
B a n k i n g and Farm C r e d i t : 

An U n c e r t a i n F u t u r e 

By 

R i c h a r d J . H e r d e r 
A s s i s t a n t D i r e c t o r o f R e s e a r c h 

R e s e a r c h Depar tmen t 
F e d e r a l R e s e r v e Bank o f M i n n e a p o l i s 

1 2 / 7 0 

(The v i e w s e x p r e s s e d i n t h i s p a p e r a r e t h e s o l e r e s p o n s i b i l i t y 
o f t h e a u t h o r and do no t r e f l e c t t h e v i e w s o f t h e B o a r d o f G o v e r n o r s o f 
t h e F e d e r a l R e s e r v e S y s t e m o r o f t he F e d e r a l R e s e r v e Bank o f M i n n e a p o l i s . 
Comments a r e we lcome and s h o u l d be a d d r e s s e d t o t he a u t h o r . ) 

T h i s m a n u s c r i p t has been p r o d u c e d i n a v e r y l i m i t e d number o f 
c o p i e s and i s b e i n g s u b m i t t e d t o t h e P u b l i c I n f o r m a t i o n Depar tmen t f o r 
c o n s i d e r a t i o n as a p o s s i b l e bank p u b l i c a t i o n . I t i s o t h e r w i s e n o t t o be 
q u o t e d o r r e l e a s e d i n t h i s f o r m . 



BANKING AND FARM CREDIT : 
AN UNCERTAIN FUTURE 

i 

One o f t h e m a j o r i s s u e s i n v o l v e d i n t h e c u r r e n t r e a p p r a i s a l o f t h e 

o r g a n i z a t i o n o f t h e c o m m e r c i a l b a n k i n g s y s t e m i s i t s r o l e as a s o u r c e o f f a r m 

c r e d i t . H i s t o r i c a l l y , c o m m e r c i a l banks have been a p r i m a r y s o u r c e o f s u c h 

c r e d i t w i t h a l a r g e p r o p o r t i o n b e i n g c h a n n e l e d t h r o u g h t h e s m a l l r u r a l b a n k s . 

F o r a v a r i e t y o f r e a s o n s , t h e e c o n o m i c f u n c t i o n o f t h e s e banks i s b e i n g c r i t i ­

c a l l y examined and t h e i r s u r v i v a l i n a r a p i d l y c h a n g i n g economy q u e s t i o n e d . 

In r e c e n t y e a r s , s e v e r a l p r o p o s a l s have been a d v a n c e d w h i c h w o u l d e i t h e r r e ­

duce t he dom inance o f s m a l l banks i n r u r a l a r e a s o r p r o v i d e them w i t h g r e a t e r 

a c c e s s t o f i n a n c i a l r e s o u r c e s . T h i s p a p e r p r e s e n t s some o f t h e b a c k g r o u n d 

and i s s u e s t h a t a r e p a r t o f t he o v e r a l l p r o b l e m w i t h r e s p e c t to t h e f i n a n c i n g 

o f a g r i c u l t u r e by c o m m e r c i a l b a n k s . 

T r e n d s i n Farm F i n a n c e . 

The need f o r an e v a l u a t i o n o f t h e c o m m e r c i a l b a n k i n g s y s t e m as a 

s o u r c e o f f a r m c r e d i t a r i s e s ou t o f t he i n c r e a s i n g f i n a n c i a l r e q u i r e m e n t s o f 

t h e a g r i c u l t u r a l s e c t o r . S i n c e W o r l d War I I , a g r i c u l t u r e h a s e x p e r i e n c e d 

a r a p i d t r a n s f o r m a t i o n i n te rms o f a p p l i e d t e c h n o l o g y and i n c r e a s e d p r o d u c ­

t i v i t y . The t r a n s f o r m a t i o n i n p r o d u c t i o n h a s l e d t o s i g n i f i c a n t s h i f t s i n 

t h e f i n a n c i a l s t r u c t u r e o f t h e i n d u s t r y and t o a c o r r e s p o n d i n g i n c r e a s e i n 

t h e u s e o f f u n d s o f o f f - f a r m o r i g i n . 

I n c r e a s e s i n t h e f i n a n c i a l f l o w s i n a g r i c u l t u r e a r e t h e r e s u l t o f 

v a r i o u s f a c t o r s . P e r h a p s t h e most v i s i b l e and u n d o u b t e d l y t h e most i m p o r t a n t 

o f t h e s e i s t h e e x t e n t t o w h i c h c a p i t a l h a s been s u b s t i t u t e d f o r l a b o r i n 

a g r i c u l t u r a l e n t e r p r i s e s . The i m p a c t o f t h i s s u b s t i t u t i o n p r o c e s s i s r e f l e c t e d 

i n t h e 146 p e r c e n t i n c r e a s e i n t h e v a l u e o f p r o d u c t i o n a s s e t s employed i n 
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a g r i c u l t u r e be tween 1950 and 1969.—( A r e l a t e d c a u s e f o r g r e a t e r f i n a n c i a l 

r e q u i r e m e n t s i s t h e t r e n d t owa rd t h e s p e c i a l i z a t i o n o f f a r m p r o d u c t i o n w i t h 

a t t e n d a n t r e l i a n c e on p u r c h a s e d n o n f a r m - p r o d u c e d i n p u t s . T o t a l f a r m o p e r a ­

t i n g e x p e n s e s have r i s e n f rom $19 b i l l i o n i n 1950 t o $36 b i l l i o n i n 1 9 6 8 , a 

g a i n o f a l m o s t 90 p e r c e n t . A t h i r d i m p o r t a n t demand on f i n a n c i a l f l o w s comes 

f r o m t h e t r a n s f e r o f f a r m r e a l e s t a t e a s s e t s , a r e f l e c t i o n o f t he f a r m a d j u s t ­

ment p r o c e s s t h a t h a s l e d to t he e n l a r g e m e n t o f i n d i v i d u a l f a r m u n i t s and t h e 

e f f e c t o f t he c a p i t a l i z a t i o n o f p r o d u c t i v i t y g a i n s i n t o l a n d v a l u e s . 

The d e c l i n e i n f a r m numbers and i n c r e a s i n g s i z e o f f a r m s a s s o c i a t e d 

w i t h t h e a d j u s t m e n t p r o c e s s adds a f u r t h e r d i m e n s i o n t o t h e f i n a n c i a l p i c t u r e . 

On t h e a v e r a g e , t he v a l u e o f p r o d u c t i o n a s s e t s emp loyed p e r fa rm i n c r e a s e d f o u r ­

f o l d be tween 1950 and 1968 w h i l e p e r f a r m p r o d u c t i o n e x p e n s e s a p p r o x i m a t e l y 

d o u b l e d . No t o n l y have t h e i n d u s t r y demands f o r c a p i t a l and c r e d i t i n c r e a s e d 

t o a c o n s i d e r a b l e e x t e n t , bu t t h e r e h a s a l s o been a c o n c e n t r a t i o n o f t h e s e 

f u n d s i n t o f e w e r hands and a s i g n i f i c a n t change i n t he f i n a n c i a l r e q u i r e m e n t 
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o f i n d i v i d u a l fa rm o p e r a t o r s . — 

The f u t u r e p r o m i s e s a c o n t i n u a t i o n i f no t a c c e l e r a t i o n o f t h e s e 

t r e n d s . S e v e r a l r e c e n t s t u d i e s h a v e a n a l y z e d and p r o j e c t e d t he g r o w t h i n f a r m 
3/ 

c a p i t a l t o t he y e a r 1980.— W h i l e t h e p r o j e c t i o n s v a r i e d t o a c o n s i d e r a b l e 

— The B a l a n c e Shee t o f t he F a r m i n g S e c t o r , 1 9 6 9 , A g r i c u l t u r e I n f o r ­
m a t i o n B u l l e t i n No. 3 4 0 , Econom ic R e s e a r c h S e r v i c e , U . S . Depar tmen t o f A g r i c u l ­
t u r e , J a n u a r y 1970 . P r o d u c t i o n A s s e t s i n c l u d e v a l u e o f r e a l e s t a t e and n o n r e a l 
e s t a t e a s s e t s and e x c l u d e v a l u e o f h o u s e h o l d f u r n i s h i n g s and f i n a n c i a l a s s e t s . 

2 / 
— A more c o m p r e h e n s i v e r e v i e w o f t h i s change c a n be f ound i n " i m p a c t 

o f S t r u c t u r a l Changes on C a p i t a l and C r e d i t N e e d s " by J o h n R. B r a k e , J o u r n a l  
o f Farm E c o n o m i c s . V o l . 4 8 , No. 5 , December 1966. p. 1536 . 

3/ 
— J o h n R. B r a k e , op . c i t . and E a r l 0 . Heady and L u t h e r G. T w e e t e n , 

R e s o u r c e Demand and S t r u c t u r e o f the A g r i c u l t u r a l I n d u s t r y , Iowa S t a t e U n i ­
v e r s i t y P r e s s , Ames, I owa , 1 9 6 3 , and E a r l 0 . Heady and Leo V . M a y e r , Food  
Needs and U . S . A g r i c u l t u r e i n 1 9 8 0 , T e c h n i c a l P a p e r s - V o l . I. N a t i o n a l 
A d v i s o r y C o m m i s s i o n on Food and F i b e r , A u g u s t 1967 . These s t u d i e s a r e sum­
m a r i z e d by Emanuel M e l i c h a r and Raymond D o l l i n C a p i t a l and C r e d i t R e q u i r e m e n t s  
o f A g r i c u l t u r e and P r o p o s a l s t o I n c r e a s e t he A v a i l a b i l i t y o f Bank C r e d i t , F u n d ­
amen ta l R e a p p r a i s a l o f t he D i s c o u n t Mechan ism P r o j e c t £ 2 4 , B o a r d o f G o v e r n o r s 
o f t h e F e d e r a l R e s e r v e S y s t e m , November 1969 . 
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e x t e n t d e p e n d i n g on t h e b a s i c a s s u m p t i o n s e a c h one u s e d , i t can be c o n c l u d e d 

t h a t c a p i t a l a c c u m u l a t i o n w i l l c o n t i n u e a t a f a i r l y r a p i d p a c e . P r o d u c t i o n 

a s s e t s i n a g r i c u l t u r e , f o r e x a m p l e , grew a t an a v e r a g e a n n u a l r a t e o f abou t 6 

p e r c e n t i n c u r r e n t d o l l a r s be tween 1965 and 1969 ; a v e r a g e a n n u a l g r o w t h r a t e s 

d u r i n g t h e 1 9 7 0 ' s a r e p r o j e c t e d f rom 2 to abou t 5 p e r c e n t . T h i s w o u l d l e a d t o 

c a p i t a l a s s e t v a l u e s o f $359 b i l l i o n to $490 b i l l i o n by 1980 as compared t o 

$281 b i l l i o n i n 1969 . 

Farm incomes have r i s e n f a r l e s s r a p i d l y t han t h e v a l u e o f f a r m a s ­

s e t s . A g g r e g a t e g r o s s f a r m income i n t h e U . S . advanced o n l y 52 p e r c e n t be tween 

1950 and 1 9 6 8 , and a g g r e g a t e n e t i n c o m e s a d v a n c e d j u s t 9 p e r c e n t . A l t h o u g h 

l a g g i n g b e h i n d c a p i t a l a c c u m u l a t i o n f i g u r e s , on a p e r fa rm b a s i s t h e s e i n c o m e s 

have e x h i b i t e d more r e s p e c t a b l e g a i n s o f 193 and 98 p e r c e n t , r e s p e c t i v e l y . 

F u t u r e g a i n s i n f a r m incomes w i l l l i k e l y be a t o r n e a r c u r r e n t r a t e s , w h i c h 

means t h a t t he c a p i t a l a c c u m u l a t i o n p r o c e s s w i l l c o n t i n u e to o u t r u n i n c r e a s e s 

i n i n c o m e . As a r e s u l t , a f t e r r i s i n g p r o d u c t i o n e x p e n s e f i g u r e s have been a d d e d , 

t h e t o t a l f i n a n c i a l f l o w s i n t o a g r i c u l t u r e f rom n o n a g r i c u l t u r a l s o u r c e s w i l l be 

s i g n i f i c a n t l y l a r g e r t h a n they a r e now. 

The r i s e i n f i n a n c i a l f l o w s was e s t i m a t e d i n a r e c e n t s t u d y by 

Emanuel M e l i c h a r i n w h i c h he t r a n s l a t e d c a p i t a l s t o c k p r o j e c t i o n s i n t o c a p i ­

t a l f l o w s t h a t w i l l be r e q u i r e d f o r p r o j e c t e d c a p i t a l e x p e n d i t u r e s on an a n n u a l 

4 / 

a v e r a g e t o t he end o f t h e 1 9 7 0 ' s . — M e l i c h a r i d e n t i f i e s t h e f i n a n c i a l r e q u i r e ­

ments f o r c a p i t a l a c c u m u l a t i o n , c a p i t a l r e p l a c e m e n t , i n v e n t o r y c h a n g e s , w o r k i n g 

c a p i t a l , and t he t r a n s f e r o f l a n d a s s e t s t h r o u g h s a l e s . T h i s p r o d u c e s an e s ­

t i m a t e o f c a p i t a l f l o w s r a t h e r t han c a p i t a l s t o c k s and p r o v i d e s a r e p r e s e n t a t i o n 

o f t h e t o t a l c a p i t a l r e q u i r e m e n t o f a g r i c u l t u r e . 

4 / 
— Emanuel M e l i c h a r and Raymond D o l l , o p . c i t . A p a r t o f t h e M e l i ­

c h a r s t u d y c a n be f o u n d i n " F a r m C a p i t a l and C r e d i t P r o j e c t i o n s t o 1 9 8 0 , " 
A m e r i c a n J o u r n a l o f A g r i c u l t u r a l E c o n o m i c s , V o l . 5 1 , No . 5 . December 1 9 6 9 , 
p. 1 1 - 7 2 . 
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The f i n d i n g s o f t h e M e l i c h a r s t u d y a r e q u i t e i m p r e s s i v e . A n n u a l 

c a p i t a l f l o w s i n c r e a s e d f r om an a v e r a g e o f $ 7 . 5 b i l l i o n i n t h e 1 9 5 0 - 5 4 p e r i o d 

t o $ 1 0 . 8 b i l l i o n i n t he l a t t e r h a l f o f t he 1 9 6 0 ' s . E s t i m a t e s o f c a p i t a l f l o w s 

f o r t he 1 9 7 0 ' s v a r y d e p e n d i n g on c a p i t a l s t o c k p r o j e c t i o n s . The M e l i c h a r e s ­

t i m a t e s i n d i c a t e t h a t f a r m c a p i t a l f l o w s c o u l d r a n g e f rom a l o w o f a b o u t $13 

b i l l i o n t o a l m o s t $19 b i l l i o n p e r y e a r d u r i n g t h e 1 9 7 5 - 7 9 p e r i o d . 

One o f t h e c r i t i c a l q u e s t i o n s f a c i n g a g r i c u l t u r e i n v o l v e s t h e s o u r c e 

o f f u n d s f o r t h e s e c a p i t a l f l o w s . I n t h e p a s t , c a p i t a l f l o w s we re p r i m a r i l y 

f i n a n c e d t h r o u g h fa rm g e n e r a t e d c a s h f l o w s , t h a t i s , n e t i n c o m e , d e p r e c i a t i o n 

a l l o w a n c e s a n d , to a l i m i t e d e x t e n t , n o n f a r m e a r n i n g s o f t h e f a r m o p e r a t o r s . 

B o r r o w i n g has been o f l e s s e r i m p o r t a n c e d e s p i t e t h e p r o n o u n c e d t r e n d t owa rd 

t h e u s e o f d e b t as a means o f f i n a n c i n g c a p i t a l f l o w e v i d e n c e d by t h e f o u r f o l d 

i n c r e a s e i n t o t a l f a r m l i a b i l i t i e s be tween 1950 and 1 9 6 8 . The s h i f t t oward 

deb t f i n a n c i n g r e f l e c t s b o t h t h e r a p i d l y i n c r e a s i n g u s e o f c a p i t a l a s s e t s and 

t h e i n a b i l i t y to i n c r e a s e fa rm g e n e r a t e d c a s h f l o w s b e c a u s e o f s l o w l y r i s i n g 

fa rm i n c o m e s . 

I n t h e M e l i c h a r s t u d y , t h e c o n t r i b u t i o n o f f a r m g e n e r a t e d c a s h f l o w s 

t o t o t a l c a p i t a l f l o w i n c r e a s e d f rom $ 6 . 5 b i l l i o n i n t h e e a r l y 1 9 5 0 ' s t o $ 6 . 9 
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b i l l i o n i n t h e 1 9 6 4 - 6 9 p e r i o d , w h i l e d e b t r o s e f rom $ 0 . 9 b i l l i o n t o $ 4 . 0 b i l l i o n . — 

P r o j e c t i n g t h e s e f i g u r e s t h r o u g h t h e 1 9 7 0 ' s , M e l i c h a r e s t i m a t e s t h a t t h e a v e r a g e 

a n n u a l i n c r e a s e i n d e b t w o " l d r a n g e f rom $ 3 . 4 b i l l i o n t o $ 8 . 9 b i l l i o n d e p e n d i n g 

upon t he b a s i c c a p i t a l s t o c k p r o j e c t i o n . These p r o j e c t i o n s i m p l y an o u t s t a n d ­

i n g d e b t o f o v e r $100 b i l l i o n by 1980 — a s h a r p r i s e f rom the $56 b i l l i o n o u t ­

s t a n d i n g i n 1969 . As they a r e b a s e d on a number o f a s s u m p t i o n s , t h e s e f i g u r e s 

s h o u l d be i n t e r p r e t e d w i t h some c a r e . M o r e o v e r , t he d i s t r i b u t i o n o f c a p i t a l 

f l o w s be tween deb t and f a r m g e n e r a t e d c a s h f l o w s i s b a s e d on p a s t p a t t e r n s w h i c h 

5/ 
— Emanuel M e l i c h a r and Raymond D o l l o p . c i t . 
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w i l l no t n e c e s s a r i l y h o l d i n the f u t u r e ; a n d , to t h e e x t e n t t h a t o t h e r s o u r c e s 

o f e q u i t y f unds can be d e v e l o p e d , t h e b u r d e n o f deb t c o u l d be r e d u c e d . N e v e r ­

t h e l e s s , t h e b a s i c a s s u m p t i o n s u n d e r l y i n g t he p r o j e c t i o n s a p p e a r r e a s o n a b l e , 

and t h e s e f i g u r e s c a n be t a k e n a s an i n d i c a t i o n o f t he i n c r e a s e d bu rden a g r i ­

c u l t u r e w i l l p l a c e on t h e c u r r e n t s o u r c e s o f f u n d s . 

S o u r c e s o f Farm C r e d i t . 

These t r e n d s i n t he f i n a n c i a l needs o f a g r i c u l t u r e have d i r e c t i m p l i ­

c a t i o n s f o r t h e c o m m e r c i a l b a n k i n g s y s t e m . Over t h e y e a r s , banks have been a 

p r i m a r y i n s t i t u t i o n a l s o u r c e o f fa rm c r e d i t . Banks i n r e c e n t y e a r s have s u p ­

p l i e d abou t 25 p e r c e n t o f t h e t o t a l amount o f f a r m d e b t o u t s t a n d i n g and 44 p e r ­

c e n t o f t h e amount s u p p l i e d t h r o u g h i n s t i t u t i o n a l l e n d e r s ( s e e t a b l e ) . The 

amount o f f a r m d e b t h e l d by banks h a s grown more t h a n f o u r f o l d s i n c e 1 9 5 0 , a 

r a t e s l i g h t l y u n d e r t h a t o f t o t a l f a r m d e b t . F o r t he most p a r t , bank l e n d i n g 

t o f a r m e r s h a s been c o n c e n t r a t e d i n t he s h o r t - t e r m o r n o n r e a l e s t a t e c a t e g o r y ; 

i n 1968 i t a c c o u n t e d f o r 72 p e r c e n t o f bank l e n d i n g , a p r o p o r t i o n l a r g e l y c o n ­

s t a n t s i n c e 1950 . Much o f t h e l o n g - t e r m l e n d i n g by banks i n r e c e n t y e a r s r e p r e ­

s e n t s a s h i f t i n g o f s h o r t - t e r m b o r r o w i n g t o l o n g - t e r m l o a n s s e c u r e d by r e a l e s t a t e 

r a t h e r t han f o r t h e p u r c h a s e o f l a n d . The ma in l e n d i n g f u n c t i o n o f b a n k s , t h e n , 

has been t o p r o v i d e s h o r t - t e r m p r o d u c t i o n and i n t e r m e d i a t e - t e r m c r e d i t . 

W h i l e banks h o l d a dom inan t p o s i t i o n as a s o u r c e o f i n s t i t u t i o n a l 

f u n d s f o r a g r i c u l t u r e , t h e r e has been some w e a k e n i n g i n t h a t p o s i t i o n o v e r 

t i m e . The c o o p e r a t i v e c r e d i t s y s t e m , i n c l u d i n g t he P r o d u c t i o n C r e d i t A s s o c i a t i o n s 

(PCA) and t he F e d e r a l Land Bank A s s o c i a t i o n s ( F L B ) , has shown marked g a i n s i n 

t h e amount o f c r e d i t e x t e n d e d t o f a r m s , e x p e r i e n c i n g g r o w t h r a t e s f a r e x c e e d i n g 

t h a t o f b a n k s . T h e r e has a l s o been some s h i f t i n g among o t h e r f a r m l e n d e r s i n 

te rms o f t h e i r r e l a t i v e s h a r e o f o u t s t a n d i n g f a r m l o a n s . The e s t i m a t e d amount 

o f c r e d i t e x t e n d e d by n o n i n s t i t u t i o n a l l e n d e r s d r o p p e d f r om abou t 43 p e r c e n t o f 

t h e t o t a l i n 1950 t o j u s t u n d e r 41 p e r c e n t i n 1968 . I n s u r a n c e c o m p a n i e s , a 



U n i t e d S t a t e s Farm Debt O u t s t a n d i n g by P r i n c i p l e S o u r c e o f C r e d i t 
S e l e c t Y e a r s 1 9 5 0 - 1 9 6 8 

($ M i l l i o n s ) 

1950 1960 1965 1968 1968 as a 
$ % $ % $ % $ % % o f 1950 

N o n r e a l E s t a t e Debt 
A l l C o m m e r c i a l Banks 2 ,048 1 9 . 1 4 , 8 1 9 2 0 . 4 6 , 9 9 0 1 9 . 4 9 , 2 7 2 1 8 . 9 453 
P r o d u c t i o n C r e d i t A s s o c . * 437 4 . 1 1 ,451 6 . 0 2 , 4 0 2 6 . 7 3 , 6 9 4 7 . 5 845 
F a r m e r s Home Adm. 347 3. 2 498 2 .1 644 1 .8 797 1 .6 230 
M e r c h a n t s , D e a l e r s , O t h e r s 2 , 3 0 0 2 1 . 5 4 , 8 0 0 2 0 . 3 7 , 1 0 0 1 9 . 7 9 , 7 6 0 1 9 . 9 424 

T o t a l N o n r e a l E s t a t e Debt 5 , 1 3 2 4 7 . 9 1 1 , 5 6 8 4 8 . 9 1 7 , 1 3 6 4 7 . 6 2 3 , 5 2 3 4 8 . 0 458 

Farm M o r t g a g e Debt 
A l l C o m m e r c i a l Banks 937 8 . 7 1 ,631 6 . 9 2 , 6 6 9 7 . 4 3 , 5 4 2 7. 2 378 
F e d e r a l L a n d Banks 965 9 . 0 2 , 3 3 5 9 . 9 3 . 6 8 7 1 0 . 2 5 , 5 6 3 1 1 . 3 576 
L i f e I n s . Compan ies 1 ,172 1 0 . 9 2 , 8 1 9 1 1 . 9 4 , 2 8 8 1 1 . 9 5 , 5 4 3 1 1 . 3 472 
F a r m e r s Home Adm. 193 1 .8 439 1 .9 619 1 .7 536 1.1 278 
I n d i v i d u a l s and O t h e r 2 , 3 1 2 2 1 . 6 4 , 8 5 7 2 0 . 5 7 , 6 3 2 2 1 . 2 1 0 , 3 0 8 2 1 . 0 446 

T o t a l M o r t g a g e Debt 5 , 5 7 9 5 2 . 1 1 2 , 0 8 1 5 1 . 1 1 8 , 8 9 5 5 2 . 4 2 5 , 4 9 2 5 2 . 0 457 

T o t a l Farm Debt O u t s t a n d i n g * * 10 ,711 1 0 0 . 0 2 3 , 6 4 9 1 0 0 . 0 3 6 , 0 3 1 1 0 0 . 0 4 9 , 0 1 5 1 0 0 . 0 458 

* I n c l u d e s F. I . C . B. L o a n s and D i s c o u n t s t o p r i v a t e f i n a n c i n g i n s t i t u t i o n s . 
* * T o t a l s may n o t add due t o r o u n d i n g 
S o u r c e : A g r i c u l t u r a l C r e d i t and R e l a t e d D a t a , 1 9 6 8 , A m e r i c a n B a n k e r s A s s o c i a t i o n 
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m a j o r s o u r c e o f f a r m r e a l e s t a t e l o a n s , have shown a d e c r e a s e i n t h e i r r e l a t i v e 

s h a r e , h o l d i n g abou t 11 p e r c e n t o f t o t a l o u t s t a n d i n g s i n 1969 as compared t o 13 

p e r c e n t i n 1950 . The s h a r e h e l d by banks d u r i n g t h a t p e r i o d d ropped f r o m abou t 

2 7 . 8 t o 2 6 . 1 p e r c e n t . The Fa rmers Home A d m i n i s t r a t i o n , n e v e r a m a j o r s o u r c e o f 

c r e d i t , a c c o u n t e d f o r o n l y 2 . 7 p e r c e n t o f o u t s t a n d i n g l o a n s i n 1969 as compared 

t o 5 .1 p e r c e n t i n 1950 . A l l o f t h e s e d e c l i n e s i n s h a r e s w e r e a b s o r b e d by t h e 

PCA and t he F L B : t h e PCA s h a r e h a s i n c r e a s e d f rom 4 .1 t o 7 . 5 p e r c e n t o f t o t a l 

o u t s t a n d i n g s w h i l e t h e F L B ' s has s h i f t e d f rom 9 . 0 t o 1 1 . 3 p e r c e n t d u r i n g t h e 

1 9 5 0 - 6 9 p e r i o d . 

T h i s c h a n g i n g p a t t e r n i s more p r o n o u n c e d i n t h e l i g h t o f d a t a on o u t ­

s t a n d i n g l o a n s h e l d by i n s t i t u t i o n a l s o u r c e s . In 1 9 6 9 , b a n k s h e l d abou t 4 4 . 1 

p e r c e n t o f t o t a l l o a n s o u t s t a n d i n g , down f r om 4 8 . 9 p e r c e n t i n 1 9 5 0 , w h i l e t he 

c o o p e r a t i v e sys tem i n c r e a s e d i t s s h a r e f rom 23 t o 3 2 . 8 p e r c e n t . These changes 

i n t h e b a n k s ' r e l a t i v e p o s i t i o n as a s o u r c e o f fa rm c r e d i t a l o n g w i t h t h e s l o w e r 

g r o w t h r a t e p r o v i d e a b a s i s f o r t h e c o n c e r n o v e r f u t u r e bank p a r t i c i p a t i o n i n 

t h e a g r i c u l t u r a l c r e d i t m a r k e t . To a l a r g e e x t e n t , t he r e a s o n s f o r t he d e c l i n e 

c a n be t r a c e d t o t he economic o r g a n i z a t i o n o f b a n k i n g . 

Farm C r e d i t E x t e n s i o n by C o m m e r c i a l B a n k s . 

I n te rms o f t o t a l bank l e n d i n g , a g r i c u l t u r a l c r e d i t i s o n l y o f r e l a ­

t i v e l y m i n o r i m p o r t a n c e . Farm l o a n s t y p i c a l l y a c c o u n t f o r a b o u t 5 p e r c e n t o f 

t o t a l bank l o a n s o u t s t a n d i n g f o r a l l b a n k s i n t h e n a t i o n . Farm l e n d i n g a c t i v i t y , 

h o w e v e r , i s c o n c e n t r a t e d i n a l a r g e number o f r e l a t i v e l y s m a l l r u r a l b a n k s , w i t h 

f a r m l o a n s r e p r e s e n t i n g o n e - h a l f o r more o f t h e i r t o t a l l o a n p o r t f o l i o s . T h u s , 

w h i l e fa rm l o a n s a r e a s m a l l p a r t o f a l l l o a n s made by c o m m e r c i a l b a n k s , a d i s ­

p r o p o r t i o n a t e l y l a r g e number o f banks a r e engaged i n t h e e x t e n s i o n o f f a r m c r e d i t 

t o a s i g n i f i c a n t d e g r e e . M o r e o v e r , t h e r e i s g e n e r a l l y an i n v e r s e r e l a t i o n s h i p 

be tween t h e vo lume o f d e p o s i t s h e l d by a bank and t he p r o p o r t i o n o f f a r m l o a n s 

t o t o t a l l o a n s . 
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The s m a l l c o u n t r y b a n k , w h i c h i s t he dominan t s o u r c e o f f a r m c r e d i t , 

i s t h e most d i r e c t l y a f f e c t e d by changes i n t h e s t r u c t u r e o f a g r i c u l t u r e . T h i s 

means t h a t t h e p o t e n t i a l l y l a r g e e x p a n s i o n o f c r e d i t r e q u i r e m e n t s i n a g r i c u l t u r e 

w i l l p r i m a r i l y a f f e c t t h a t p a r t o f t he c o m m e r c i a l b a n k i n g s y s t e m r e p r e s e n t i n g 

t h e s m a l l e s t s h a r e o f r e s o u r c e s . 

The b a s i c t r e n d s i n fa rm f i n a n c e s u g g e s t t h a t t h e s e s m a l l banks w i l l 

have a l e s s t h a n f a v o r a b l e p o s i t i o n f o r f u t u r e p a r t i c i p a t i o n i n t he f a r m c r e d i t 

6 / 

marke t .— The p r i m a r y s o u r c e o f l o a n a b l e f unds f o r t h e s e b a n k s has been d e p o ­

s i t s , bu t as t he amount o f d e p o s i t g r o w t h i s c l o s e l y r e l a t e d t o t he g r o w t h i n 

a g g r e g a t e income i n t h e i r marke t a r e a , f o r many r u r a l banks t h i s means a g g r e g a t e 

f a r m i n c o m e . As p r e v i o u s l y i n d i c a t e d , f a r m income has been i n c r e a s i n g a t a f a i r ­

l y s l o w r a t e , c e r t a i n l y much s l o w e r t h a n t h e demand f o r c r e d i t . L o a n a b l e f u n d s 

a v a i l a b l e t o t h e s e banks must thus w i t h s t a n d i n c r e a s i n g p r e s s u r e as l o a n demand 

g rows . In r e c e n t y e a r s t h i s gap has been f i l l e d by s a l e s o f government s e c u r i ­

t i e s and o t h e r bank i n v e s t m e n t s , a p r o c e s s w i t h o b v i o u s l i m i t a t i o n s . I t a p p e a r s 

f rom t h i s t h a t t h o s e m a j o r fa rm l e n d i n g banks w i l l be u n a b l e t o meet i n c r e a s e s 

i n f a r m l o a n demands t h r o u g h d e p o s i t i n f l o w s . W h i l e d e p o s i t i n f l o w s a r e , o f 

c o u r s e , o n l y one among s e v e r a l s o u r c e s o f l o a n a b l e f u n d s a v a i l a b l e t o a b a n k , 

t he p o i n t s t r e s s e d h e r e i s t h a t i f many o f t h e s e banks a r e t o s i g n i f i c a n t l y 

p a r t i c i p a t e i n t he accommoda t ion o f t he e x p e c t e d g r o w t h i n demand f o r f a r m c r e d i t , 

t hey w i l l be u n a b l e t o o p e r a t e on t he b a s i s o f d e p o s i t g r o w t h and w i l l t h u s need 

t o r e l y on s u p p l e m e n t a l r e s o u r c e s t o a g r e a t e r e x t e n t . 

A s e c o n d g e n e r a l p r o b l e m f a c i n g s m a l l c o u n t r y b a n k s i s t he r a p i d l y 

r i s i n g c r e d i t r e q u i r e m e n t s o f t h e i n d i v i d u a l f a r m u n i t . A s n o t e d e a r l i e r , i n d i ­

v i d u a l fa rm d e b t has r i s e n d r a m a t i c a l l y i n r e c e n t y e a r s , and t he r e q u i r e m e n t s 

6 / 
— T h i s s i t u a t i o n i s g i v e n more e x t e n s i v e t r e a t m e n t i n " C e n t r a l Bank ­

i n g and t he A v a i l a b i l i t y o f A g r i c u l t u r a l C r e d i t , " Andrew F. B r i m m e r , J o u r n a l 
o f A g r i c u l t u r a l E c o n o m i c s , V o l . 5 0 , No. 2 , May 1 9 6 8 . 
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f o r o p e r a t i n g c r e d i t d u r i n g a y e a r c a n f a r e x c e e d y e a r - e n d o u t s t a n d i n g 

b a l a n c e s . Y e t , banks a r e l i m i t e d i n t h e amount t hey c a n e x t e n d t o an i n d i ­

v i d u a l b o r r o w e r by l e g a l r e s t r i c t i o n s r e l a t i v e t o bank c a p i t a l o r by manage­

ment d e c i s i o n s r e l a t e d t o r i s k o r l i q u i d i t y c o n s i d e r a t i o n s . T h e s e l i m i t a t i o n s 

hamper s m a l l e r banks as they compete f o r t h e a c c o u n t s o f t he l a r g e r , more p r o s ­

p e r o u s f a r m b o r r o w e r s . 

C o l l e c t i v e l y , t h e s e t r e n d s s u g g e s t t h a t t he c a p a c i t y o f many c o u n t r y 

banks i s b e i n g s u r p a s s e d by t h e g r o w t h t a k i n g p l a c e i n f a r m c r e d i t r e q u i r e m e n t s 

and t h a t t h e s e banks w i l l no t be a b l e t o e f f e c t i v e l y s e r v e a g r i c u l t u r e i n t he 

f u t u r e . The ma in p r o b l e m , h o w e v e r , a p p e a r s t o be w i t h bank p a r t i c i p a t i o n i n 

t h i s m a r k e t r a t h e r t han w i t h t he o v e r a l l f l o w o f f u n d s i n t o a g r i c u l t u r e . T h i s 

o b s e r v a t i o n i s made on t h e b a s i s o f t h e a v a i l a b i l i t y o f a l t e r n a t i v e s o u r c e s o f 

nonbank c r e d i t and t he l a r g e l y u n t a p p e d s o u r c e s o f e q u i t y c a p i t a l t h a t c o u l d be 

a t t r a c t e d t h r o u g h changes i n f a r m c o r p o r a t i o n and o t h e r o r g a n i z a t i o n a l l a w s . 

H i s t o r i c a l l y t h e r e i s l i t t l e e v i d e n c e o f p r o l o n g e d c a p i t a l s h o r t a g e s 

i n a g r i c u l t u r e . In t he f a c e o f c r e d i t r e s t r i c t i o n s , v a r i o u s a r r a n g e m e n t s were 

d e v e l o p e d i n t h e f o rm o f new i n s t i t u t i o n s , s u b s i d i z e d c r e d i t o r t h r o u g h t h e 

7/ 

m e r c h a n t , d e a l e r and " o t h e r " c r e d i t c a t e g o r y . — I t can be r e a s o n a b l y assumed 

t h a t as f a r m e r s grow i n f i n a n c i a l s t r e n g t h i n t h e f u t u r e , a d e q u a t e c r e d i t f l o w s 

w i l l a l s o be d e v e l o p e d t o meet t h e i r c r e d i t r e q u i r e m e n t s . C e r t a i n l y , i f p r e s e n t 

f a r m f i n a n c e t r e n d s c o n t i n u e and t he b a n k i n g s y s t e m f a i l s t o s o l v e t he d i l e m m a 

7/ 
— The F e d e r a l Government h a s been a p r o m i n e n t s o u r c e o f f i n a n c i a l 

r e l i e f . S e v e r a l o f i t s p r o g r a m s were a n a l y z e d by t h e C o m m i s s i o n on Money and 
C r e d i t . See e s p e c i a l l y " T h e C r e d i t P rog rams S u p e r v i s e d by t he Farm C r e d i t 
A d m i n i s t r a t i o n " by D. G a l e J o h n s o n and " T h e F e d e r a l C r e d i t P rog rams f o r I n ­
d i v i d u a l Farm D e v e l o p m e n t " by D a l e E . Hathaway i n F e d e r a l C r e d i t A g e n c i e s 
C o m m i s s i o n on Money and C r e d i t , P r e n t i c e - H a l l , I n c . , Eng lewood C l i f f s , N . J . , 
1 9 6 3 . A n o t h e r i m p o r t a n t s o u r c e o f f a r m c r e d i t i s t h a t e x t e n d e d by m e r c h a n t s 
and p r i v a t e i n d i v i d u a l s . See M e r c h a n t and D e a l e r C r e d i t i n A g r i c u l t u r e by 
W i l e l l y n M o r e l l e , Leon H e s s e r and Emanuel M e l i c h a r , B o a r d o f G o v e r n o r s o f t he 
F e d e r a l R e s e r v e S y s t e m , W a s h i n g t o n , D . C . , 1966 . 



f a c i n g s m a l l c o u n t r y b a n k s , t h e r e w i l l be a s h i f t i n g o f fa rm c r e d i t s o u r c e s , 

and some f r i c t i o n s i n c r e d i t f l o w s w i l l d e v e l o p . T h e r e i s l i t t l e l o g i c , how­

e v e r , i n a r g u i n g t h a t a s o l u t i o n t o t h e d i l emma i s e s s e n t i a l t o the f l o w o f 

c r e d i t and t he g r o w t h o f a g r i c u l t u r e . The q u e s t i o n i s r a t h e r t he d e g r e e t o 

w h i c h t h e c o m m e r c i a l b a n k i n g s y s t e m w i l l p a r t i c i p a t e i n t he fa rm c r e d i t m a r k e t . 

P r o p o s e d Changes i n Farm C r e d i t F l o w s Th rough B a n k s . 

From t h e b a n k i n g s y s t e m ' s v i e w p o i n t , t he p r o b l e m s f a c i n g r u r a l banks 

a r e s e r i o u s and r e q u i r e c o r r e c t i o n . S e v e r a l p r o p o s a l s have been s u g g e s t e d t o 

enhance t h e f l o w o f f u n d s t h r o u g h t he b a n k i n g s y s t e m i n t o a g r i c u l t u r e , p r o p o s ­

a l s r a n g i n g f r om schemes t o s t r e n g t h e n t h e r u r a l b a n k s ' p o s i t i o n by c r e a t i n g 

g r e a t e r a c c e s s to n o n d e p o s i t s o u r c e s o f f u n d s , t o p l a n s t h a t w o u l d c a u s e f u n d a ­

m e n t a l changes i n t h e e c o n o m i c o r g a n i z a t i o n o f t h e b a n k i n g s y s t e m . These s u g ­

g e s t i o n s s h a r e t he g o a l o f m a i n t a i n i n g o r i n c r e a s i n g t he p a r t i c i p a t i o n o f banks 

i n t h e fa rm c r e d i t m a r k e t , and a l l w o u l d i n v o l v e some d e g r e e o f change i n c u r ­

r e n t l e g a l and i n s t i t u t i o n a l a r r a n g e m e n t s . Howeve r , t h e y a p p r o a c h t he p r o b l e m 

o f t h e r u r a l bank w i t h s i g n i f i c a n t d i f f e r e n c e s i n b a s i c a s s u m p t i o n s , d i f f e r e n c e s 

w h i c h r a i s e i m p o r t a n t q u e s t i o n s due t o t h e p u b l i c p o l i c y i m p l i c a t i o n s o f t h e 

p r o p o s a l s . 

I n g e n e r a l , t h e s e d i f f e r e n t a s s u m p t i o n s c a n be c l a s s i f i e d i n t o two 

b r o a d g r o u p s . One i s t h a t t he f l o w o f c r e d i t i n t o a g r i c u l t u r e t h r o u g h banks 

i s r e s t r i c t e d b e c a u s e o f t h e i n a d e q u a c y o f t he i n s t i t u t i o n a l a r r a n g e m e n t s w h i c h 

t i e t h e r u r a l bank to t he money m a r k e t s . I t i s a r g u e d t h a t r u r a l banks s u f f e r 

i n t h e i r a b i l i t y t o a c q u i r e money marke t f unds b e c a u s e o f t h e s i z e and t y p e o f 

t h e b a n k s ' t r a n s a c t i o n s , t h e i r r e l a t i v e l y i s o l a t e d l o c a t i o n s and t h e s i z e o f 

t h e i n s t i t u t i o n s t h e m s e l v e s . P e r h a p s t h e b e s t s t a t e m e n t o f t h i s p o s i t i o n i s 

t h a t o f Raymond D o l l o f t he Kansas C i t y F e d e r a l R e s e r v e Bank who p r o p o s e s , 

among o t h e r t h i n g s , t he deve lopmen t o f a s e c o n d a r y marke t f o r r u r a l bank 
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p o r t f o l i o i t e m s . — Th rough t h i s k i n d o f m e c h a n i s m , r u r a l banks w o u l d s u p p o s e d ­

l y g a i n a c c e s s t o n o n d e p o s i t f u n d s and t h e n be i n a p o s i t i o n t o e x t e n d more 

c r e d i t t o f a r m e r s . 

A s i m i l a r a p p r o a c h to t he p r o b l e m l i e s b e h i n d t h e F e d e r a l R e s e r v e 

9 / 

p r o p o s a l to p r o v i d e f o r s e a s o n a l f l u c t u a t i o n s t h r o u g h t he d i s c o u n t window.— 

H e r e i t i s a r g u e d t h a t i n h e r e n t l y a g r i c u l t u r a l s e a s o n a l s w i n g s i n b o t h d e p o s i t 

and l e n d i n g a c t i v i t y l e a d t o d i f f i c u l t i e s i n d e p o s i t management and r e d u c e d 

l e n d i n g a c t i v i t y on t he p a r t o f b a n k s . The p r o p o s e d s e a s o n a l accommodat ion 

w o u l d a l l o w banks to r e l y on n o n d e p o s i t f unds t o a b s o r b t he s w i n g s and wou ld 

p e r m i t them t o more e f f e c t i v e l y u t i l i z e t h e i r d e p o s i t s f o r t h e s e t y p e s o f l o c a l 

l e n d i n g . 

The s e c o n d b r o a d v i e w o f t he r u r a l bank p r o b l e m i s t h a t many o f t h e s e 

s m a l l banks a r e e c o n o m i c a l l y i n e f f i c i e n t i n t e rms o f c o s t s o f o p e r a t i o n and t h e i 

a b i l i t y t o s e r v i c e l o a n c u s t o m e r s . The p r o p o s a l t o c o r r e c t t h i s i s t o l i b e r a l ­

i z e b a n k i n g l e g i s l a t i o n i n o r d e r t o a l l o w bank u s e r s a c c e s s t o e c o n o m i c a l l y 
• , 1 0 / l a r g e r b a n k s . — 

R e c e n t a t t e m p t s to e x t e n d b r a n c h b a n k i n g s y s t e m s i n t o r u r a l a r e a s 

t h r o u g h changes i n s t a t e b a n k i n g l e g i s l a t i o n r e s t t o a c o n s i d e r a b l e e x t e n t 

upon t he l a t t e r a rgument . In g e n e r a l , p r o p o n e n t s o f t h i s change a r g u e t h a t t he 

dom inance o f t he s m a l l u n i t bank and t h e r e s t r i c t e d r e s o u r c e s a v a i l a b l e t o 

t h e s e banks have hampered r u r a l e c o n o m i c d e v e l o p m e n t and impeded t he f l o w o f 

8 / 
— U n i f i e d M a r k e t s f o r R u r a l B a n k s " by Raymond J . D o l l , B a n k i n g , 

V o l . 6 1 , No . 7 , J a n u a r y 1 9 6 9 , p. 63 
9 / 
— R e a p p r a i s a l o f t he F e d e r a l R e s e r v e D i s c o u n t Mechan ism — R e p o r t o f 

a S y s t e m C o m m i t t e e , B o a r d o f G o v e r n o r s o f t he F e d e r a l R e s e r v e S y s t e m , J u l y 1968 . 

— - ^ S e v e r a l p e r s o n s have a d o p t e d t h i s v i e w . F o r e x a m p l e , s e e " B r a n c h ­
i n g O f t e n B e s t Way to Meet F i n a n c i a l Demands o f New M a r k e t " by W i l l i a m B. Camp, 
f o r m e r C o m p t r o l l e r o f t h e C u r r e n c y , A m e r i c a n B a n k e r , March 2 5 , 1968 and " C o u r t s , 
A g e n c i e s S h o u l d R e - e x a m i n e C r i t e r i a f o r B a n k i n g M a r k e t s " by George W. M i t c h e l l , 
member F e d e r a l R e s e r v e B o a r d , A m e r i c a n B a n k e r , June 1 8 , 1968 . 
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c r e d i t t o f a r m e r s . S u p p o r t f o r t h i s p o s i t i o n i s f ound i n s e v e r a l s t u d i e s o f 

b a n k i n g o p e r a t i o n s w h i c h p r o v i d e f a i r l y c l e a r e v i d e n c e t h a t econom ies o f s c a l e 

e x i s t w i t h i n t he i n d u s t r y and t h a t economic p e r f o r m a n c e i s a f f e c t e d by bank 

s i z e and c o n t r o l . To c o n c l u d e f r om t h e s e s t u d i e s t h a t a s t r u c t u r a l c h a n g e , 

s u c h as b r a n c h b a n k i n g , w i l l have a b e n e f i c i a l e f f e c t on f a r m c r e d i t , h o w e v e r , 

r e q u i r e s an a s s u m p t i o n t h a t t he a d v a n t a g e s o f s c a l e econom ies and b a n k i n g o r ­

g a n i z a t i o n e x t e n d t o a l l b a n k i n g o p e r a t i o n s o r , more t o t h e p o i n t , t o t h e fa rm 

l e n d i n g a c t i v i t i e s o f t he bank — an a s s u m p t i o n t h a t i s , as y e t , u n s u p p o r t e d 

by e m p i r i c a l e v i d e n c e . M o r e o v e r , l i t t l e i n f o r m a t i o n e x i s t s r e g a r d i n g t h e a l l o ­

c a t i o n o f c r e d i t among t he a l t e r n a t i v e s a v a i l a b l e t o b r a n c h banks o r t h e e x p e c t e d 

r e l a t i o n s h i p as a p p l i e d to i n d i v i d u a l l o a n s . I n o t h e r w o r d s , i s t h e r e any r e a ­

son t o e x p e c t t h a t a r e l a x a t i o n o f l i m i t a t i o n s on bank s i z e w i l l r e s u l t i n a 

l a r g e r f l o w o f c r e d i t i n t o t he a g r i c u l t u r a l s e c t o r o r imp roved l e n d i n g te rms 

w i t h r e s p e c t t o t h e i n d i v i d u a l b o r r o w e r ? 

The n o t a t i o n t h a t a d v a n t a g e s o f s c a l e m i g h t have l i t t l e p o s i t i v e i n ­

f l u e n c e on fa rm c r e d i t e x t e n s i o n i s e x p r e s s e d t o some e x t e n t i n t he a l r e a d y 

m e n t i o n e d p r o p o s a l s d e s i g n e d t o i m p r o v e t he f l o w o f c r e d i t i n t o a g r i c u l t u r e 

t h r o u g h t h e c o m m e r c i a l b a n k i n g s y s t e m w h i l e n o t n e c e s s i t a t i n g a change i n 

s t r u c t u r e . The r a t i o n a l e b e h i n d t h e s e p r o p o s a l s i s t h a t r e s t r i c t i o n s on f a r m 

c r e d i t f l o w s a r e due more t o f o r c e s e x t e r n a l t o the bank and t o money marke t 

i m p e r f e c t i o n s than to p r o b l e m s a s s o c i a t e d w i t h b a n k i n g s t r u c t u r e . These f o r c e s 

w o u l d i n c l u d e l e g a l l i m i t a t i o n s on bank l e n d i n g a c t i v i t i e s , t he t y p e s o f l e n d i n g 

a r r a n g e m e n t s t h a t a r e a s s o c i a t e d w i t h a g r i c u l t u r a l c r e d i t , and a s e p a r a t i o n o f 

t h e f a r m s e c t o r f rom the m a j o r money m a r k e t s . W h i l e t h i s v i e w g e n e r a l l y r e c ­

o g n i z e s t h e s t r u c t u r a l p r o b l e m s i n v o l v e d whe re s m a l l u n i t banks a r e t h e d o m i ­

n a n t s u p p l i e r o f a g r i c u l t u r a l c r e d i t , much more emphas i s t e n d s t o be p l a c e d 

on t h e e x t e r n a l l i m i t a t i o n s on t h e f l o w o f c r e d i t i n t o a g r i c u l t u r e . The a r g u ­

ment i s weakened , h o w e v e r , t o t h e e x t e n t t h a t t h e s e e x t e r n a l l i m i t a t i o n s have 
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no t been overcome t h r o u g h some i n s t i t u t i o n a l a r r a n g e m e n t i n t he p a s t and t h a t 

no a t t e n t i o n h a s been p a i d t o t h e p o s s i b i l i t y t h a t s m a l l banks may be i n e f f i c i e n t 

i n t h e u s e o f a d d i t i o n a l r e s o u r c e s o r w o u l d c o n t i n u e t o be e c o n o m i c a l l y i n f e r i o r 

as a s o u r c e o f c r e d i t t o t h e i n d i v i d u a l b o r r o w e r . 

T h i s p r o b l e m i s o f c o n s i d e r a b l e i m p o r t a n c e i n r u r a l a r e a s where s m a l l 

u n i t banks d o m i n a t e t h e b a n k i n g s t r u c t u r e and a g r i c u l t u r e i s a p r i m a r y s o u r c e 

o f economic a c t i v i t y . W h i l e t h e d e b a t e o v e r b r a n c h b a n k i n g i n v o l v e s s e v e r a l 

m a j o r i s s u e s o f w h i c h t h e f l o w o f f a r m c r e d i t i s o n l y one and w h i l e d e c i s i o n s 

t o change b a n k i n g s t r u c t u r e m igh t be made r e g a r d l e s s o f any i m p a c t on f a r m 

c r e d i t , i t i s i m p o r t a n t t h a t t h i s v i t a l l i n k i n t he fa rm p r o d u c t i o n p r o c e s s be 

c o n s i d e r e d . I t i s o b v i o u s l y t h e hope o f t h e b r a n c h p r o p o n e n t s t h a t g a i n s i n 

o v e r a l l b a n k i n g e f f i c i e n c y w i l l p r o d u c e b e n e f i c i a l r e s u l t s f o r a g r i c u l t u r e . T h i s 

may be t he c a s e , bu t t h e r e i s l i t t l e s o l i d e m p i r i c a l e v i d e n c e t o d e m o n s t r a t e i t s 

a c t u a l i t y . A t t h e same t i m e , a t t e m p t s a t i m p r o v i n g f i n a n c i a l f l o w s t h r o u g h t h e 

b a n k i n g s y s t e m m igh t be w a s t e d e f f o r t i f t h e s m a l l u n i t banks a r e u n a b l e t o u s e 

t h i s f l o w e f f e c t i v e l y . The p o s s i b i l i t y a l s o e x i s t s t h a t some c o m b i n a t i o n o f 

a p p r o a c h e s w i l l be needed t o i n s u r e t h e c o n t i n u o u s p a r t i c i p a t i o n o f banks i n 

t h e a g r i c u l t u r a l c r e d i t m a r k e t . These a r e j u s t a few o f t h e r a m i f i c a t i o n s t h a t 

t h e p o l i c y maker w i l l have t o c o n s i d e r i n d e t e r m i n i n g t he f u t u r e s t r u c t u r e o f 

b a n k i n g . 

A c o m p l e t e e v a l u a t i o n o f s p e c i f i c p r o p o s a l s o r , f o r t h a t m a t t e r , o f 

t h e comp lex o v e r a l l r e l a t i o n s h i p be tween b a n k i n g and a g r i c u l t u r a l c r e d i t , h a s 

o n l y been s u p e r f i c i a l l y t r e a t e d i n t h i s r e p o r t . The f u t u r e o f t h e s m a l l r u r a l 

bank and i t s r o l e as a s u p p l i e r o f f a r m c r e d i t i s u n c e r t a i n , h o w e v e r , and t h e r e 

w o u l d a p p e a r t o be l i t t l e q u e s t i o n t h a t some c h a n g e s w i l l be o c c u r r i n g . I t i s 

a l s o q u i t e p o s s i b l e t h a t d e c i s i o n s to change t h e s t r u c t u r e o f c o m m e r c i a l bank ­

i n g w i l l t a k e p l a c e r e g a r d l e s s o f t h e i r i m p a c t on f a r m c r e d i t f l o w s . T h u s , i t 
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i s i m p o r t a n t t h a t a l l a s p e c t s o f the i s s u e be c o n s i d e r e d and u n d e r s t o o d s o t h a t 

a g r i c u l t u r a l p r o d u c t i o n w i l l n o t be hampered by a d i s r u p t i o n i n c r e d i t f l o w s . 

X 
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