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l\tanagemtnl Problems 

The management problems under equity financing of farm businesses might 
be somewhat different than under individual ownership and standard leasing 
arungements. The incentive would be present for the officials of the corpon
cion to make as high a profit as possible. Returns ro both operator and owner 
would be proportional to the net income of the farm business. Net income 
would be maximized by kctping each major piece of wm equipment in use to 
its full seasonal capacity. More nearly optimum combinations of f:l.ctors would 
reduce or eliminate completely many of the management problems that now 
exist on inadequate farms. Since all expenses, including repairs to the buildings 
and fences, must be paid before the net income is divided, the tenant '\I;ould be 
interested in keeping these COSts as low as possible. The type of joint interest 
that would be created by the lease or business agreement would require :I. high 
degree of mutllu tru$( betwccn the maruger and the ten am. For rhis rcuon, the 
brm manager would need to be a person well tf2ined in hUffi2.n engineering as 
well as farm mana.gement. 

Transftr of Tille 

A distinguishing featu re of the plan oudined in this analysis is the provi
sion fot transfer of the property to a successful operator. The time to consider 
such a transfer would be when the operator had accumulated sufficient equity to 
own the working assers completely, and to fina.nce purchase of the bnd with a. 
credit such as the Fedml Land Bank or a life insurance company. The 
business should be sold as a. complete unit, not as sc:pante items of land and 
wodcing assers. Under present lending pra.ctices, sa.tisfacrory equities would have 
to be acquired to qualify for both real em.te and chattel loans. The price would 
be determined at the time the saJe was made. This procedure is necessuy to 

ma.imain the assets of the corporation. If bnd values :lnd prices of working as· 
setS such as livestock and machinery have :ldvanced, replacement of the busi· 
ness will COSt more than was paid for it. If prices have declined, it can be re
placed for less. The opento! should not be required to buy the farm where he 
has acquired his savings, if another business is available at lower COSt. Under 
these conditions, he should have the privilege of selling his Class B shares either 
to the corpontion itself or to anOther tenant so that he can purchase the other 
farm. 

SUMMARY AND CON CLUSIONS 

Families who do not inherit substantial equities in good farm businesses 
have difficulty in getting est2blished in farming. This faCt is causing farm leaders 
much concern over the possibility of losing the family farm as a basic institution 
of rural organization. 

Numerous programs ha.ve been tried to overcome this difficulty. They have 
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included special credit facilities and m:.my price and income scabililing rne2Sure5. 
Most of these procedures have already proved to be ineffective. They will con· 
tinuc to be impotent if they are not directed toward improving the economic 
organization of f:um businesses so that production COStS eM be reduced md pro
ducts sold at supply-demand prices. In order to improve economic efficiency, the 
farm labor fotcc must be kept fully employed, capit:li equipment in full seasonal 
use, and the land at :I. high level of productivity. Sweeping ch:l.ngcs must be 
m:l.cic in the organiz:i.tion of most (:urns, if the economic position of rural peo
ple is to be improved. 

Present lending practices do no! permit most of the credit :l.genci~:s to 
finance adjustments needed for bern opcnrors to !:ah adnnuge of the new 
farm technology that h:as been developing in the IllSt h:alf-cemury. The result is 
widespread frustration, both :among f:armers and the leaders of farm organizations. 

Successful :ascent of the old agricultural ladder from £:arm !:aOOter to f:lIm 
owner is pncrically impossible now without subst:antial f:amily :assist:ance. This 
difficulty will be removed, if some provision c:an be made for supplying risk 
ClIpit:l.1 to young farmers :H the time they are best able to c:aery :a heavy lo:ad of 
work. 

Another problem that confronts many young farm operators is lack of skill 
in man:l.ging :a business. A financing corporation designed ro bring risk ClIpital 
to agriculture c:an overcome this difficulry by providing managerial aid to young 
men during their early years in £:arming. 

Analysis of farm records shows thar this system of finance, when applied ro 
well-b:ahnced operating units, will provide incomes that will permit efficient 
opentors to accumulate capital and become owners much e:arlier th:l.n they ClIn 
under the procedures now being used. The corpondon that supplies the fisk 
capital will be able to p:l.y its operating expenses :and return dividends to in
vestors that exceed the usu:ai nte paid on bonds or farm mortgages. 

A financing corporation :also will m:ake it possible for young openrors to 

begin incr~ing their net worth :almost from the outset of theif start in &.rming. 
The speed of savings accumulation will depend upon many £:actors. One of the 
most important is the spending h:abits of the family. The records that were ex
amined showed thar il would be possible for a farm operator ro become :an 
owner in a reason:able number of years while mairuaining a level of living equal 
to or above the avenge of the community where the £:arm is located. 

The financing corporation that would make th is capital available to farmers 
would present the following major :adv:anuges: (1) it would provide for more 
effecrive use of resources than under existing financing procedures; (2) it would 
permit p:ayment of imerest on capit:al, rent on land, w:ages to !:abot and profits 
to man:agemenr more nearly in line with their contributions to earnings than 
is possible on a high percentage of £:arms at this time; (3) it would decrease the 
economic losses resulting from closing out farm businesses and re.est:ablishing 
them each generation; (4) it would strengthen rather than jeopardize the famil y 



RESEARCH BUllETIN 714 39 

farm; (5) it would build strong equities in efficient farm businesses for existing 
credit agencies to finance; and (6) it would help beginning farmers get started 
in a profitable business without paying the penalty of high interest rates to take 
care of risk. 

Three major obstacles lie in the pathway of organizing this type of financ
ing agency: (1) legal restriccions on corporate ownership of farm land in many 
states; (2) the problem of selling enough stock to finance 50 or more well-or
ganized farms at a COSt of $'0,000 or more per fum; and (3) the expense of 
operating such a holding corporation until it becomes est:l.blishcd and income 
_begins to flow through it. 

If these obstacles can be overcome, a financing corporation appears to be 
the solution to many of the probJems confronting farmers and national leaders 
who frame agricultural policies. 
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