


































18 MISSOURI AGRICULTURAL EXPERIMENT STATION 

when prices fall that margin shrinks faster than prices drop. The 
.result is that a change of 25 per cent in the price of the product of 
a farm will actually change the capital value of the farm by much 
more than this per cent. 

Ample Operating Capital Must be Available. 
Operating capital requirements are definitely. on the increase, both 

as to amount and significance. wages of hired labor are greater, 
cash costs of maintenance of equipment and power are much more, 
and becal.'lse of scarcity of experienced farm labor the need for 
labor saving equipment is more pressing. Seed costs more, larger 
quantities of fertilizer are used, and the size of 'the farm unit is 
expanding. All of these changes require added operating capital. 
For equal effectiveness, two to four times the operating capital 
required thirty years ago is now needed. 

A Well Financed Farm Demands a Reserve Fund. 
No well conducted business firm would consider op-erating with­

out some reserves of ca-sh or securities which could be readily 
turned into cash. The farm is no exception to this rule. Therefore, 
when considering the purchase of a farm and estimating the portion 
of one's resources which could safely be. used to apply on such 
purchase, the matter of making allowance for a reasonable reserve 
fund sl;l.ould not be overlooked. 

The amount of reserve which should be provided will depend on 
the size of business being conducted, the regularity and depend­
ability of 'income from current operation and whether or not the 
farming system is of such a nature that there is generally on hand 
some livestock or other regularly produced product which could be 
quickly turned into cash. Frequently, farmers will accumulate 
young breeding stock, work animals or other increase from farm 
operations which may be regarded as a form of reserve. This kind 
of reserve should not be interpreted to include feed supplies which 
will be' needed before feed is again produced, or breeding or work 
animals regularly depended upon for producing the market crop of 
animals or performing the work of production. Whenever one must 
sacrifice breeding animals or work stock needed in the regular 
farming program, then one is reducing the volume of operations 
below normal capacity and thereby endangering the income from the 
farm. Therefore, these items cannot properly be regarded as a 
reserve 

As has been indicated, the proper amount of· reserve is a "pro· 
portion" item determined by certain charj'l,cteristics of the business. 
While no specific figure could properly be given here, it is 
sufficiently specific to say that the reserve should be enough to take 
care of that portion of a year's operating costs which would be 
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endangered by a dry year or other' unavoidable catastrophe which 
would jeopardize the year's receipts. A 50 or 60 per cent margin 
would normally provide sufficient protection from such misfortune. 
Thus if the normal year's expenses amount to $1,000, a reserve of 
$500 or $600 should give ample protection. 

The foregoing relates to the farm business only and does not 
allow for family living reserve needs. ' One might wish to make 
some added reserve provisions for family living requirements. Gen­
erally, however, if the farm business is adequately protected by 
reserves, the family living item will give no trouble. 

Reserves Should be in Non-Speculative Form. 
It is not necessary for one to keep reserves in cas)l but they must 

be in such form that they may be offered as easily convertible col­
lateral for a loan if cash is needed. There are a number of forms in 
which such reserves can be kept which will be satisfactory and in 
which they will accumulate interest while they are serving as 
protection for the farm business. These would include govern­
ment bonds, insurance policies with a considerable ,accumulation of 
cash value,preferred stocks of high character, etc. 

A government bond is one of the most acceptable forms for such 
reserve fund investment and, everyone is duty bound to buy these 
during the war emergency., A life insurance policy which has been 
in force and accumulating a cash value for some time is often 
adequate. Certain stocks of highly stable business firms will fre­
quently serve. One can look at the matter of the reserve fund as 
being an income producing item. It remains an income producing 
item even if it must be used as security for a loan for temporary 
needs. Thus if the reserve is invested in a government bond draw­
ing three per cent interest and it is used as security for a loan at 
the bank on which a six per cent interest rate is charged, the net 
charge against one's income to cover the cost of such a loan would 
be the difference between three per cent and six per cent. In other 
words, the interest received from the bond would pay half of the 
interest charge on the loan at the bank. Thus reserves do not need 
to be kept in a non-earning form. 

From the foregoing it seems there are certain specific policies 
which one should associate with planning the purchase of a farm. 
These would include first, the determination of the minimum siz'e 
of farm to meet one's requirements; second, whether or not one's 
resources wilJ permit the observing of an adequate financing pro­
gram including a safe down payment on the farm, all needed operat­
ing capital, and sufficient reserves 'to guard against temporary 
misfortune; third, a farm unit reasonably valued, based on its 
probable long-time net ;rent income. ' 

There is no fundamental reason why investors should not con­
sider putting some of their savings into a good and adequate farm 
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to be operated by a tenant. Their chief concern should be to pro­
vide a farm appropriate for tenant operation. Such investors fre­
quently make it possible for beginning farm operators to have a 
good farm to operate where otherwise they would be unable with 
their own resources to start farming under favorable circumstances. 
Investors must use more care than in the past to be sure that full 
provision has- been made in their calculation for maintaining the 
productivity of the farm, otherwise the land will depreciate until 
it becomes unsatisfactory not only to the investor but to the tenant 
operator and the community. . 

There is a place in our land ownership pattern for the part-time 
farm unit. Two major considerations must be taken into account 
when considering this kind, of a purchase. First, a part-time farm 
unit must only be associated with that situation where the owner 
has highly dependable outside employment opportunity. Second, 
care must be exercised that part-time farm units do not become a 
burden on the community through holdlng highly productive land 
out of full use because the unit is larger than the occupant can use 
with the time at his disposal. Also, the family occupying a part­
time farm unit should within limits conform to community standards 
in the matter of community improvements which may affect more 
than just that farm unit. 

There is no basic reason why a family, with sufficient resources 
and with this their best opportunity, should not consider the pUr­
chase of a farm when they know it means subsistence for them. The 
important thing they must recognize is that if it is subsistence 
farming, it cannot retire debts in addition to providing them with a 
living. It is entirely possible that it will provide a more .nearly 
adequate living than they could otherwise enjoy, and to this extent 
it is justified. It cannot be held up as a desirable goal for agri­
cultural families. 

Purchasing a farm unit which will qualify as a family farm preb­
ably concerns more farm land buyers than all other classes com­
bined.. A community of adequate family farms is a highly desirable 
one in which to live. To persist as family farm units such farms 
must be operated efficiently, and the productivity of the land must 
be maintained. 

Commercial farms play an important part in American agriculture. 
They are maintaining a high standard of progress in developing 
improved methods and practices, in maintaining farm resources and 
in securing low cost of production. From an investment standpoint 
they seem adequate; as efficient producers they are unsurpa~sed; 
the duties and obligations of their owners and managers as memberE 
of the cotnmunity are great and in SOme cases might be more care· 
fully gauged. 
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Land· Speculation. 
Only indirectly has any reference been made to the individual 

who is expecting to purchase .farmland purely as a speculation. 
While it is undoubtedly true that there is ' a speculative consideration 
in most land purchases, yet if this is the major consideration then 
it is most unfortunate for agriculture; There are few communities 
where farms cannot be bought if a sufficiently high :p.rice is bid fol' 
them. However, so long as the objective of the owner is a safe 
investment with at least a moderate return to capital and an oppor­
tunity to carryon an attractive profession with reasonable prospects 
of an acceptable living, the speculative aspect cannot bea serious 
menace to the community. 

SUMMARY 
1) Farm land prices are greatly influenced by the earnings or 

net rent income from the land. This figure has been unusually high 
for two years. 

2) ' Net rents as commonly computed make insufficient allowance 
for replacement of improvements and restorati'on of productivity. 
Consequently, the per cent actually earned is usually less than the 
apparent rate. 

3) Neighborhood features and ho~e facilities within the farm 
together with the net rent prospects 'must justify most of the capital 
value of the property. 

4) Making certain that the farm is an adequate unit from' the 
standpoint of location, living facilities, total production requirements 
and operatin.g economy is highly important. 

5) Needed replacement of improvements and restoration of soil 
productivity may add materially to the investment outlay. 

6) The financing requlrements shcYUld include (a) a safe down 
payment, (b) adequate operating capital, (c) a reserve fund to 
protect the business in case of crop failure or other unavoidable risk. 

7) Money borrowed to complete the financing of the business 
should be on terms best adapted to the income prospects of the 
business, both as to rate and time of making payments on the loan. 

8) A farm should not be bought with the expectation of retiring 
the loan used in its purchase by means of increase in land values 
due to fluctuations of the price level. Paper gains because of rising 
land values do not have debt paying power. 
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9) Investment in a good farm should be regarded as a long-time 
investment made primarily to give to the purchaser a home, and a 
favorable arid permanent place of business with safety of invest­
ment a significant consideration. 

10) Comparatively few farmers have even made significant addi­
tions to their capital resources through land speculation. Generally 
more is lost than is gained. Speculation in farm land is a serious 
detriment to agriculture .. 
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