
Tennassaa, this tha day of 19 •

^ ooomission aacpiras 1/15/56

U 
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