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FOREWORD

The present study on Agricultural Credit in the United Kingdom has
been carried out within the framework of the study-programme of the
Directorate-General for Agriculture, Commission of the European
Communities, by

Prof. J.S5.G. WILSON,

Professor of Economics and Commerce,

University of Hull.

The results of similar studies for Belgium, France and the G.D. of
Luxemburg (1), the F.R. of Germany (2), Italy (3) and Denmark have

already been circulated.

The divisions "Balance-sheets, studies, statistical information" and
"Conditions of competition and market structures'" of the Directorate-

General for Agriculture have participated in this project.

The present study does not necessarily reflect the opinion of the
Commission of the European Communities and does in no way prejudice

its future standpoint on this subject.

(1) Informations internes sur l'agriculture n° 102 (french, german)
(2) Informations internes sur l'agriculture n° 104 (german)

(3) Informations internes sur l'agriculture n°® 113 (italian, french)



(ii)

NOTE

The present study relating to agricultural credit in the United
Kingdom as one of the New Member States has been prepared along
the lines of the initial study carried out for the original six
Member States. This was done to ensure a degree of comparability
between the relevant chapters of the several country studies,
though at times this has been difficult because of differences
in institutional structure and statistical collection. There may

be some degree of overlap between chapters.
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Introduction:

The present study of the availability of agricultural credit
in the several new Member States of the European Economic Community
is to be related as far as possible to similar studies already
completed for the original six Member States., In addition, structural
changes have been taking place in agriculture (and policies have been
favoured to encourage the acceleration of such changes ~ e.g. the
amalgamation of small ferming units into larger units) and it is
pertinent to enquire whether the amounts of capital and credit
available to agriculture are in fact likely to be adequate to finance
the investments consequent upon structural change, be it on the
production or on the marketing side. In particular, it is proposed to
summarise the sources of capital and credit available to agriculture
in" the United Kingdom -~ e.g. the commercial banksj; the Agricultural
Mortgage Corporation (and in Scotland, the Scottish Agricultural
Securities Corporation); the agricultural merchants and machinery dealers;
the co-operatives; and auctioneers; as well as private and supglementary'
sources. It is also proposed to describe some of the methods of making
the relevant finance available, Finally, it will be necessary to consider
ways in which the institutional provision and/or the techniques of lending

might be appropriately modified in the future.



A. The Current Situation with repard to Agricultural Credit

Chapter 1l: The Relative Importance of Agricultural Credit with respect to the

Capital NMarket

It is not clear how in this context one should define ‘capital market?',
but presumably the intention is to discover the relative importance of finance
made available to agriculture, as compared with that made available to all
sectors in the economy. On the basis of United Kingdom statistics, this is
not very easy toestablish and one must therefore be content with approximations.
We know (on the basis of the sample survey carried out for the years 1967/68 to

1969/70 and published in 1973 as Availability of Capital and Credit to United

Kingdom Apriculture) that bank advances represent one important source of credit

-

both for owner-occupiers and tenants.” For England and Wales, see Table 12 at
p. 16 of the Report quoted above, reproduced at p. 18 of present Report, where
bank credit represented on average 34 per cent. of owner-occupiers' funds and
24 per cent. of tenants' total borrowings, to which on the institutional side
should be added the finance made available by the AMC (to owner-occupiers,

an average of 9 per cent, over the relevant years; amounts lent to tenants

are necessarily very small, since they have no real estate to mortgage),

the other important sources being private (e.g, family and relati ves) -

in total 23 per cent. and 21 per cent. respectively - and the agricultural
merchants and dealers, co-—operatives and auctioneers - in total 32 per cent,
and 53 per cent. respectively., It should be noted that a proportion -
probably significant - of this third group (trade credit) would itself derive
from bank advances, Somewhat similar relationships applied for Scotland

(see Report, Tables 53 to 55, pp. 59-60) and for Northern Ireland (see

Report, Tables 68 and 69, p. 71), though in Northern Ireland the

1, The sample did not include that large sector of farming in the United Kingdom
where farms are partly owner-occupied and partly tenanted.



figures relate to owner-occupiers only.

Figures are published for Bank Advances in Great Britain - also
for the Scottish Clearing Banks and Northern Ireland Banks, To the extent
that the other lending sectors behave in a similar fashion, the relation
between advances to agriculture and total advances (see Tables I, IIIand
IV) will be indicative of the wider experience. Separate figures can
also be given of lending by the AMC and the SASC.

At the same time, it should be remembered that for the purpose of
these statistics of bank advances "Agriculture, Forestry and Fishing"
includes only farming and stock rearing, agricultural contracting, and
market and nursery gardening. Advances to agricultural merchants and
other agricultural businesses (e.g. horse and livestock dealers), which
would in part be concerned with the marketing of agricultural products,
are included elsewhere (under the heading 'other distribution') and are
not susceptible to further breakdown. Figures for Fishing (but not
Forestry) are collected separately, but are not published. They are
believed to be very small (less than 2 per cent. of the total category).

Finance made available by the deposit banks to Agriculture,
Forestry and Fishipng in Great Britain is one of the larger categories
in the distribution of bank loans by economic sectors.1 In absolute terms,
and for Great Britain as & whole, it exceeded £800 million by November 1973.
Experience back to February 1960 is given in Table I (but note that there
was a change in the basis of classification in February 1967). Table I
also indicates the percentage that advances to agriculture bear to total
advances. From these figures, it can be seen that since (say) 1964 and,
until the increases that began in 1971 (allowing for some seasonal
f}uctuation) bank advances to agriculture in absolute terms had not changed

very much. Moreover, as a percentage of total bank advances, there had

1. See Table "Analysis of advances by banks in the United Kingdom" in Bank
of England Quarterly Bulletin,




Table 1

Bank Advances in Great Britain

Total Advances Total Advances tasa
by Banks in by Banks in percentage
Great Britain Great Britain of 2
to Agriculture
£m £m %
1960 Feb 325 3,243 10-02
May 350 3,457 10-13
Aug 368 3,516 10:46
Nov 372 3,570 10-43
1961 Feb 371 3,718 9-98
May 388 3,886 999
Aug 397 3,917 10-14
Nov 376 3,691 10-20
1962 Feb 367 3,850 9-54
May 381 3,912 973
Aug 411 4,035 10:19
Nov 415 4,006 10-36
1963 Feb 412 4,325 9-52
May 422 4,504 9-37
Aug 449 4,587 979
Nov 457 4,565 10-61
1964 Feb 458 4,817 9:51
May 478 4,912 9-74
Aug 502 5,120 9-80
Nov 515 5,247 9-22
1965 Feb 505 5,327 9-48
May 513 5,473 9-37
Aug 526 5,505 9-56
Nov 524 5,362 9:78
1866 Feb 523 5,590 9-35
May 529 5,750 9-21
Aug 530 5,655 9-37
Nov 512 5,391 9-51
1967 Feb 474 6,223 7-62
May 4717 6,303 517
Aug 504 6,487 771
Nov 511 6,681 7-64
1968 F=b 490 6,926 7-07
May 508 7,105 7-15
Aug 528 17,072 7-46
Nov 533 7,020 7-60
1969 Feb 528 7,522 7-01
May 519 7,739 670
Aug 543 7,900 688
Nov 527 7,595 694
1970 Feb 504 7,927 6-36
May 505 8,290 6-09
Aug 538 8,643 623
Nov 536 8,602 623
1971 Fcb 528 9,263 570
-May 537 9,446 5-68
Aug 566 9,658 586
Nov 561 10,110 5-85
1972 Feb 575 11,010 522
May $0% 2,033 AST
* 08 15, 35% Wss
Ay 59 AT W
(X1 15,93 [t}
18 Fen s 15072 390
oy s 18,590 Wwos
) 1743 21,059 37
Nov as. 22994 3.8 .
Nov 20t 24,787 3-as
W T g7 7,00 309
Nq’ 91 28,135 3\
9,5 973 30,128 J.23
LT 30,986 3.1

*In May 1972 there %I,;,S a change in the basis of calculation of total advances
when £734 million fixed rate credits for exports and domestic shipbuilding

vere included for the first time. OCther revisions increased total advences

by £192 million. As neither revision affected the figures for lending to
agriculture, this caused a drop in the percentage shown as going to agriculture,

#1n November 1973 advances by six former finance houses were included for the
first tinme.

ivote.—A new quarterly classification of advances to cover all banks in Great Britain was
introduced hy rie Bank of Encland in February 1967 to replace the more limited one previously
published by the British Bankers' Association. The bigzest eflect of the change on the Higures
listed above derives frum the fact that the banks reporting for the first time lent a jnuch sawlar
proportion of their funds to agricul'ure than those included in the easlier scries, thus causing a
sharp drop in the percentage in colunin 3. The fisures listed above exclude advances by banks
in Nerthern Ireland (sce latie 1¥), but inciude tiwnse for Scotland.

‘Source: Bank of England Stevistical Abstract and Quarterly Bulletin.



Bank advances in Great Britain

Total bank advances to agriculture as a percentage of
total advances to U.K. residents
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Table II
Agricuitural Gutpat and Cmployment for the United Kingdom

Agricultural output Employees in employment
at factor cost in agriculture, forestry
and fishing*
£m as % of 000 as % of
GDP total employces

1962 992 39 552 24
1963 986 37 554 24
1964 1,019 35 528 23
1965 1,050 34 486 21
1966 1,088 33 467 20
1967 1,135 33 433 19
1968 1,139 31 413 1-8
1969 1,194 31 392 1-7
1970 1,261 3-0 370 17
1971 1,363 29 345 16

* These series arc not strictly speaking continuous as there have been various changgs in the
compilation of the statistics. These occurred in 1964, 1966 and 1969, the effecis being to change
the number of employees in agriculture, forestry and fishing by about 1,000 to 2,000 each time.

Source: National Income and Expenditure Blue Book. Department of Employment
Gazette,

Table 111
Advances by Scottish Clearing Banks*

Total Advances Total Advances
by Scoiiish by Scottish
c!canqg banks clearing banks
to agriculture to UK residents
fm £m
1967 Feb 78 484
May 78 502
Aug 81 496
Nov 81 518
1968 Feb 7 510
May 15 527
Aug 78 503
Nov 78 511
1969 Feb 78 532
May 78 568
Aug 82 566
Nov 80 539
1970 Feb 77 557
ay 71 591
Aug 83 596
Nov 83 604
1971 Feb 82 630
May 81 639
Aug 88 626
Nov 91 646
1972 Feb 92 17
May 95 793t
Avg 107 M
Nov 112 1043
1973 Ten o 4,249
Nay (¥} (A
Aug 131 \, 330
Nev 132 \, 399
1 T W 1"Sco
Nn»s \SO \, 585
Aus 173 \, b8
Nov vu \,am

* The Scottish figures also include advances by branches of the Scottish banks in England.

+ Seefootnotdto Tatle T . On a revised basis, this figure was increased by £37 million, i.e., on the
old basis it was £756 million.

Source: Bank of England Statistical Abstract and Quarterly Bulletin.



Table IV Advances by Northern Ireland Banks
Total Advances Total Advances
by Northern Ireland by Northern Treland
banks to agriculture* banks*
£m £fm
1968 Feb 18 110
May 18 116
Aug 19 122
Nov 18 127
1969 Feb 19 129
May 20 137
Aug 21 144
Nov 21 145
1970 Feb 19 146
May t t
Aug t t
Nov t t
1971 Feb 22 174
May 21 152
Aug 22 153
Nov 23 147
1972 Feb 24 154
May 25 155
Aug 26 169
Nov 30 170
1913 Wb 3 %8
Nu7 33 202
A =g 37 246\
Ny wo 25,
\N Fap L3 fo o X ™
Hm} bl 283
Aug WS 37T

* In the Northern Ireland banks’ figurcs, advances to overseas residents are included indistinguishably
witi UK residents under the apprepriate categories. Hence, for Northern Ireland, it has been
necessary to list the figures for total advances. . .

1 Figures for May, August and November 1970 are not available, because of the effects of a bank
strike in the Republic of Ircland, where two of the Northern Ireland banks have their head offices.

Source: Bank of England Statistical Abstract and Quarteriy Bulletin.
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been a distinetly declining trend since about 1966 (before that — back

40 1960 -~ it had been rather static). At the same time, it should be
remembered that since 1962 agricultural output at factor cost had declined
as a percentage of Gross Domestic Product from 3.92 to 2.9 in 1971,

For the rest, the declining trend was most obviously due to the

relatively greater expansion of bank lending to other economic sectors.

In part, this may have been due, too, throughout much of the 1960s to

the relative unprofitability of agriculture.

Separate figures for bank advances for the Scottish clearing banks
(included in the Great Britain total) and additional figures for Northern
Ireland ure given in Tables III and IV.

In addition to the largely short-term lending of the deposit
banks,1 the AMC, which is regarded as being in the private sector, lent
relatively large sums to agriculture in England and Wales - as at March 31,
1973 outstending loans were £205.76 million -mainly at medium- and long-term.
To some extent, the breakdown of AMC lending between short-, medium—, and
long-term can be established from Table VII where loans made to finance
working capital may be regarded as being short-term; those granted to
fimance improvements as medium-term; and those to finance the purchase of
a farm, to repay a bank or a private mortgage, to defray death duties, or
to finance purchase by a sitting tenant may be regarded as long-term.
Other relevani statistics are set out in Tables V, VI, VIII and IX. As

will be seen, much smaller sums were lent by the SASC in Scotland.

1. For some indication of the extent to which bank loans to farmers may
be at medium-term see TableXX[lin Chapter 2.
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Table v AGRICULIURAL MORTGAGE CORPORATION
Loans Granted as Per Published Balance Sheet Figures

Yearended  Mortgage Loans *Improvement  Total Loans

31 March Granted Loans Granted Granted
£ £ £

1930 4,168,590 8,781 4,177,371
1931 2,884,488 10,524 2.895,012
1932 1,764,391 10,755 1,775,146
1933 1,353,367 5,811 1,359,178
1934 363,944 11,942 375,886
1935 589,303 8,924 598,227
1936 466,830 10,291 477,121
1937 377,496 16,570 394,066
1938 447,809 21,034 468,843
1939 473,522 12,434 485,956
1940 409,170 4,725 413,895
1941 315,315 6,392 321,707
1942 283,303 3,183 286,486
1943 395,556 263 395,819
1944 199,628 918 200,546
1945 440,685 1,317 442,002
1946 1,109,728 1,185 1,110,913
1947 1,746,024 13,330 1,759,354
1948 2,115,162 7,340 2,122,502
1949 - 2,731,022 15,064 2,746,086
1950 3,521,505 17,611 3,539,116
1951 4,120,788 13,040 4,133,828
1952 4,934,856 17,837 4,952,693
1953 4,474,819 14,871 4,489,690
1954 1,930,416 14,187 1,944,603
1955 2,852,151 4,134 2,856,285
1656 3,498,513 71,753 3,506,266
1957 4,104,697 11,488 4,116,185
1958 4,010,110 4,682 4,014,792
1959 2,715,786 19,017 2,734,803
1960 5,036 582 40,605 5,077.187
1961 7,599,148 30,434 71,629,582
1962 9,620,040 14,225 9,634,265
1963 6,047,420 22,339 6,069,759
1964 10,602,367 7,552 10,609,919
1965 11,337,673 6,071 11,343,744
1966 11,301,600 2,517 11.304.117
1967 19,934,525 — 19,934,525
1968 21,300,781 —_ 21,300,781
1969 31,377.242 — 31,377 242
1970 31,726,173 —_ 31,726,173
1971 24,125,826 —_ 24,125,826
1972 19,060,342 — 19,060,342
Q73 3%, LT 678 - 3%, W, 618
AT 471,894,719 —_ W7,%9¢,191

*To Landowners for Improvements to Agricultural Land under the
provisions of the Improvement of Land Acts, 1864 and 1899.

Source: Agricultural Mortgage Corporation.
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Table v AGRICULTURAL MORTGAGE CORPORATION
Loans Outstanding 31 March as Per Published Balance Sheet Figures

Mortgage Loans *Improvement Total Loans
Outstanding Loans Outstanding Outstanding

£ £ £
1930 4,151,431 8,781 4,160,212
1931 6,928,001 18,986 6,946,987
1932 8,491,205 29,162 8,520,367
1933 9.451,837 33,637 9,485,474
1934 9,363,348 43,538 9,406,886
1935 9,317,213 50,119 9,367,332
1936 9,247,200 59,127 9,306,327
1937 8,868,921 68,530 8,937,501
1938 8,673,546 82,869 8,756,415
1939 8,636,118 87,699 8,723,817
1940 8,579,900 84,498 8,664,398
1941 8,360,062 80,860 8,440 922
1942 1,974,728 76.071 8,050,799
1943 7,640,190 69,058 7,709,248
1944 7,118,401 63,738 7,182,139
1945 6,883,963 56,159 6,940,122
1946 7,169,881 51,282 7.221,163
1947 8,205,842 54,253 8,260,095
1948 9,483,263 55,913 9,539,176
1949 11,169,301 66,045 11,235,346
1950 13,746.844 80.237 13,827,081
1951 16,893,632 86,900 16,980,531
1952 20,743,256 97,079 20,840,335
1953 23,982.498 107,159 24,089,657
1954 24,370,776 117,198 24,481,975
1955 25,773,180 111,576 25,884,756
1956 27,726,885 108,824 27.835.709
1957 30,412,491 115,553 30,528,044
1958 32,614,078 108,409 32,722,487
1959 33,101,854 116,501 33,218,355
1960 35,495,024 140,016 35,635,040
1961 40,616,512 168,026 40,784,538
1962 47,706,201 173,069 47,879,270
1963 50,461,877 180,444 50,642,321
1964 57,422,985 164,034 57,587,019
1965 64,043,572 149,015 64,192,527
1966 71,336,244 126,18~ 71,462,426
1967 86,946,893 103,299 87,050,192
1968 103,057,164 89,205 103,146,369
1969 127 986,833 76,441 128,063,274
1970 153,411,232 64,964 153,476,196
1971 170,283,913 9,932 170,343,845
1972 178,853,962 4,087 178,908,049
19113 205,116,891 L wle 205,162 0687
\§14 LYNRR TR o T U, 405 A4 ABL,03)

*To Landowners for Improvements to Agricultural Land under the
provisions of tiw Improvement of Land Acts, 1864 and 1899.

Source: Agri~ultural Mortgage Corporation
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The Agricu'teral Mortgage Corporation Limited—Loans Granted: Purposes

Year

Purchase of Farm Repay Bank Repay Private
Mortgage
No. £ No. £ No. £
280 1,222 549 3 405 648 (Included
347 1,409,476 98 687,614 in
35 1,541,501 1:8 1,105,062 Col. 3}
3 1,834,322 138 1,021,730 37 331,991
454 2,253,269 134 1,102,503 68 423,344
362 1,614823 152 1,281,445 49 369,684
2490 1,160,665 62 253.890 29 129,470
274 1,272,997 108 619,315 67 419,725
351 1,830,375 111 725,090 64 328,471
466 2,025,250 237 1,242,714 90 331,672
443 2,410,938 172 718318 103 4)7.825
324 1,871.011 53 226.300 49 182,180
390 2,766,650 11 705.460 1t 557,043
4350 3.65).240 192 1,093,610 130 621,442
616 5,272,843 204 2,164,535 112 562,260
359 3,507,410 221 1,342,160 92 402,450
507 6,035,122 324 2,564,842 124 617,765
478 6,871,338 317 2,681,405 89 491,130
440 6.405,975 325 3,199,291 82 490,530
679 10,855,298 578 5,914,050 118 766,535
645 12,657,348 470 5.022,277 141 1,011,100
954 18,514,622 601 6,890,699 213 1,812,484
1,022 17,973,900 763 8,184,522 222 1,483,771
715 14,144.372 548 5,736,217 158 1.307,692
691 11,458,660 404 4,148,756 133 1,137,302
L01G 1955408 e 1043 T ESTRE RN O]
W2 25746943 SS7 (1,180, 3.  193 1,967,405

Table VIII
Loans

As at 31 March 1960
1961

1962
1963
1963
1965
1966
1967
1968
1969
1970
1971
1972
W73
1994

Working Capital - Improvements Provide Decath Duties
Conversion Fees (ii)
No. £ No. £ No. £ No. £

66 250,978 157 222,627 27 13,360
84 284,016 29 315411 20 3,065 1 31,500
79 351,926 310 505,701 l% l.ﬂg 1 15,600

73 368,267 341 419,448 5 94,600
107 533,112 394 622.628

116 501,850 282 427,017

78 207.844 160 178,547

64 233910 260 306,264

60 211,580 235 383,297

128 216,290 255 288,731

9 174907 200 273,579 4 14,546
44 232715 132 198,550 2 000
114 301.652 249 508,587 4 197.250
16 1,144,301 400 1,049.430 6 2,12
165 32,325 368 844,977 7 43,100.-

98 276,470 290 490,730 5 28200
188 669.646 317 649,742 8 65250
162 479,250 222 665.870 7 148,650
179 532,014 193 673,785
323 1030221 327 1,277,591 10 90.830
3314 1,257,938 278 1,212,367 12 139,700
453 2,084.476 345 1,910,674 14 164,887
464 1901,256 383 2,019,837 13 142,887
363 1426595 269 1,395,017 12 65534
284 1017426 213 1,091,307 13 106,891
Ste  JesEu W 347999 TR ST Y]
Yo 408,643 526 4373840 o 29,5

The above S:atistics include many multiple purpose loans (broken down according to puspose).
(i) Also included under ‘Purchasc of Farm',
(1)) Loaas made available to enable farmers to pay the 5 per cent. fee charged for the conversion
of loans to a 3} per cent. basis as a result of falling interest rates.

SCOTTISH AGRICULTURAL SECURITIES CORPORATION

Secured on Under th}L 4
ricultural Subjects  Improvement of Lan
A wee A!c)ls 1864 and 1899
£ £

2,621,358 38,395
2,849,019 41,062
3,369,312 38,550
3,612,401 40,697
4,425,544 40,571
5,566,699 39,767
,904,331 45.269
6,263,495 50,661
6,565,421 52,588
1,774,678 55,400
8,771,733 48,967
10,032,864 39,200
10,313,755 35,705

1037590 e
AV L,bW 2SS T I

Purchase by
Sitting Tenant (i)

No.

£

not known

75"

n7
89
56

no

318,815
546,38

t known

"
"

610,940
760,070
8GR,450
965,770
909,760

8 35 .
2,361,155
3,348 3
3,041,054
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Table IX SCOTTISH AGRICULTURAL SECURITIES CORPCRATION
Purpose of Borrowing—Neaw Loans 1973/7 1,
' 4

Purchase of Property 1,183 000
Repayment of Bonds ", 000
Buying out of Relatives and/or Partners 42,000
Purchase of Stock Lo, 000
Improvements ST o0o
Repayment of Overdraft 6S ooo
Miscellaneous \t'ooo

‘_f |, L13 o00
Table X SCOTTISH AGRICULTURAL SECURITIES CORPORATION
Purpese.of Borrowing—*‘Additional’ Loazns 1973/74,

2

Purchase of Land 50,000
Repayment of Overdraft 61 coo
Improvements 123 ooo
Stocx 3’ ooo
Miscellaneous & 000

J2u9, 000

On the basis of the Enquiry published in 1973 for the United

Kingdom (Availability of Capital and Credit to United Kingdom Agriculture

referred to above), it is known that merchants and dealers provide
agriculture with an amount of finance comparable to that supplied by

the commercial banks. Thus, for England and Wales, they provided

33 per cent. of farmers' total borrowings in 1967/68 (compared with 34 per
cent. for the banks) and, in 1968/69, 34 per cent. (32 per cent. from the
banks). For Scotland, the relevant figures were 31 per cent. (25 percent.)
and 26 per cent. (30 per cent.) and, for Northern Ireland, it greatly
exceeded the provision made by the banks - 50 per cent. from merchants

and dealers in 1967/68 (27 per cent. from all banks) and, for 1968/69,

41 per cent. (27 per cent.). It should be noted that the figures are
likely to vary over the course of the year, because of the incidence of
seasonal factors On the whole, these figures seem to be rather higher than
one would have expected and it is clear (by comparing the declared

percentages from other evidence) that they are inflated by the inclusion
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of figures that should have related to 'co-operatives' and also of
items that should more properly have been classified under 'auctioneers'
Nevertheless, even if we deduct the figures for the co-operatives, which
are known (sece below), the credit provided by merchants and dealers is
still very considerable. Later figures for merchants and dealers as such
are not available, though an indication will be given under short-term
loans - 'creditors' in Table XXIT (Chapter 2). These figures, however, relste
only to a sample survey (details given in Chapter 2) and are in £ per farm.
Hence, they can again only give one an indication about relative shares and
the trend. But, to the extent that the figure for 'creditors' does in the
.main represent 'merchants and dealers', it is clear that this source of
.credit is approximately as important as bank loans (short- and medium~term)
for tenants, though rather less important for owner—occupiers and farms
with mixed tenure.

Additional finance is provided by the requisite' co-operative
societies to finance inputs and by the marketing co-operatives to finance
marketing. Figures are available under both these heads (see The

Plunkett Foundation for Co-operative Studies: Agricultural Co-operation

in the United Kingdom Summary of Statistics 1970/71 and 1972/73). ror

trequisite' societies (Table 11), total creditors for 1968, 1969, 1970, 1971
and 1972 were respectively £21.37 million, £21.69 million, £23,08 million,
£22.74 million and £28.00 million. For marketing societies (Table 19) the
relevant figures were £7.53 million, £8.26 million, £9.46 million, £9.38

million and £9.07 million. To the extent that 'reauisite!’ societies market

produce, which they do to a considerable extent, or marketing societies

handle 'requisités', which they do to a much lesser extent, these figures
cannot be taken as a precise indication of ecredit extended to farmers or to
the trade, but they can be regarded as a fair guide. It should be noted, too,

that societies aim to close their books at the point in the year when trading
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activity is at its lowest; to that extent therefore the debtors!
figure may be on the low side. A further factor to be taken into account
is that these totals do not include the figures of agricultural

co—-operatives registered under the Companies Act. There are not so

many of these and the business which they do, though significant, is a good
deal smaller than that of co-operative societies. Most of these co-operative
companies are engaged in marketing,

To a not inconsiderable extent, the agricultural sector is self-
financing. This may take place in four different ways. (1) Pamily and
relatives, which is the most important means whereby the agricultural
sector finances itself. On the basis of the sample used in the Enquiry
referred to above and averaged over the threce years- 1967/68 to 1969/70,
this source provided 17 per cent. of total bomowings by owner-occupiers
in England and Wales and 19 per cent. in the case of tenants (sce Report,
Table 12). It was much lower in Scotland - depending on the type of farming,
3 to 4 per cent. for owner-occupiers and 4 to 5 per cent. for tcnants (see
Report, Table 49). It was negligible in Northern Ireland (Table 65).

(2) There are the credit balances carried by farmers with their banks.

In the sample covered by our Enquiry, for owner-occupiers in England and
Wales, bank balances approxinated 3 per cent., of total assets and this
should be compared with average borrowings from the banks - 7 per cent. of
total liabilities (including net worth) - clearly indicating that in our
sample owner-occupiers borrowed much more neavily from the banks than they
deposited with them. (However, on the basis of our sample, there were more
farmers ~ owner-occupiers and tenants - who had no borrowings from the joint
stock banks on the basis of overdraft than had borrowed from these
institutions. There were also a number .of farmers with no outside debts of
any kind and who completely financed themselves.) For tenants, cash at
bank amounted to 8 to 9 per cent. of total assets compared with borrowings

from the banks equal to 7 per cent. of total liabilities, so that to some
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extent tenants did finance themselves in this way. In Scotland, for
owner-occupiers, cash at bank was small but, for tenants, it was relatively
high for upland farming (7 per cent.); about 4 per cent. for rearing and
arable and only 2 per cent. for dairying. For Northern Ireland, in dairying,
bank balances exceeded borrowings from the banks; for livestock, they were
virtually in balance. (3) The sale of agricultural land for redevelopment
purposes is a further means of self-financing and, moreover, there has been
no capital gains tax on the difference between agricultural value and
development value, provided the moneys were reinvested in agricultural land
within a period of 12 months., But, in 1974, the 'development ingredicnt'

in such sales became liable to income tax and this has had the effect of
reducing the importance of this source as a means of finance, though it might
be argued that it was less a source of self-finance than a means of
persuading industry or (in the case of roads and housing demands) the rest
of the community to help finance investment in agricubure. Only the
‘agricultural element in the land sold could be rolled over ? This
could mean & loss to agriculture of some £150 million a year. (4) On

the basis of the Farm Management Survey (details are given in Chapter 2},

it was estimated that for 1969/70 26 per cent. of total funds available

to owner-occupiers for investment in England and Vales derived from retained
farm earnings (25 per cent. in 1970/71) - this would be substantially due

to higher valuations and take the form, for example, of an increase in the
number and value of livestock or in crops in store; the relevant figures for

tenants were 15 per cent. and 24 per cent. respectively.

1. It is only an indication, because assets other than land are regularly sold
by farmers, but for owner-—occupiers in IEngland and Wales in 1969/70 9 per
cent. of total funds available derived from sale of assets (ll1 per cent. in
1970/71); for tenmants, the figure was 12 per cent. in each case. (Farm
Management Survey - Farm Liabilities and Assets — England and Wales.)

2, But for present position,see p.216, Chapter 6,
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Other private sources include solicitors (2 per cent. of total
borrowings in England and Wales; and 11 per cent. for hill sheep and
upland farming in Scotland).

Ancillary finance is provided for agriculture by finance
companies (e.g. by way of hire purchase and loans); other assistance
is provided by means of contract hire and leasing. And in Northern
Ireland special arrangements are offered by the Department of
Agriculture (formerly the Mimisvry of Agriculture) as DANI loans
(formerly MANI loans). Some facilities are also provided by tne Milk
Marketing Board in England and Wales to assist dairy farmers.

So far as hire purchase is concerned, for Englend and Wales,
it only accounts for 1 per cent. of total borrowings by agriculture.
'Others' (which would include the Mills Marketing Board) provided 2 per
cent. on the pasis of our Enquiry. These figures are approximately
consistent with estimates made by the- trade, which suggested that
finance companies might have been providing over the period of our
Enquiry credit of the order of £15 million (whereas our survey suggested
a figure of approximately £17 million in 1967/68 and £19 million in
1968/69). For Scotland, the relevant figureswere 1 per cent. of total
borrowings for both years; 'others' were as high as 7 per cent. and 8 per
cent., but there was no information about the make-up of these figures.
And in Northern Ireland, hire purchase finance was quite significant, being
5 per cent. of total borrowings in 1967/68 and 10 per cent. in 1968/69.
This was markedly higher than for other parts of the United Kingdom. MANI
loans were also significant, amounting to 6 per cent. and 8 per cent.
respectively.

It is also relevant to recall that in both England and Wales and

in Scotland more use seems to have been made of hire purchase by tenants
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than by owner-occupiers. Averaged over the ithree years of our Enquiry,
for England and Wales, the figures were 3 per cent. of total borrowings
for tenants and 1 per cent. for owner-occupiers. For Scotland, the
relevant figures were 3 per cent. and less than 1 per cent. For all
practical purposes, there are only owner-occupers in Northern Ireland.
Of the several types of farm in England and Wales, the sectors that used
hire purchase finance most were mainly tenants (the exception was
pigs and poultry owner—occupiers) and, of these, mixed farming used it
most; dairying, too (if we include other); also, livestock and cropping to
some exteunt.

Only small amounts are lent to agriculture by the insurance

companies and building societies.

Chapter 2: The Indebtedness of Agriculture

As a means of indicating the distribution of indebtedness, the
distribution of farmer borrowings for All Farms in Ehgland and Wales
is given in Table XI, which was included as Table 12 at p. 16 in our

Report on Availability of Capital and Credit to United Kingdom Agriculture.

This is based on the sample used in our Enquiry and breaks the figures
down between owner-—occupiers and tenants.
Similar information is given for Scotland - Tables XII, XIII,
and XIV and, for Northern Ireland in Tables XV and XVI.
Complete balance éheets ére given for England and Wales at Table
XVII, for Scotland at Table XVIII, and for Northern Ireland at Table XIX.
The only balance sheet for United Kingdom agriculture, which also
gives us an approximate idea of the extent of the industry's indebtedness
is that prepared for June 1970 by the Ministry of Agriculture in the United
Kingdom as a once for all exercise in connection with the Report on the

Availability of Capital and Credit to United Kingdom Agriculture
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Table XTI
Distribution of Faniner Borrowings—Ail Farms—FEnglard and Wales
Owner-Occupiers Tenants
67/68 68/69 69/70 Avge. 67/68 68/69 63/70 Avge.

. % % % % % % % 7
Institutional
AMC 7 10 11 9 —_ 1 1 e
Joint stock banks—loans 8 8 5 7 1 1 1 1

overdrafts 28 27 26 27 23 24 23 23

Other banks? — —_ — —
Lands Improvement Company -_— — -— —_
Other
Insurance companies 1 1 —
Building societies 1 2 1 1 1 1 — e
1ICFC? — —_ e
Sub-Total 1 45 46 43 45 25 26 26 26
Private
Family and relatives 16 16 19 17 19 18 21 19
Others — — — — — —_— .
Solicitors 3 3 2 2 . ses
Other 4 3 3 3 1 1 1
Landlordst 1 1 1
Sub-Total 2 23 21 24 23 21 21 22 21
Trade
Hire purchase 1 1 2 2 3 3 3 3
Merchants and dealers 29 30 29 29 48 46 44 46
Auctioneers - _ —_ T e
FMC® -— — — — .
Co-operatives — —_ oo e
Syndicates — — — — — —_ —_ —
Other farmers and growers
Other 1 1 1 1 3 4 4 4
Sub-Total 3 32 32 32 32 54 53 52 53
TOTAL 100 100 100 100 1 100 100 100
No. 173 177 154 168 173 179 147 166

Footnotes to Table A1

1 Agricultural Mortgage Corporation.

* Tncludes merchant banks.

3 Industrial and Commercial Finance Corporation.
N

For nwner-occupicrs, this is a surprising item. The sample that was selected was based on returns
in the Census and were owner-occupiers pure and simple. It is possible that the returns were not
cormpleicly accurate. Alternatively, these farmers may have rented land subscquent to the Census.

5 Fatstock Marketing Corporation,
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Table X711
Scotland

Distribution of Borrowings—Rearing and Arable (Non-Coys)

Owner-Occupiers ) Tenants
67/68 68/69 63/70 Avge 67/68 68/69 69/70  Avge

0, 0, o, o, [ 0, 0
Institutional % % % % % % %
SASC 9 9 9
Joint stock banks—
loans
overdrafts
Insurance companies
ICFC

Sub-Total 1
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Private

Family and relatives
Others

Landlords

Sub-Total 2

Trade
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Merchants 2nd dealers
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Others
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Number of Respondents 20 20 28

Table XIII
Scotland
Distribution of Borrowings—Hill Sheep and Upland Farming (Non-Coys)

Owner-Occupiers Tenants
67/68 68/69 69/70 Avge 67/68 68/69 69/70  Avge
% % % % % % % %

Institutional
SASC — — — —_ — — — —
Joint stock banks—

loans — — — — — — —_ —

overdrafts 12 9 9 10 26 28 27 27
Others 14 14 14 14 —_ — —_— —
Insurance companies 6 5 5 5 —_ — — —
Sub-Total 1 32 28 28 29 26 28 27 27
Private T T ——. _-
Family and relatives 6 8 7 7 25 31 33 30
Solizitors 11 11 11 11 — —_ —_ —
Sub-Total 2 17 19 18 18 25 31 33 30
Trade o o - - -
Hirce purchase —_— — — — — — - —
Merchants and dealers 37 43 40 40 38 24 27 29
Auctioneers — — —_ —_ — - — —
Co-operatives — —_ _— —_ . .. —_ e
Syndicates — — — — — — — —
Other farmers and growers 10 6 12 9 1 3 2 2
Others 5 4 2 4 10 14 11 12
Sub-Total 3 s 53 s4 53 49 41 40 4
ToTaL 10 100 100 100 100 100 100 100
Nuoember of Respondents 7 7 7 7 14 14 14 14
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Table XTIV
Scotland

Distribution ef Borrowings—Dairying (Nou-Coys)

Owner-Occupiers Tenants
67/68 68/69 69/70 Avge 67/68 68/69  69/70 Avge
o % % % % %% % % %

Institutional
SASC — —_— —_ —_ — _— — —
Joint stock banks—

loans — —_ — — — — — —

overdrafts 18 14 15 16 33 26 27 28
Insurance companies 3 3 3 3 — — _— —
Sub-Total 1 20 17 18 19 33 26 21
Private N -
-Family and relatives 20 27 19 22 15 22 21 19
Others 2 2 2 2 — — — —
Sub-Total 2 2 29 2 24 15 2 2 B
Trade -
Hire purchase 2 3 2 8 8 7 8
Merchants and dealers 46 40 47 44 38 40 36 38
Auctioncers — . e —_ —_— —_— —_
Co-operatives 1 1 1 1 —_ — —_ —
Syndicates — — — — — —_ — —
Other farmers and growers ... . —_ — —_ -
Others i0 11 10 10 6 4 9 1
Sub-Total 3 57 s4 6 51 52 52 52 8
ToTaL 100 100 100 100 100 100 100 100
Number of Respondents 20 20 20 20 4 4 4 4
Table -xv
Northern Ireland
Distribution of Borrowings—Dairying (Non-Coys)

Cwner-Occupiers Tenants

67/68 68/69 69/710 Avge 67/68 68/69 69/70 Avge

o % % % % % % % %
Institutional
Joint stock banks—loans — — 8 3 — —_ — —
overdrafts 36 31 30 32 — — — —
Other banks 5 1 2 3 —_ — — —
MANI 6 4 2 4 — — — —
Sub-Total 1 47 36 42 42 —_— — — —
Private
Family 4 4 3 4 — — — —
Solicitors —_ 10 8 6 —_ — —_ —
Sub-Total 2 4 14 11 10 — — — —_
Trade
Hire purchase 8 8 3 6 — — — —
Merchants and dealers 41 42 41 41 — — — -
Co-operatives — — . — — — — —
Syndicates —_ — — — — — — —
Other — — 2 1 — — — —
Sub-Total 3 49 50 47 48 —_ — — —
ToraL 100 100 100 100 o — — —_

8
N
-
-
-
-

Number of Respondents 20 23
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Northern Ircland
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Distribution of Borrowings—Livestock (Nozn-Ceys)

67/68
©,

Institutional %
Joint stock banks—loans 15

overdrafts 4
Other banks 4
Other —_
MANI 6
ICFC 2
Sub-Total 1 31
Private
Family 12
Sub-Total 2 12
-Trade
Hire purchase 4
Merchants and dealers 53
Co-operatives —
Syndicates —_
Other —
Sub-Total 3 57
ToTAL *100
Number of Respondents 20

Table XVII

Owner-Occupiers

£8/69  69/70  Avge
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Balance Sheet for England and Wales
(Average for 3 years—1967/68 to 1569/70)

Based on sample in Wilson Rtaeg”t,
Occupicrs

Asscts

Value of land, buildings, etc.

Land purchases, improvements, etc.

Net machinery, etc.
Tenant’s valuation
Qutstanding debtors
Cash at bank

Cash in hand

ToTAL

Liabilities
Institutional:

AMC
Joint stock banks—loans

overdrafts

Others

Private:
Family
Solicitors
Others

Trade:
Hire purchase
Moerchants
Others

Net worth (residual)

TOTAL

Mean value of asscts
Mean value of liabilitics
Avcrage net worth
Liabilities as 9% of assets
Net worth as % of assets

%
70

£47,602
£10,294
£37,309
22
78

=

il

Pil

Tenants
67/68 68/69 63{70 Avge
% % %
59 — —
41 100 100
100 100 100
100 100 100
2 2 2
Tenants

%

5

29

51

7

8

100

%

5

1

1

13

1

73

100
£12,490
£3,416
£9,074

27

73



Table XVIII
Balance Sheet for Scotland

(Average for 3 years—1967/68 to 1969/70)

Based on sample in
Wilson Repor

Assefs

Value of land

Land purchases,
improvements, etc.
Improvements brought forward
Improvements during year
Net machinery, etc.
Tenant’s valuation
Qutstanding debtors

Cash at bank

Cash in hand

TorAL

_ Liabilities
Institutional:
AMC

SASC
Joint stock banks—loans

overdrafts
Other banks
Others
Private:
Family
Solicitors
Others
Trade:
Hire purchase
Merchants
Others
Net worth

TorAL

Mean value of asscts £
Mean value of liabilities £
Average net worth £
Liabilities as %, of assets
Net worth as’ % of assets

- 22 -

All Tenants
%

w

« 181

-
IS[‘B‘NO\-— -l 1wl

All Owner-Occupiers

All Scotland
% -

50



~ 923 -

Table XIX

Balance Sheets for Northern Ireland

(Average for 3 years—1967/68 to 1969/70)

Based on sample in Wilson Report
Owner-Occupiers

Dairying Livestock All Farms
Non-Co Non-Co in the Sample
Number of Respondents 24 23 47
% % %
Assets
Value of land 73 72 73
Land purchases, improvements, etc. 2 4 3
Improvements brought forward —_— —
Improvements during year —_ —_ -
Net machinery, etc. 7 5 1
Tenant's valuation 14 15 14
Outstanding debtors
Cash at bank 3 3
Cashin hand 1 1 1
TorAL 100 100 100
Liabilities
Institutional: % % %
AMC — —_— —
SASC — —_— -—
Joint stock banks—loans 1
overdrafts 1 2 2
Other banks . es .
MANI 1
Others —_—
Private:
Family 1
Solicitors —_
Others —_ —_ —_
Trade:
Hire purchase 1
Merchants 2 5 3
Others
Net worth 96 89 93
ToTAL 100 100 100
Mean value of assets £ 23,052 24,344 23,569
Mean value of liabilities £ 899 2,687 1,614
Average net worth £ 22,153 21,657 21,955
Liabilities as % of assets 4 11 7

Net worth as 9 of assets 96 89 93
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published in 1973. This appcars as Teble XX and should be read in
conjuction with the Note preparcd by the Ministry (atteched). It is

highly epproximote. As at June 1970 and,on this basis, the total amount

of debt of United Kingdom agriculturc amounted to about £1,320 million.

By the end of 1973, toking into account the rise in prices that had occurred

this moy possibly have been of the order of £1,800 million.
T_ﬂ)le XX
A Balance Sheet for United Kingdom Agriculture

Estimated balance sheet of agriculture (including horticulture) in
the United Kingdon June 1970—all commercially significant holdings

£ million
ASSETS
Physical
Land, buildings, dwellings and fixed equipment 5,800
Machinery, vehicles and movable equipment 800
Livestock 1,300
Crops, cultivations, stores §70
Financial
Debtors 200
Cash in hand and at bank 200
Total Assets 8,870
LIABILITIES
Debts
Agricultural Mortgage Corporation, SASC & LIC, etc. 170
Building Societies, Insurance Companies, etc. 30
Bank Credit 500
Private Credit 350
Hire Purchase 20
Trade Credit 250
Total Debt 1,320
Net Worth 7,550
Total Liabilities 8,870
Notc by Ministry

Estimates of the approximate aggregate value of the main assets and liabilities
of United Kingdom agriculture have been published from time to time, In
recent years, some of the statistics used for such estimates have been improved
or become more readily available. For example, for England and Wales, the
information on land sales returned to the Inland Revenue, and the statements
of assets and liabilities for some 550 farms collected in the Farm Management
Survey. The estimates in the table above have been prepared by the Ministry
from all such basic statistics now available including the new information
collected by Professor Wilson., The quality of these basic statistics varied and
different sources of information for some items in the balance shect somctimes
yielded different figures. Thus the estimaies depend partly on judgement, and are
reliable as broad indications rather than precise calculations.
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METHOD AND SOURCES

This balance shect is designed to show the approximate aggregate break-up or
realisation value of total agricultural assets in the United Kingdom at prices
ruling in mid-1970 and the value of the claims that each major supplier of funds
has on these assets.

COVERAGE

The estimates relate to all commercially significant holdings, that is, for Great
Britain, all known agricultural and horticultural holdings with at least 26
standard man-days or 10 acres of crops and grass or one regular whole-time
worker; for Northern Ireland, all holdings of 1 acre or more.

The estimates relate, in principle, to the combined business intcrest in agriculture
and horticulture of the three groups owner-occupiers, tenants, and landlords.
They are intended to exclude assets and liabilities held on private or domestic
account, and liabilities of one group 1o another, e.g., arrears of rent owed to a
landlord. However, because of inadequate data some private debts of farmers
may be included, and the business debts of landlords may be understated.

LAND, BUILDINGS, FIXED EQUIPMENT, DWELLINGS

The owner-occupied acreage returned in the June 1970 Agricultural Census has
been valued, by acreage size group and region, by the average sale prices
realised for land sold with vacant possession during 1970. Tenanted acreage has
been valued at sale price of land sold without vacant possession. The average
sale prices for each acreage size group and region are derived from returns made
to the Inland Revenue. These exclude sales of less than 10 acres and of land sold
for development. The sale values include buildings, fixed equipment sold with
the land, farm houses and cottages. Both farm houses and farm cottages let
with holdings are business assets from the landowner’s point of view; farm
houses, to a minor degree, and farm cottages are business assets from the
farmer’s point of view. In the context of the national economy as a whole,

they are part of the sector ‘All Dwellings’ rather than ‘Agriculture’ and as such
are excluded from the assets of agriculturc. Their market values with vacant
possession and unconnected with the agricultural business exceeds their value
as part of the business, or tied value. This calculated as 25 years purchase of

the current rent, attributable to them, is estimated at about £900 million.

MACHINERY, VEHICLES AND MOVABRLE EQUIPMENT

Current replacement costs for new assets written down by depreciation provi-
sions to represent current market value. The life assumed for depreciation

varies between machines, but is on average about 12 years. The number of
machines is based on returns in the Agricultural Census. Costs are based chiefly
on information about ex-factory values supplied to the Department of Trade
and Industry by manufacturers, and on information about distributive margins
between the factory and the farm-gate from the Census of Distribution.

Livestock, CrROPS AND CULTIVATIONS

The estimates for livestock are based on average market prices ruling in May.
June and July minus estimated costs of marketing. The estimates for crops and
cultivations are valued at cost of production to the farmer, plus an addition

for farmer’s net income.
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STORES

This item comprises fertilizers, purchased feed and stocks of hay and harvested
cercals.

DEBTORS, CASH IN HAND AND AT BANK

The Farm Management Survey and Profecsor Wilson’s field cnquiry supply
average ratios of debtors to total annual receipts, and of cash holdings to total
annual expenditure. These ratios have been applicd to the estimates of receipts
and expenditure prepared in the calculation of aggregate farming net income
for the Annual Review.

LIABILITIES

AGRICULTURAL MORTGAGE CORPORATION, SCOTTISH AGRICULTURAL SECURITIES
CORPORATION AND LANDS IMPROVEMENT COMPANY, ETC.

Total loans at June 1970 by these bodies, and loans by smaller bodies, such as
the ICFC and the Agricultural Finance Federation.

BUILDING SOCIETIES, INSURANCE COMPANIES, ETC.

Based on the Farm Management Survey and Professor Wilson’s field enquiry.

BANK CREDIT

Based on returns by the commercial banks; excludes loans to agricultural
merchants and auctioneers, and loans to farmers and landlords for private
purposes. It includes medium- and long-term lending for purchase and improve-
ment of land.

PRIVATE CREDIT

This comprises loans from private persons, including relatives. It is based on
the Farm Management Survey and Professor Wilson’s field enquiry.

HIRE PURCHASE

Based chiefly on returns by hire purchase finance houses to the Department of
Trade and Industry.

TRADE CREDIT

The margin of error of this figure is probably larger than for other items. It is
based on the estimates of annual aggregate farming expenditure prepared for
the Annual Review, and on an annual enquiry to a small sample of agricultural
merchants about farmers’ average delay in paying bills. The figure represents
all unpaid bills.

TAXATION

No provisions have been made in the balance sheet for liability for income or
capital gains tax or for estate duty.

SOURCE: Ministry of Agriculture, Fisheries and Food.



- 97 -

For an analysis of thc sources and disposition of funds in
agriculture at the aggregate level, sce Table XXI, which provides

figures for the United Kingdom from 1965 to 1972.

Table XXI
Analysis of the Sources and Disposition of Funds in Agriculture at the
Aggregate Level
United Kingdom—£ million
Calendar years 1965 1966 1967 1968 1969 1970 1971 1972
Sources of Funds

1. Net Income()(¢) 466 476 509 504 535 597 669 755
2. Net Rent(3)(*) 46 48 51 53 54 55 53 51
3. Depreciation provision(?) 130 140 148 158 173 189 213 241
4. Government grants on fixed assets(5) 19 18 23 35 39 45 61 n
5. (of which investment incentives)(*) ) an an @4 @n 12
6. Additional commercial credit(?) 34 17 26 34 14 6 31 54
7. ToTAL 695 699 757 784 815 892 1,027 1,172
Disposition of Funds

Investment in:

8. Plant, Machinery and Vehicles 105 107 111 123 113 118 136 180
.9. Buildings and Works 67 65 75 88 99 114 140 167
10. Increased stocks and works in

progress(*)(%) 40 35 37 52 70 116 158 164
11, Total Investment 212 207 223 263 282 348 434 S11
12. Statutory National Insurance

contributions(*) 15 16 16 17 19 19 21 24
13. Income and Corporation Tax(1%) 55 61 6 75 79
14. Domestic expenditure, land purchase, 5255 572% 637

and off farm use(1) 413 415 452 429 435
15. ToraL 695 699 757 784 815 892 1,027 1,172
Notes to Table

(1) Aggregate net farm income including the valuation of stocks and works-in-
progress shown in row 10 and before making provision for depreciation.

(2) Gross rent less landowners’ share of maintenance and depreciation.

(3) Depreciation, calculated at current replacement cost, on all fixed assets
(row 8 plus row 9) on the “national farm’.

(4) Estimated by taking & and % of consecutive June/May year estimates.

(5) Government Graats on all capital expenditure but excluding grants received
for current expenditure (e.g., fertilizer subsidy) which are included in farm
income,

(6) These were introduced at the end of 1966 and replaced investment allowances
which reduced farmers’ tax burden.

(7) Change in commercial borrowings from banks, including an amount for
land purchases, from the Agricultural Mortgage Corporation (and similar
bodies), excluding funds lent for land purchase, and from hire purchase
companies; changes in credit obtained from merchants are excluded.
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(8) Change in the valuation of crops and livestock stocks, and works-in-
progress. In part represented by increasing unit values and in part by increased
volume.

(9) Estimates of national health and national insurance contributions paid by
farmers at the self-employed rate and not dedncted as an expense before arriving
at farm income. N

(10) Estimates of income and corporation tax; source: ‘Inland Revenue
Statistics 1972,

(11) Thisis a residval item obtained by subtracting rows 11 to 13 from row 7,
It represents the money available to farmers for domestic expenditure, land
purchasc and other off farm uses.

SOURCE: Ministry of Agriculture, Fisheries and Food.

For more recent information relating to the distribution of
indebtedness -~ mecifically for England and Wales, which represents
approximately 80per cent. of agricultural activity in the United Kingdom -
and also as a means of assembling appropriate balance sheet information,
reference is made to the Farm Management Survey of Liabilities and
Assets. This was beguh in 1969/70, when 10 University Departments
of Agricultural Economics in England and Wales began collecting data for
the Minis£ry of Agriculture. This relates to some 600 farms (i.e., to
about a quarter of the 2,500 farms in the Farm Management Survey) and
the figures are averaged as £s per farm.

As will be apvarent from the Tables, the sample varies slightly
from year to year, though there is overlap. Thus, for 1970/71, balance
sheets have been constructed for the beginning of the accounting year (1970)
and the end of the accounting year (1971) for all types of farming
(excluding horticulture). For this series of calculations, the numbers of
farms in the samples were 210 for tenanted farms, 189 for owner-occupied,
and 157 for farms with mixed tenure. For the 1971/72 calculations, the
xelevant figures were 238, 203, and 191 and, for 1972/73, 255, 222 and 208,
The overlap is for 1971 and for 1972, but clearly one set of calculations is not

fully comparable with another because ot variation in the content of the sample.
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The figures refer - as do all balance sheets - to a point in time.
In these calculations, the average year ending date is about mid-February
and it must be realised that this may not give a representative picture
of the financial position as it would be for the year on average. For
example, at mid-February, cropping farms have generally sold much of the
previous year's harvests and more than usual of their assets will be
financial rather than physical, such as growing or stored crops. This is
also the position of those livestock farmers, who buy stores in the spring
for subsequent fattening, but the reverse is true of most farm businesses
dependent on breeding sheep.

It should be cmphasised that every effort has been made to eliminate
private or domestic liabilities or assets, so that figures refer only to
the farming business. However, because of the element of judgement
involved in valuing certain assets - in particular, land, buildings, and
residential improvements, the absolute level of some of the figures should
be treated with reserve and this remains true despite the attempt to value
land, buildingg, and fixed equipment at current market prices at the
beginnng of the trading year. Nevertheless, the figures do represent broad
differences in the capital position of the three types of tenure (tenanted,
owner-occupied, and partly owned/partly tenénted) and for the size of
business indicated (275 to 4,199 SMDs or 'standard man days', where these
represent 8 hours productive work by an adult male worker 'under average
conditions'). Reference is to Table XXII, Separate calculations are made for

farms under 275 SMDs and for horticulture (275 to 4,199 SMDs). (Tables XXIII

and XXIV,)
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LYABILITIES AND ASSETS SURVEY,
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ENGLAND AND WALES

Balunce sheets for the beginning and end of 1962/70 acrounting year for all types of

farming (excluding LorticujtlLre) by type Of tenure on farms 275-4,189 smd (average

full-time)

£'s per farm

Type of Tenure TENANTED OWNER-OCCUPIED FARMS WITH MIXED TENURE
No. of Farus 231 174 144
Average size of Business: smd 874 818 972
Aversage size of Farm: acres 203 178 208
1969 1970 Chauge 1969 1970 Change 1969 1970 {Cnange
ASSETS
Fixed Assets
Land & builaings 1,031 1,394 363 | 30,385 { 31,057 6721 20,646 | 21,011 365
Machinery & equipment 3,390 3,409 19 3,037 3,133 96, 3,701 3,85% 152
Breeding livestock 2,803 2,993 190 2,803 3,047 244 2,900 3,062 162
Total fixed asscts 7,224 7,796 572 | 36,225 | 37,237 1,012 27,247 1 27,926 679
Current Assets
Trading livestock 1,702 1,874 172 1,592 1,721 129 2,072 2,221 148
Crops 1, 504 1,649 145 1,455 1,604 149 2,176 2,313 137
Consumable stores 520 630 110 346 393 47 509 463 *e46
Debtors 849 991 142 856 808 ~48 1,022 984 -33
Cash at bank & in hand 164 117 47 857 891 34 942 913 -29
Total current assets 5,339 5,861 522 5,106 5,417 311 6,722 6,895 173
TOTAL ASSETS ¢ 12,563 13,657 1,094 | 41,331 | 42,654 1,323 ] 33,969 | 34,821 852
LIABILITIES
Long & Medium Term Loans
Agricultural Mortgage Corpn- - - - 836 996 160 805 959 154
Lends Improvement Co - - - 3 3 - - b -
Insurance Companies 4 4 - 40 39 -1 9 9 -
Building Societies 14 14 - 117 121 4 64 63 .1
Bank loans 191 233 42 1,303 1,143 =160 800 816 16
Loans from relatives 506 531 25 1,654 1,742 88 1,228 1,253 25
Other 214 208 84 600 638 38 152 722 =30
Total long & medium
term loans 929 1,080 151 4,554 4,682 128 3,658 3,822 164
Short Term Loans
Hire purchase kit 48 -31 22 25 3 39 44| 5
Creditors 1,110 1, 287 17 795 1788 -1 894 837 57
Bank overdraft 1,251 1,373 122 1,883 2,032 143 1,961 1,711 =250
Other 20 37 8 104 91 «13 38 29 -9
Total short term loans 2,469 2,745 276 2,810 2,935 125 2,932 2,621 «311
Net worth 9, 166 9,832 666 | 33,967 { 35,036 1,089 { 27,379 | 28,378 999
TOTAL LIABILITIES 12,563 13, 657 1,094 § 41,331 | 42,654 1,323 ] 33,863 | 34,821 832

$ After depreciation sales and government -grants.
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Table XXIT (iii)

LIABILITIES AND ASSETS SURVEY, ENGILAND AND WALES

Balance sheots for the tegimnineg and end of 1971/72accounting vear for all typcs of farming (excluding horticultvre)
by tvpe of tenure on farms 2(5-i199 ecnd (overapge full-time)

£'s per farn

i

Type of Tenmure TENANTED OWNER-OCCUP IED FAR¥S WITH MIXKD TENURE
Numbter of Farus 228 203 191
Average size of Pusiness: smd 897 8l7 1009
Average size of Farm: acres 9 171 226

Change Change Change
1971 11972 {1971/72 1970/70{ 1971 1972 Fi9TV/72 1970/71 J 1971 | 1972 [1971/72 1970/T1

ASSETS

Fixed Assets

Fixed ASsels

1.and & buildings 1158 ¢ 1489 33 208 | 3Lh2h | 30900 | LL76 798 | 26395 { 29979 358L $80
{5 which valuation change) - - - - - - 37L0 - 2312 -
Hachinery and equiprent 32871 3%28 2l 95 3089 { 3358 269 130 L1t} LL26 315 158
Rreeding livestock N7} 3610 636 222 3026 | 3587 561 119 3185 3751 566 63
(of which valuation change) - - 599 - 637 - 627 -
Total fixed Assets 7619 | 83827 1208 525 | L0538 | L5BLS 5307 1047 | 336911 38156 LL6S 1201
Current Assets

Trading livestock 2132 2689 557 173 2290 | 2861 STt 17 2315 3181 866 291
Crops 1640 | 1849 209 105 ksl | 1697 243 sl 2328 | 2628 300 9
Consumable stores 565 6Ly 80 82 488 608 120 89 767 888 121 171
Debtors 928 | 1210 282 73 894 887 -7 9 1686 | 1319 233 163
Ccsh at bank and 4n hand 876 885 10 128 | 1062 | 12k 179 130 | 1125 ] 1066 -59 262
Total Current Assets 6141 12717 1138 561 6188 7295 1107 L63 7621 9082 1461 916
TOTAL ASSETS 4 13759 | 16105 | 2346 1086 § L6726 {53140 | 6Lk 1516 F 41312 {47238 | 5926 27
LIABILITIES

Long & Medium Term Loans
Agricultural Mortgege

Corporation - - - - 830{ 8L9 19 7 837 | 0Ly Ly 123
Building Societies - - - - 37 % -1 -6 57 92 35 13
Other institutional [4 3 -2 - 17 157 Lo -1 102 149 7 10
Bank loans 206 209 3 12 651 661 10 29 864 3] -5 -83
loans from relatives stol  Ls? -53 3 W2l | 1284 140 -43 1393 | thes 32 79
Other 107 113 6 W 789 81k 25 142 322 373 51 246
Total Long & Medlun Term loans| 827} 782 -Ls 60 | 38481 3802 -L6 128 | 3673 | 3% 268 -124
Short Term loans
Hire purchase 83 68 =15 - 25 3% " -1 67 39 -28 ?
Creditors 13591 1LL3 8L 232 913 877 -36 53 101§ 1111 97 n3
?ank overdraft 1021 1261 240 19 1596 { 1761 165 173 | 18L5] 2197 352 -99
Other L8 65 17 2 50 53 3 19 3% s3 17 -20
Total Short Term Ioans 2510 2838 328 253 | 2586 2727 ] 23 2962 { 3L00 438 201
Vet worth 10422 12486 206L 773 | bo292 | L6610} 6318 1157 | 3677 | 39896 5219 2040
T0TAL LIABILITIES 13759 } 16105 236 1086 | L6726 ] 531k0 | 6Lk 1516 {41312 L7238 | 5926 2117

$ After depreciation sales and government grants.
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LIABILITIES AND ASSETS SURVEY, EZHGLAND ARD WALES
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Balance cheets for ihe beginning and ead of 1072/73 _acconnting year for all tyves of farming

(excluding horticulture) by tyre of tenure on faris 2’}5"1l"l9‘_3 Erd  (avernie full~time)

&'s ner famm

FARIS WITH MIXEU TENUKE

Type of Tenure TENANTED OWHER-OCCUPIED
Number of farms 255 222 208
Average Size of Business: smd 911 854 969
Average Size of Farm: acres 212 188 201
1972 1973 Change 1972 1973 Change 1972 - 1973 Change
ASSET3
Fixed Acsets
Land and buildings 1313 1663 350 43329 53335 10656 26676 k1159 54483
(of vhich valuation change) - 9655 12004
Machinery sn2 equipment 3599 4296 €97 3346 3791 L4s 3963 4538 575
Breeding livestock 4115 5197 1082 3779 k720 94 3727 L83l 1156
(of which valuation change) 765 757 €657
Total fixed assets 027 11156 2129 50454 62496 12042 34367 50531 16214
Current /wsets
" Trading livestock 27225 3746 1021 2613 3518 95 3183 Ls16 1233
Crops 1709 2276 ? 1863 2226 363 2533 3197 664
Consumable stores 650 829 179 595 710 116 697 866 169
Debtnrs 1073 1115 42 928 1110 182 1160 1161 1
Cas.: at bank and in hand 862 847 16 1374 1552 177 915 1060 b4
Total current ansets 7020 8812 1793 7372 9115 1743 8488 10699 2211
TOTAL ASSETS £ 16047 19969 3922 57826 71611 13785 42855 61280 15425
LIABILIPILES
Lonz and Medium Term Loans
Agricultural Mort;age Corpn. 13 13 - 968 Q39 ~29 1074 11h1 68
Building Societies - - - 27 51 2k 160 155 -5
Other Institutional 11 16 5 33 30 ~3 75 71 -4
Bank loans 105 154 50 716 855 139 48 535 - 13
Loans from relatives 516 493 - 23 1624 1567 ~57 877 89k 17
Other 65 65 - 855 818 -~37 220 231 12
Total lon~ and medium term loans 710 742 22 4223 L2fo 38 2953 3026 73
Short Term Loans
Hire purchase 74 89 14 28 29 2 52 60 8
Creditors 1335 1508 173 1026 1104 78 949 1100 152
Bank overdrafts 1192 1507 315 156% 1860 297 2366 2956 591
Other T35 60 24 3l 42 7 3 22 - 9
Total short term loans 2637 3163 526 2651 3035 384 3397 4139 742
Net worth 12700 16064 3364 50952 64315 13363 36505 Sh11b 17609
TOTAL LIABILITILES 16047 19969 3922 57826 21611 13785 42855 61280 18425
RATIOS
Current assete as % of current
liabilities ' 266,2 278.6 - 278.1 003 - 249,9 258.5 -
Liquid assets as § of current
lisdbilities 734 62,0 - 86.8 87.7 - 61.1 53,6 -
Total assets as % of total
liabilities {less neot worth) 479,5 5114 - 841,3 981,6 - 674.9 855,2 -
Long and medium terms loans as
% of net worth™ 5.6 4,6 - 2.3 6,6 - 8.1 5.6 ~

g After Gepreciation, sales and government grants.
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These balancc shcets are analysed further in Tebles XXV, XXVI,
and XVII to show the main sources of funds and their disposition among
the various classes of assets. The analysis shows that the main sources
of fuunds for investment were either from within the ferm business
(retained faorm earnings, depreciation provisions, sale of asscts) or
from new capital funds introduced; external sources of funds (loans and
Government grants) generally represented less than a cuarter of the
additional investment. The composition of the investment varied according
to the type of tenure and type of farming. Thus, for 1971/72, investment
in land and buildings on owner-occupied Tarms wvas substantielly higher
than on tenanted farms, while tenonted farms put a greater proportion of
investment into breeding livestock and liquid assets. Investment in
machinery and equipment and physical working assets was however much the
same. The total funds available for investment increased by about 40 per
cent. on owner-—occupied farms and 57 per cent. on tenanted farms between
1970/71 and 1971/72.

Finally, it should be observed that ell averages have been
calculated by weighting the sample results for Englend and Wales in each
of the three size of business groups (275-599 and 600-1199 and 1200-4199
SMD) and each of the five types of farming (dairying, cattle and sheep,
cropping, pigs and poultry, mixed) by the total number of holdings of that
type snd size recorded in the 1971 June Census.

A more detailed analysis of borrowing habits of farmers by type of
tenure, and by type and size of farm, is given in Tables XXVIII, XXIX, and
XXX. For purposes of interpretation, bank overdrafis might be regarded as
short-term accommodation, i.e., normally repayéble within a year; creditors
(which would include credit made available by agricultural merchants and

dealers) would again be substantially short-term in character; loans from
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relatives would be almost certeinly medium- and long-term; and bank
loans would in general be medium-term, i.e., not usually liable to early
recall and tending to run on for more than 12 months.

This is followed by a similar enalysis -~ on the basis of profit and
loss account - of those farmers who paid interest on borrowed moneys - from

wvhatever source (see Table XXXI).
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For the following Tables refer to Appendix A:

Table XXIII
Table XXIV
Table XXV
Table XXVI
Table XXVII
Table XXVIII
Table XXIX

Table XXX

Table XXXI
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Chapter 3

Influence of 3tate Apencies on the Availability of Credits in General and
of Agricultural Credits in Particular

Except in Scotland, where grants and loans are provided both by the
Highlands & Islands Development Board and the Crofters Commission and, in
Northern Ireland, where the Department of Agriculture (formerly the Ministry)
provides loans for a variety of agricultural purposes,l there are no State
agencies supplying agricultural finance as such in the United Kingdom, that is,
if we exclude the several grant schemes described below, The Agricultural
Mortgage Corporation (see pp. 76 ff,), which might be thougtt of as in this
category, is regarded as being in the private sector, though it does benefit
to some extent by receiving an interest-free loan from the Minister of
Agriculture with the approval of the Treasury to ensure that loans are made
to borrowers on favourable terms (see p. 77 ). These advances provide the basis
for the Guarantee Fund and this enlarged capital base serves as 'backing' for
any debentures issued to the public.: In consequence, it is hoped, money will
be raised more cheaply.

Apart from the special regional institutions referred to above, the
Ministry of Agriculture has over the years made a number of granits available
to assist farmers in the United Kingdom and in a variety of ways. The range
of these grants available over the years 1970-73 is summarised below:

Grants Available to Agriculture in the United Kingdom 1970/73

Grant percentage rates
1970 1971 1972 1973

% % % %
Farm Improvement Scheme ) 25 ) . .
Investment Supplement ) 15 ) Replaced by Farm Capital Grant Scheme
Investment Grants
Buildings and Fixed Equipment 30 30-10 10 10 (ended 31,3.73)
Plant and Machinery 30 )

Tractors and Harvesbers 30 ) Replaced by investment allowances

1. These arrangements will be discussed in Chapter 5.
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Grants Available to Agriculture in the United Kingdom 1970/73 cont.

1970 1971 1972 1973

% % % %
Hill Land Improvement Scheme 60
Field Drainage
Normal rate 50
Hill rate 60

Farm Water Supply Replaced by Farm Cgpital

Public (+ Investment Supplement) 40
Private (+ Investment Supplement) 45

Grant Scheme

Nt S N e S N St Nt st et N i e S

Ploughing Grant £12 per
-acre
Farm Structure Schemes 60
Horticulture Improvement Scheme 33% 33% 333 333 closing to
applicants
Farm Capital Grant Scheme
Standard rate 40 40-30 30 )
Hill Land rate (for hill land 60 60~50 50 ) Closed to
items) ) applicants
) other thax
Drainage works: ) hill
(a) in hill land 70 70 70 g Sormers o
(b) other areds 60 60 60 ) eiee
Remodelling works 60 60-50 50 ;
Special Orchard Grubbing 100 100 100 )

In addition, there are the grants made under the Agricultural and
Horticultural Co-operation Scheme 1971, These are made by the State on the
recommendation of the Central Council for Agricultural and Horticultural

Co-operation, Since 1971, there has also been available to the Council a
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special fund to give assistance to marketing, grants from which are made by
the Council itself, as agent of the State., The main expenditure from this
fund has so far been the financing of a loan gurantee scheme, Where a
co-operative undertaking a marketing proposal has had difficulty because of
lack of collateral security in obtaining adeguate accommodation at the banlk,
it can apply to the Agricultural Credit Corporation Limited (ACC) or the
Agricultural Finance Federation (AFF) for a Government-backed loan guarantee
and the cost of that loan guarantee is met out of funds made available to the
Central Council, The bulk of the co-operatives concerned have so far been
cereal marketing groups; others have included co-operatives marketing potatoes,
livestock, and horticultural produce. The scheme began as an experiment;
because of its success, it has now been established on a permanent basis.
(Future plans are indicated in Chapter 6 in Part B.)

Grants which operated from January 1, 1974 include: the Farm and
Horticulture Development Scheme, the Har ticulture Grant Capital Scheme, and the
Farm Capital Grant Scheme, The first of these schemes is in implementation of
Directive 72/159/EEC of April 1972 on the modernisation of agricultural
holdings. The others are made under domestic legislation, viz,, the

Agriculture Act 1970,

As regards the former, the Minister for Agriculture said in the

House of Commons on November 14, 1973:

"The Directive ... requires Member States to introduce schemes for the
modernisation of farms and horticultural businesses on lines laid down

in the Directive in pursuance of the Community's policy for the
improvement of agricultural structure., It provides for a 25 per cent.
contribution from FEOGA towards Government expenditure under the scheme,
A draft statutory instrument will shortly be laid before Parliament for
approval, The scheme covered by the main part of the Directive will be
called the Farm and Horticulture Development Scheme. It will be open to
farmers and growers who at present have an income per labourumit of less than
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the national averege income of workers in non-agricultural
occupations, end who can submit a develortment plan showing that within
six years their juncome will reach this level with the help & the
plan. The present figure is £2,300 a year in England, Wales and
Scotland; and £2,070 in Northern Ireland. Applicents vhose plans are
approved will be eligible for grants on the capital investments.
necessary for the implementation of their plans. The general rate of
grent for agricultural investment will be 25 per cent, but field
drainage will qualify for 60 per cent and certain other investments
such as the purchase of livestock, plant and machinery, fencing and
certain lond surface improvements and the provision of facilities for
freshwater fish farmingwill gualify for 10 per cent. The rates of
grant for horticulture will be 30 per cent for buildings except
additional production buildings, and 20 per cent for most plant and
equipment; additional production buildings and minor equipment such
as tractors will receive 1O per cent. Investments in poultry and egg
production will not qualify for assistance and invesments in pig
production will qualify only if they amount to not less than £4,600
and not more than £1&,500 and the farm unit is capable of providing
35 per cent of the feed. For other investments the maximum will be
£118,500 per labour unit.

"Farmers and growers carrying out an approved development plan
will also qualify for a grant towards the cost of keeping the farm
records which must be submitted annually during the life of the plan.
Parmers whose plan provides that more than half the farm income will
be derived from the breeding or keeving of cattle or sheep suitable
for the productionaf beef, mutton or lamb will also be eligible for
guidance premiums totalling about £16 per acre subject to a maxinum
of £4,150 ver holding,

"Under the Pirective, Member States may also within speciflied
limits provide national aids for capital investment on holdings not
subject to a farm development plan., Ve propose for this purpose to
seek Parliamentary approval for new Farm and Horticulture Capital
Grant Schemes. In general, the Farm Capital Grant Scheme will be
similar to the existing scheme, but there will be some new features.
As under the Farm and Horticulture Development Scheme there will be
no grants for investment in poultry and egg production and grents
for investment in pig production will besubject to the limitations
«es 2lready mentioned. The maximum amount of investment eligible for
grant on all holdings will be £18,500 for each labour unit. Bis will
supersede the vresent limit of £10,000 per farm unit. It will
be related to total investment attracting grant over a period of
two years. The grant for field drainage will be a maximum of
55 per cent, but to meet an E.E.C. requirement that grants should
not exceed 25 per cent of total investment, it will be necessary
to take into account all capital investment on the unit of a tyve
eligible for grant under the Farm and Horticulture Development
Scheme over the preceding two years. The amount of grant payable
for field drainage work will therefore represent 25 per cent of the
cost of all such investment, less any grant already already paid
on that investment, subject to a maximum of 55 per cent of the
cost of the field drainage work,

"The Horticulture Capital Grant Scheme will offer grants at
five percentage points lower than for horticultural investment under
the Farm and Horticulture Development Scheme except that those
improvements grant-aided under the latter scheme at 10 per cent
will not be grant-aided under the Capital Grant Scheme.
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"Pending the adoption by the E.E.C. of a Less-Favoured
Areas Directive, the capital grants for investments in hill land
will continue unchanged."

The Farm and Horticulture Development Scheme is open to farmers and
growers whose income per labour unit is below the level of the average income
in non-agricultural industry. This is at present £2,300 in England, Wales and
Scotland and £2,070 in Northern Ireland. Applicants will be required to submit
a development plan designed to bring their income up to the comparable level over
a period of six years. Approval of a plan will entitle the applicant to grants for

capital investment on a wide range of items, and for record-keeping. Grant

will not be payable for investment in poultry and egg producvion; and
investments in pig production will qualify only if they amount to not less
than £4,600 and not more then £18,500 and the farm unit is capable of
providing 35 per cente of the feed. Where the plan provides for at least
50 per cent. of the income to be derived from the breeding or keeping of
cattle and sheep suiteble for meat production, the applicant will also
receive guidance premiums of about £16 per acre up to a maximum of £4,150.

Government expenditure under this scheme will be assisted from FEOGA funds.

The hationalrscheme to provide capital grants for horticulturalists
was laid before Parliament on November 29, 1973 and came into operation
on January 1, 1974: The new scheme, the Horticulture Capital Grant
Scheme, succeeded the Horticulture Improvement Scheme 1970 and provided
grants for those growers who could not, or did not wish to, apply for grant
under the Farm and Horticulture Development Scheme. In many respects the new
scheme resembled the Horticulture Improvement Scheme. In particular, it
retained the same conditions of eligibility for grant, but it differed in some
respects, reflecting the requirements of EEC Directive 72/159 on farm
modernisation and the objectives of national poliey for horticulture. It
pfbvided for a 25 per cent. grant for land improvements, buildings used for
horticulture other than production buildings, and replacement or improved

production buildings with their associated works and services. A 15 per cent.

grant is now available for plant and equipment,except tractors and cultivators.
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The range of items onvhich grant is offered under the Horticulture Copital
Grant Scheme is broadly similar to that of the Horticulture Improvement Scheme
except that no grant is aveilable for additional or extended production
buildings. Grant will continuc to be available for their replacement and
improvement. This is in accordance with the national objective that the scheme
should encourage the modernisation of the industry rather than the further
expansion of production, which could involve a risk of recurring surpluses.
Another new scheme introduccd at the same time was the Farm Capitel
Grant Scheme, which wes very similar to the then existing Farm Capital Grant
Scheme, which was closed to new applicants other than hill farmers on
December 31, 1973. Grants for buildings, etc. under the new scheme, will
be at the rate of 20 per cent., but as in the Farm and Horticulture Development
-Scheme, investment in poultry and egg production will not be eligible for
assistance and there will be the same limitations on grants for pig
production, The grant for field draincge will be a maximum of 55 per cent.,
but to meet an EEC requirement it will be calculated as a 25 per cent. grant
in respect of the combined cost of the field drainage and of all other
capital investment on the holding of a type eligible for assistance under the
Farm and Horticulture Development Scheme over the preceding two years; it will
not, however, be less than 25 per cent. of the cost of the drainage work.
It should be noted that EEC Directive 72/159 requires a limit to
be set on the total investment which may be grant-aided in any one business.
The aggregate investment under the thrce new capital grant schemes
implementing the Directive will be limited to a maximum of 40,000 units of
account (currently about £18,500) per labour unit employed in any peri od
of two years finishing with the date on which a claim for grant is received.

Details of the new schemes are summarised in tabular form below:



FARK AND HORTICULTURE DEVELOPHENT SCHEME
FARM CAPITAL GRANT SCHEME
RORTICULTURE CAPITAL GRANT SCHEME

Capital Grants
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Itenm FHDS FCGS HCGS
(1) (2) (3 ()
(a) (b)
Agricultural Horticultural
Businesses Busginesses
Rate of Rate of Rate of Rate of
Grant % Grant % Grant ¥ Grant %
1. Permanent farm buildings (exclud-
ing living accommodation) siloes, .
bulk dry stores. 25 - 20 -
2. Permanent horticultural buildings
(except those shown in 3(i) and
(i) below) - 20 - 25
3. (i) Provigion of permanent build-
ings and frames designed for the
production of horticulturel
produce - 10 - -
(ii) Replacement, improvement etc
of permanent buildings and frames
designed for the production of
horticulturel produce - 30 - 25
(iii) Permanent -‘thermal insulation
vapour sealing or gas sealing in
permanent horticultural buildings - 20 - 25
Lk, Yards, loading platforms or banks 25 %0 20 25
5. Disposal of agricultura: waste 25 30 20 25
6. Provision of gas or electricity
for agricultural purposes 25 20 20 25
7. Field drainage 60 60 Maxdimun 25
55
Minimuo
25
8. Facilities for the supply
of water 25 20 20 25
9. Farm flood protection works,
protection oxr improvement
of river baunks 25 25 20 -
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Item FHDS FCGS HCGS

10. Roads, peths, permanent ways, herdd
standings, fords, bridges,
culverts, rallvay crossings,

creeps, piers, jetties or slips 25 20 20 25
411. Sheep grids or cattle grids 25 30 - 25
12. Pens, dips; st 1.3, or other

facilities {excluding in-

wintering) 25 - 20 -
13. Fences, hedges, walls or gates . 10 30 - 25
1. Shelter belts & shelter “

hedges 10 20 - 25
15. Clearance of scrub, land levell-

ing or grading, removal of hedges

tree roots, bouldzrs & ob-

structions, bracken control 10 30 - 25
16. Claying, marling & soil mixing 10 10 - -
17. Wirework for hop gardens 25 - 20 -
18. Orchard grubbing 25 30 20 25
19. Watercress beds - 30 - 25
20. Plaut or machinery for

agricultural purposes 10 10 - -

21. Plant or equipment for production
or harvesting of horticultural
produce - 20 - 15

22. Plant or equipment for storage
or preparation for market of
horticultural produce - 20 - 15

23. Plant or equipment, including
tractors and ancillary equipment
for the cultivation of hort-

icultural crops and produce - 10 - -
2k, Purchase of livestock 10 - - -
25. Facilities for farming of
freshwater fish for food 10 - - -
26. Any work incidental to works
carried out on items 1-25 as for as for as for as for
and 28 appropriate lappropriate appropriatd appropriate
item item iten itenm

27. Preparation of development
plans 25 25 - -

28. Arterial Drainage (Scotland
Only) - - 60 -




- 43 -

EQEE& 1. Under the FHDS, businesses which have an incoume at or
above the comparable level may qualify for assistance
if the income is at risk of falling below that level.
Such businesses will gualify for slightly lower rates
of grant than those shown under col. 2 above.

2. The EEC, directive provides that no more than £18,500
of investment per labour unit mey be grant«aidea. This
limit will apply to the aggregate investment under all
threc schemes.

3. All applications for carrying out proposals for capital

grant (including those provided for in developaent plans)

will be subject to the prior approval rule.

Additional Grants under FHDS

Guidance Fremium is payable over 3 years as follows:

Year 1 - £56.40 per acre up to a limit of £2,079 per holding.
Year 2 - £5.60 per acre up to a limit of £1,386 per holding,
Year 3 - £2.80 per acre up to a limit of £693 per holding.

Keeping of Lccounts

Year 1 - £70, Year 2 - £46, Year 3 - £46, Year 4 - £46.
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these mecans of waking moneys availsble to agriculture mey be
compared with the financing of the nationalized indusiries in Britain,1
which are more ncarly like Stete sgencies. Until 1955, most of the
nationslized industries in Britain borrowed long~term on the Lindon capital
market by issuingy fixed interest stock with the backing and guarantee as
1o capital and interest of the United kingdom Treasury. These stocks were
nnderwvritten by the Bank of kngland and were managed and regarded as
gilt~edged securities, in that they were formally 'issued' by prospectus
in stated amounts. Some issues were made directly to the National Debt
Commissioners, in which casc the effect was to diminish the amount which
the Commissioners could lend to the kxchequer, so that the Exchequer had to
borrow an equivalent sum fer its own purvoses from the market end wvas
therefore in effect borrowing to finance the nstionalized industry concerncd.
Most issues were, hovever, made to the market, in vhich case awounts not
subscribed by the public at the time of issue were taken into the portfolio
of the Issue Department of the Bank of =ngland and subsequently sold at
market prices through the Government broker as opportunity offered. In
proportion as unsold stock was taken up by the Issue Department, the Issue
Department was obliged to reduce its lending to the ixcheguer and the
Exchequer was forced to borrow more from the market by the sale of Treasury
bills. In effect, the authorites were obliged to increase the total of
Treasury bills in order to finance the nationalized industries until such
time as the Issue Department had sold the stock which it took up at the time
of issue. In so far as the Treasury bills were taken up by the banking
system, they replaced the nationalized industries' bank borrowings. Thus,
the 'funding' of these bank advances made the banks more rather than less

iiquid.

1, See  M.G. Webb, The Economics of Nationalized Industries, London, 1973,
pp. 137 ff.




— 45 -

In 1955, however, the authorities experienced increasing
difficulty in selling nationalized industries' stocks to the public and
a succession of such issucs had to be taken up almost entirely by the
Issue Department. Not only did the Bank of England become alarmed lest
the Issue Department might become ™clutitered up with a lot of unsaleable
stock", but the effect upon the liquidity of the banking system was
directly contrary to the Government's declared aims of restricting credit
and, for that purpose, keeping the liquidity of the banks as near to the
conventional minimum as possible. It was therefore decided to suspend
issues of netionalized industry stocks snd firnence the industries from the
Exchequer. To this end, the Finance Act 1956 gave power for the Treasury
to meke advances of long-term capital to these industries, as it had done
from the outset for the Nationmal Coal Board and other public corporations,
and authorised the Treasury to borrow for the purpose of so doing.1

Since 1956, therefore, British nationalized industries have not been
permitted direct access to the London capital market, although in recent
years a number of them (e.g. the Gas and Electricity Councils; also some of
the local authorities) have been allowed to borrow on foreign capital
markets (see also pp. 98-99 ) with the backing and guarantee of the Treasury.
Under the Finance Act 1956, most of the capital required came from long-term
advances made by the Treasury to these industries. These funds derived from
the Consolidated Fund (now the National Loans Fund). The Exchequer mekes the
loans either from the proceeds of its own borrowings or from surplus revenue
vhich would otherwise be used to redeem the National Debt. Interest is
charged on these loans (except for Public Dividend Capital, see below) at
rates based on those paid by the Exchequer for borrowings at comparable
periods rounded upwards to the nearest 3 per cent. to cover the costs of

administering the debt. These borrowings are subject to statutory limits

1. See Committee on the Working of the Monetary System Report, Cmr 827,
1959. vo. 29-30.
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though these may be revised from time to time,

The nationalized industries also have power 1o borrow short-term
from the banrks. Such advances are likevwisc guaranteed by the Govermment,
which enebles the borrowers to obinin a finer rate of interest than most
commercial customers.

Cn occasion, it has also been possible in Britein to write of?f
a proportion of the capital debt of & nationalized industry. Thus, under

the terms of the Transport Act 1969, the capital deficit account of

British Rail, which stocd at £345 millions was written off cowpletely and
the book value of British Rail's fixed assets reduced by £709 millions.

In 1965, the concept of the Govermment's providing equity fiuance
to nationalized industries was introduced for the first time. BOAC was the
first beneficiary for an experimental period of six years, extended in the
financial year 1970/71 for a further period of five years. This provision
was known as Public Dividend Capital, on which a varisble rate of return
(like a dividend) is paid. It varied over the experimental period from zs
low as Tiper cent. tc as high as 25 per cent. per annum,

The nationalized industries, like commercial concerns in the private
sector, will also finance some proportion of their investment requirements
from retained earnings and in the form of e provision for depreciation., Some
economists have argued that the proportion should itself depend on commercial
considerations such as pricing and investment policies and should not be
predetermined. But when the Government was setting financial targets for
the nationalized industries in 1961 the proportion was in fact predetermined.
For example, the Electricity Boards' target was set at 12.4 per cent. This
was divided approximately into depreciation 5% per cent., interest 43 per cent.,
and balance of revenue 2% per cent. Given the estimated capital investment
programme for the quinquennium, this objective amounted to the achievement of

a self-financing ratio of 51.2 per cemt. in 1962/63, rising to 61.8 per cent.
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in 1966/67, with an average of 56,5 per cent, over the period as & whole,
Achieved ratios were rather lower, Latterly, the 1967 Vhite Paper retained
the use of financial targets, but recognised that they must be made more

flexible in order to reflect sound investment and pricing policies,

as & proportion of the nationalized industries' fixed investment
programmes, Government loans are of major though apparently declining importance,
Tﬁus, for 1961/62, the percentage was Tl; for 1966/67, it was 64; and for
1970/71, it-was 47. At the same time, although the percentage of total funds
provided in this way has declined, the absolute amounts required for investment

by the nationalized industries have increased quite considerably.

But to return specifically to the financing of agriculture, the provision
of credit can also be assisted by providing a supplementary guarantee, The only
agency in the United Kingdom actually providing this service is the Agricultural
Credit Corporation Limited (also referred to at p. 64 and note); with Britain's
entry into the Common Market, resort to this technique may become more frequent
and important. The ACC was originally set up in 1959 and provided with
financial backing by the National Farmers! Union Mutual Insurance Company,
Farmer borrowings from the banks totalling £5 million were guaranteed in the
first three years, but the NFU Mutual then withdrew its support after a run of
bad debts.

Eventually the Government agreed to support the operations of the
Corporation, the new scheme commencing in 1964 for horticulture and in 1965
for agriculture. This was to operate on a loss-sharing basis, with the
Corporation standing a proportionate increase as its reserves were built up.
From the beginning, the banks agreed to stand 5 per cent. of any loss under
guarantee and the residual loss was shared according to an agreed schedule,
which in recent years has been as follows:

Proportion of Expenditure Incurred

Period

by Ministry by ACC

o,

/0
Year ending 31 March, 1972 84% 15%
Year ending 31 March, 1973 81% 18%

Year ending 31 March, 1974 79 21
Year ending 31 March, 1975 76% 233

When the Government took the relevant powers under the Agriculture and

Horticulture Act 1964, it also made provision for gusranteeing agricultural

co~operatives and arranged that in this context a second organisation - the
Agricultural Finance Federation Limited - should be included in the scheme.
In fact, AFF has intervened much less frequently than the ACC, though under the

later scheme described at p. 50 it has'powers to do so,
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The role of ACC is to provide a specialised service by combining
technical asscsswent of farm programnes with guarantees to the banks for
sgriculture and horticulture throughout the United Xingdom in order to
asist farmers to obtain loans from their own bank on the basis of a
guarsntee provided by the ACC, The object was 'to improve the efficiency
and profitability' of the farm by helping to provide the finance for the
purchase of farm buildings, machinery and equioment, or livestock, even
working capital, and the service was to be made available 'to the competent
and progressive men vho is prepared to seck and follow the best management
advice', In addition, such support was expected to be useful to a new
farmer, for amalgamation projects, and the takeover of extra acreage. ‘here
assistance is given, this is based on 'a development programme, agreed between
e farmer, his adviser and the Corporation's technical staff'. The programme
will outlinc the appropriate system of farming, specify the additional money
required, end the purposes for which it should be used. The objective will
be to imncrease profits sufficiently to justify the borrowing and to meet
interest and repayment terms., 7The agreed programme must be followed and,
to that end, a degree of supervision is exercised, based on the kecving of
adequate records (including audited accounts) and an annua} farm visit. The
sum guaranteed would usually include the existing facilities, the total then
becoming the new limit, and a repayment schedule over a maximum period (normally
10 years) would be agreed between the farmer, his bank, and the Corporation.
This is based on the ability of the business to repay the loan, but although
the farmer is expected to abide strictly by its terms it is sometimes alleged
by critics of ACC that the Corporation tends to be too lenient and does not
in fact exert sufficient pressure to reduce outstanding borrowings. On the
other hand, it is claimed that a degree of flexibility is essential to meet
exceptional circumstances or to enable capital to be ploughed back for
further development subject to specific approval of the arrangements by the ACC

and the bank.
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The ACC pguarantee is particularly useful where the security readily
available to the bank does not match the degree of development required by
an othervise viable enterprise. Nevertheless, at the time of the Wilson
Enquiry,1 and taking the country as a whole, the ACC guarantee did not seem
to be greatly used. But following & series of area neetings with bankers,
the ACC then progressively improved its image with branch bank managers,
who now had a much clearer understanding of the facilities that were being
offered by ACC,

So far as charges are concerned, there is a single 'initiation' fee of
4 per cent, of the value of the guarantee to cover the preliminary work (this
is very reasonable) and the annual charge (additional to the rate of interest
payable to the bank) will normally be a minimum rate of 2 per cent,, which
can be varied between individuals depending on the degree of risk and the
value of other securities held by the bank in support of the borrowing.

This charge relates, however, to the value of the guarantee at the beginning
of each guarantee year and the amount, therefore, reduces as repayments are
effected year by year. The use of overdraft facilities on a day-to-day basis
remains the cheapest source of available credit and, although the addition of
around 2 per cent. to the cost of that borrowing may appear something of a
deterrent, the aggregate charge to the farm business still works out in
practice at considerably less than the rate required by outside sources such
as hire purchase,

Over recent years, new guarantees of the order of £750,000 per annum have
been provided and the Corporation is steadily developing the scope of its services

to farmers, growers and co-operatives, Of farmers and grovers with guarantees,

1, Availability of Capital and Credit to United Kingdom Agriculture, HMSO, 1973,
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tenants (70 per cent, of the total) use the facilities more than
owner-occupiers. By mid-1974, total guarantees provided by ACC exceeded
£9.,5 million, of which nearly £2.5 million was still outstanding, Of these,
90 per cent., would apply to England and WVeles and the remainder to Scotland.

In April 1972, the Central Council for Agricultural and Horticultural
Co~operation and the Government's Agricultural Departments agreed that for an
experimental period of one year the Council might use £50,000 from its special
fund (sece p. 37) to assist with the provision of guarantees in support of
borrowing to undertake worthwhile developments in marketing by co-operatives,
Any co-operative wishing to start, improve or extend its marketing operation
and which had difficulty in obtaining the full extent of the required finance
might apply to the Central Council and ACC for support in obtaining guarantee
facilities. It was subsequently agreed as from April 1, 1974 +that the Central
Council might support by a payment out of its special marketing fund any
guarantee provided by the ACC (or AFF) to a co-operative, federal or joint
venture engaged in marketing which through an insufficiency in collateral
security had difficulty in arranging an adequate overdraft facility. In
other words, in suitable cases, the Central Council will itself pay the
ACC charge. An application from a co-operative for this support is made in the
first instance to the Central Councilj all the necessary information must be
provided to allow the Council to examine the eligibility, worthwhileness and
viability of the applicant and the proposal. The Central Council immediately
passes this information to the ACC so that both organisations can pursue their
enquiries simultaneously eand thus reduce the time taken to approve loan
guarantee support. In fact, the ACC will not give approval to a loan guarantee
vhere Council support is involved, unless the Council itself recommends support.

The information sought by the Council is as follows: Is the applicant

a bona fide co-operative which would be eligible for grant aid from the Council?
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Is the assistance required to help finance a marketing development?

It should be pointed out that no assistance will be given for guarantecs
sought for ectivities other than marketing, nor will assistance be
considered to finance existing operations. Significant exponsion of
existing operations may be considered. The Central Council will elso
require the balance shcets and accounts of the co-operative, from vhich
an idea of current worth can be determined; a revenue forecast for the
number of years until the proposal is implemented and contributing fully
to the profits of the co-operetive; a cash flow forecast for the same
period, showing the overdraft position at wmonthly, quarterly or periodic
intervals as suitable; and confirmation of bank lending (subject to
guarantee) and proof of adcquate additional finance to imvplement the
proposal.

The Central Council will require the co-operstive to enter into
a written contract to which the three Ministers of Agriculture are a
party. This countract requires that the co-operative comply with a list
of annexed conditions, which are those normally associated with grant aid,
and includes a limitation on the use of the money raised by the guarantee
to-the purpose described in the contract. If the co-operative agrees to
abide by these conditions, the Central Council pays the costs of the
ACC in furnishing the loan guarantee.

Another way in which the State - or, in this case, the monetary
authaities - can play a role that is relevant in the present context is
by providing the poliecy framework within which capital and credit is made
availeble to agriculture. In the United Kingdom, it is pertinent to consider
this matter for two periods - the first before and the second after the

introduction of Competition and Credit Control.
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All the deposit benlts are subject to a degrce of regulation by
the monetary suthorities in the United Kingdom, which in this context mesns
primarily the Benk of Bugland. As is well known, throughout the 19605 the
United Kingdom was subject to recurrent crises in its balance of payments
and a range of measures was employed in an attempt by monetary means to
limit increases in bank advances and thereby in the supply of money and the
levels of expenditure in the econony.

In general terms, thesc measures were three-fold in character:
(1) They might be quantitative. Under this head, the main weapon employed
during these years with a view to regulating the increase in bank advances
was the imposition of a ceiling on such advences, which ceiling related to the
level during e base period. In effect, there was a series of ‘'credit
squeezes', More generally, an influence was exerted over the monetory flows
in the economy by buying and selling Government securities (su-called 'open
market operations')., The calling of 'special deposits' which had to be
placed by the London clearing banks and the Scottish banks with the Banlt of
England could also be resorted to.
(2) A degree of regulation could be exercised by varying Bank rate (the
minitum rate at which the Bank of England was prepared to lend to the
discount houses or to discount first-class bills of exchange). By this means,
the Bank of England could exert a direct influence on the rates at which the
deposit banks lent to ther customers, since until September 1971 Bank rate
remained the conventional basis to which rates on advances (and on deposit
accounts) were linked. As from September 1971, each of the deposit banks
set its own Base Rate (which reflected movements in market rates) and to
which each bank's lending rates were related. In October 1972, the Bank cf
England introduced its Minimum Lending Rate (in place of Bank rate). The
new rate was calculated by adding + per cent. to the Treasury bill rate and

rounding the result up to the nearest % per cent. This formula was temporarily

suspended on November 13, 1973, when the rate was raised from 11} per cent.
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to 13 per cent., A change in Minimum Lending Rate triggered off by the change
in Treasury bill tender rate again occurred on Jeuuary 4, 1974. (Movements
in the relevant rates arc indicated iw Toble JIU{I1, which aluo shovws {.e
minimur lending rates of the clecring bauks (see column for 'blue chip!

rete) in ¥ngland and %Weles, vhich were raised & per cent. in October 1969;1
also Barnk rate eund, latterly, the Minjwum Lending Rate of the Banlk of

Englend and the deposit banks!' Base Rate.) Actusl rates charged to
agricultural borrovers would be at leest 1 per cemt. and possibly 11 to 2

per cent. higher for ilhe ceneral run of loans (over 1973/74, tle margio

may have been as high as 2 to 2% per cent). Prior to Sevtewber 1971, the
minimum lending rates were fixed by collective agreoement. After that deve
the banks becawme rather more competitive, since sllhough Bese Rates still
teird to keen more or less in line, there is competition with regard wo the
marging beyond Base Rete. However, as commarcd with other lurcvean countrics,
rates charged on bank a,dvances2 in the United Kingdom have tended to be

net and relatively lower than charges levied clscwhere (on the basis of

rate of interest »nlus other charges);3 despite some edging up of rates in
recent years, this has broadly speaking remained true, though in a

number of instances on the Continent of Europe rates on loans to agriculture
are subsidised and, for this purpose, Continental rates on loans available to
farmers may well be lower.4

(3) Credit controls may be qualitative. In this context, the Bank of Ingland

issued directives, vhich indicated thec dircctions in vhich the banks could

<§}-

1. The 'blue chip' rate was more obviously & minimum lending rate prior to the

publication of the Banlk of kngland's document on Competition axd Credit Control.

After September 1971, cartel arrangements relating to interest rates were
b (=3 S

ended and the situation with repard to the minima at which the seversl banks
o

would lend beceme much more fluid, as was in part reflected by the (largely
temporary) differences that occurred from time to time in Base Rate itself.

2. This is not always truc of primc commercizl bills,

3. See "The Cost of Bank Finence - a Comparative Siudy", Midlzud Banlk Review,

August 1971. But the position can change. For example, at end-1972, it was

reported by Willicms & Glyn's Bank that 'from being the cheapest country

in .jurope for banlt losns only 12 months ago Britain is now the most

cxpensive', RFinancinl Times, 23/12/72.
An additional reason Tor this is the Fact that the banis on which apgriculture
largely reliegs are tuemselves of 'agricultural'! origing farmers and their
co-operatives therefore tend to receive special treetment; also, in port,
farmers are subsidised by non=zpgriculivurel leonders. furthernore, these
institutions have been able to maintein a hirhier ratio of lendine in relpbion
to the capitel contributed by the borrowers than would be considered
conuerecially justified in the United Linscom,
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lend and the degree of restriction that might, or might not, apply

vhen lending to particular sectors. So far as agriculture was concerned,
throughout much of this period the industry was regarded as a sector

enjoying some degree of priority (this was cxplicitly rccognised in 1966)1
particularly in its role as a saver of imports,2 though therc did seem

to be a measure of restriction, especially of farmers' longer term borrowings,
to which a specific reference had been made by the authorities.

These several forms of restriction continued until April 1970, when
it was announced by the Chancellor of the Exchequer in his Budget Speech
that 'a graducl end moderate increasce, of the order of 5% over the 12 months
to March 1971, in lending which has hitherto been subject to ceiling
restrictions would be consistent with the main economic objectives.'3
This appeared to result in freer lending, even to what had'been regarded
as & 'priorivy' sector like sgriculture, %The position was further relaxed
in HMarch 1971, vhen it wes announced - ageain in a Budget Speech - that ‘it
would not be inconsistent with current general objectives if, for the
present, lending subject to restriction were to grow at a rate of about 217
a quarter.'4 But the guidance relating to the direction of lending remained
unchenged.

Folloving the publication of o Bank of England paper on

Competition and Credit Comtrol, a somewhat different system of regulation was

introduced as from September 1971, when all existing ceilings and guidance

of the direction of lending were withdrawn. Under the new arrangements,

1. After exports, priority was given to 'productive investment by

manufacturing industry and agriculture'! (Bank of England announcement
1/11/66). A Trecasury Note on the announcement explained that what was
'productive iuvestment' in agriculture deserving priority trcatment was
primarily for the banks to decide, but replacement of old machinery, purchase
of entirely nev equipment, etc., was what the Treasury had in mind. It was
also explained that 'long~term finance for the purchase of land may continue
to be restricted by the banks .

2. This was specifically referred to in a Government snnouncement on
November 1§, 1967 and, again in a Bank of Inglend Notice of May 23, 1968.
It was reaffirmed on November 25, 1969.

3. See Bank of England Notice 14/4/70.

4, See Bank of England Notice 30/3/71.



- 55 -

‘the deposit banks (slightly different arrangements sovplied wo finance
houses) were required to observe day~to-day a uniform minimum reserve
ratio of 12} per cent. of their 'eligible liabilities' (basicaliy sterling
deposits of two years or less from outside the banking system, plus any
foreign currency switched into sterling). Previously, the requirement for
the clearing banks in lingland and Jales had been a minimum liquid assets
ratio (in relation to deposits) of 28 per cent. (of which & pér cent. had to
be held in cash), though these arrangements did not apply to the Scottish
banks. In addition, when called upon to do so, the banks both north and
south of the border could be required to hold special  deposits with the
Bank of sngland. The 'reserve assets', which compriscd the 12} per cent.,
included balances with the Bank of tngland, other than special deposits
(for the London clearing banks, balances with the Bank of England were
required to be on average 13 per cent. of eligible Liabilities); Treasury

bills; company tax reserve certificates; money at call with the London

discount market, eligible brokers and (if secured on certain public sector
investments) with jobbers on the stock exchange; local authority bills eligible

for rediscount at the Bank of England; similar commercial bills (up to a maximum ¢Z
2 per cent, of eligible liabilities); and the British Government securities with oz
year or less to final maturity. It did not include cash in till, which may be of

‘the order of another 5 per cent., Maintenance of this minimum reserve asset ratic

vas intended 'to provide the authorities with a known firm base for the
operation of monetary policy!'.

As one would expect, there has been some modification of the workings
of Competition and Credit Control since its introduction. So far as the banks
are concerned, this has taken two main forms: the reintroduction of
qualitative credit controls, on the one hand, and, on the other, resort to
a new mothod of restraining the growth of the bank' interest-bearing resources.

Under the first head, the authorities did not revert to direct control

of the level of bank lending, but they have decided to exercise a selective
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influence on it., Thus, in August 1972, the banks were asied to 'mole

credit less readily available to propverty companies and for financial
transactions not associated with the meintonance and cxpansion of industry.’ !
In September 1973, the request was made in cven stronger terms, because of the
need to cnsure the availability of credit to 'firance a higher volume of
exports end for indusitrial investment and for other essential purposes’'.

In addition to further restraint on lending for property development and
financial transactions, there was to be 'significant restraint on the provision
of credit for persons (other than for house purchase)'.2 As it happened,
personal demand for benlk credit bhegan to slacken of its own accord about this
time, so that the last part of the request proved in fact to be unnecessary.
Vhen controls on instalment credit were re-imposed in December 1973, the banks
were asked not to provide credit for similer purposes on easier terms than
those laid down in the official controls.

However, there was nothing in 'these restrictions that would affect
directly the amount of bank credit made available to agriculture. To the
extent that sgriculturel land may have been sold for development, restrictions
on loans to proper@y companies might be relevant, but planning permission
would first be required arnd the amount of truly agricultural land that would
be affected would be limited. Moreover, since September 1971, the banks
have only gradually felt themselves to be under an increasing degree of
restraint and, vhile this could be expected to affect agriculturc quite as
much as other 'essential' purposes, the effects cannot have been very marked.
It is "perhaps the banks' understanding of the general climate of opinion

that makes them feel less free to lend now than they did a year ago, ..."?

1, Letter sent to the banking system by the Governor of the Banlt of ingland
on August 7, 1972.

2, Letter sent to the main banking associations by the Governor of the Bank
of Erngland on September 11, 1973,

3. See Midland Bank Review, May 1974, 'Annual Monetary Survey - No. 25', p. 9.

4. See Midland Benk Review, loc. cit.,p. 10.
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MHore relevent might have been high rates of interest, which nust have
made & significant impact on the costs of farmers vho were heavily
borrowed,

Another neasure of general application was the new arrangements
announced on December 17, 1973 with a view to improving the authorities'
control over the money supply and bank lending. The new arraungements
for crecdit control provided for non-interest-bearing special deposits
to be made with the Bank of England in respect of growth of the interest-
bearing resources of each bank end deposit-taking finance house over and
abore a specified rate, These arrangements were to be activated immediately.

The Bank of England may now specify a maximum rate of zrowth for
the interest-bearing eligible liabilities, to apply to every bank and
deposit~taking finance house. Any institution whose interest-bearing
eligible liabilities grow faster than this must place non-interest-bearing
special deposits with the Bank of ¥ngland, to an extent related to their
excess interest-bearing eligible liabilities. To judge from the first
activation of the scheme, this rate of call for special deposits will be
progressive, to a point at which it quickly becomes virtually prohibitive,

As already indicated, this scheme wes activeted immediately, the
banks being told that their interest-bearing eligible liabilities should not
grow by more than 8 per cent. over the first six months, this being
measured by the average for April, May and June 1974 over that for October,
November and December i973. At the end of April it was announced that, over
the second half of 1974, interest-bearing eligible liabilities could grow
at the rate of 13 per cent. of the base figure per month, reckoned on a
three-monthly moving average. The rate of special deposits is only 5 per cent.
for an excess growth of 1 per cent., but rises sharply to 25 per cent. for an
excess of between 1 and 3 per cent., and 50 per cent. for any higher excess.

By making several releases of special deposits to ease the liquidity situwation,
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without modifying the new control, the authorities have given the
impression that it is the main weapon on wvhich they are now relying
for their restriction of the growth of bank activities.

In Moy 1974, the Benk of England announced that it was m&intaining
its strict oontrol over the growth of bank deposits and the money supply
introduced in December 1973 1and that the limits it was setting on the
growth of interest-bearing cligible liabilities at the banks and deposit-taking
finance houses for the second six-month period of the new restraint was in
cffcet an extension of the basis set for the first six-month period, which
was to end in June 1974.2 However, the scheme was now applied on a more
flexible monthly basis, which meant that non-interest—bearing special
deposits would be repaid, when a bank which had incurred a penalty came

baclk within the limits.

1. One way in vhich this control might be evaded to some extent was by the
issue of bills of exchange, vwhich are 'accepted' by financial institutions
and then sold in the discount market. There was said to have been a
significant ‘recent increase in acceptance business which had enabled
certain large companies to escape the impact of the Bank of England's
supplementary deposits scheme, See The Times (London), 1/7/74.

2. In fact, by cnd-June 1974, it was found that the majority of the banks
had kept within the interest-bearing deposit linit laid down. Banks
which failed to meet the requirement were among the smaller groups in

the industry; several of these had to pay the full 50 per cent. penalty
on excess devosit growth. See The Times (London) and The Financial Times,

10/7/74.
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Chavber 4: wthe Structurc =nd Costs or Agriculiural Credit

The significance of the several types of credit insitutions as
sources of borrowing by the agricultural industry is indicated in Tables XI
(for Lngland and Vales), XII, XITI, and XIV (for Scotland), XV and XVI
(for Northern Ireland). These figurcs arc based on the sample survey
relating to the years 1967/68, 1968/69, and 1969/70, the results of which

were published in Availability of Cavital and Credit to United Kingdom

Agriculture, HMSO, 1973, A balance sheet figure for the United Kingdom as

a whole is given in Table XX, This was vrepared by the United Kingdom
Ministry of Agriculture, and partly based on the Wilson Report. The
general picture here outlined is confirmed by the Farm Management Survey
of Farm Asscts end Liabilities (see Tables XXII to XXXI).

On these bases, it is clear that a significant quantum of short-term
loans comes from the banks, on the one hand, and the agricultural merchants
and dealers, on the other. The latter accommodation is itself partly
derived from bank sources. (For tenants, merchants and dealers is the more
important sourcc; this was also the result in the Wilson Enquiry.) At
medium-~ and long-term, loans from relatives is the most important source
(though here we have only statistical evidence and very little knowledge of
the bases on vhich money is lent). For owner-occupiers and fermers with
mixed tenure, the AMC is the next importsnt source for medium- and long-term
loans (SASC in Scotland, though formerly rivalled there by the insurence
companies).1 On the evidence of the Farm Management Survey, bank loans are also

quite an important source of medium- and long~term credit, though the banks

1. Largely because of yield considerations, the insurance companies have
virtually dropped out of morigage lending, though a certain quantum
of such loans is still outstending.
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would not generally regard themeselves as willing lenders in the latter
category. Hire purchese finauce companies and building societics - in
England and VWales, even insurance companies - are relatively unimportant
gs sources of loan capital.,

An attempt will now be made to describe the sources of funds and
the methods of granting credit to agriculture under the several relevant
headings. In addition, some indication will be given of approximate costs,

The Clearing Banks arce the most important source of institutional

lending to agriculture in the United Kingdom., These include, in kngland
and Vales, Barclays Bank Litd., Lloyds Bank Ltd., Midland Bank Ltd., National
Vestminster Bank Ltd., and, on a much smaller scale, Williams and Glyn's
Bank Ltd. and Coutts and Company. In Scotlaund, there are three clearing banks -
The Banic of Scotland, The Clydesdale Bank Ltd., and The Royal Benk of Scotland.
(Thr Clydesdale Bank is a wholly-owned subsidiary of the Midland Bank and the
other banks have links with London clearing banks.) The four main banks in
Northern Ireland are the Bank of Ireland, Allied Irish Banks Litd., the Nerthern
Bank Ltd. (Midland Bank group), and the Ulster Bank Litd.(National Vestminster
Bank group).

All these banks have developed branch systems ~ the clearing banks,
vhich may also be described as deposit banks, operate just over 12,000
branches (including sub-branches) in England and Weles, some 1,730 (including
mobile branches) in Scotland and 319 branches irn Ncrthern Ireland. In England
and Wales, the several banks decentralise their control of operations to some
extent to local, regional, or area offices, although bank managers have & degree
of autonomy; managers of Scottish bank branches also seem to operate with a
measure of autonomy. Even where they are part of an Irish banking group, the
Belfast offices of the Northern Ireland banks would be responsible for

operations throughout the province.
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The deposit banks derive their resources - as their nome implioes -
from deposits received from the public, wvhether on current account, on
deposit account (at seven days notice), or egainst Certificates of Dewvosit,

On current account, no interest is paid, so that this is a relatively cheap
source of funds, even when allowing for the cost of clearing customers
cheques, the issue of statements, the use of computers and highly paid

gtaff. Deposit accounts and Certificates of Deposits do of course attract
interest and latterly at guite high rates, though the rate on deposit accounts
under £10,000 has since November 1973 becn limited to 9% per cent. in order
not to compete too actively with the building societies' neced of funds

to finance house purchase.

Banks throughout the United Kingdom consider applications for advances
in much the same way. Usually, they lend by way of overdraft (see below) and,
especially where applications come from established farmers, there will generally
have been a continuing relationship with the bank, possibly for a long period of
years. The 'connection' may go back for several generations. Insummary, the
banker when evaluating an application looks at a whole package of considerations,
including the man himself and what they know about him; whenever possible and
when desirable the banker will 'walk the farm' from time to time and meet the
farmer on his home ground, in this way maintaining some contact with the actual
farming operation; again, the banker will want to know what is the purpose of
the credit facilities sought, for how long the farmer wants the money, and how
much he wants; in this context, too, the banker will obviously be concerncd to
establish whether the proposition is likely to be sufficiently profitable to
provide the means of paying off the advance over a defined period; on the
other hand, it 1s equally important to ensure that the farmer is seeking to
borrow sufficient finance to see the project through to a successful conclusion.
Not only will the banker wish to see the farmer's cash flow projections and his

audited accounts,1 but he will also study the previous behaviour of the sccount

1. For a more up-~to-dete picture the banker may draw up with the farmer a statement
of the farmer's current assets and liabilities.
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in order to form a judgment of the farumer's capaciiy to repay. There may

well also be a seasonal pattern to be accommodated. More gemerally, snd this is
the relevance of cash flow analysis, the banker will be concerned that the farmer
has eaccess to adeauate working capital and himself generates sufficient licuidity
to ensure that the farming operation remains viable and the emergence of a

'hard core' is avoided. 1o this end, moreover, he is less interested in

a particular set of figurcs than in the trend. This is one of the benefits that
accrues from s continuing banker~customer relationship, namely, a set of records
going back over a period of years. OUn the basis of an assessment of these
several sets of figures and a projection of cash flows, the banker will attempt
to establish whether the proposition is viable in the sense that the proposed
operation will generate sufficient profits fully to service the accommodation
that is sought. In other words, the additional income must be adeamate to
cover not only the regular payment of interest but also provide a margin out

of which the farmer can reduce the extent of his indebtedness. Inaddition, one
hopes that there will be something left for the farmer by way of profit, which
usually shows as an addition to his net asset position in the form of additional
buildings, machinery, or stock, At the same time and no matter how careful the
banker is in vetting the proﬁosition, there must always be - and the banker
knows this from experience — a degree of flexibility in the repayment programme.
Bad seasons, disease, and a host of unforeseen contingencies are liable to

upset the best laid schemes and, very frequently, repayment perio&s have to be
extended, sometimes indefinitely, with borrowings 'going solid' and developing
a hard core.

Similarly, with s customer coming to the bank for the first time. 1In
this case, the obvious difficulty is the relative dearth of information and the
bank's lack of experience with that particular borrower. Hence the degree of
risk is greater. But, if the account is coming from enother benk, the very

first question to ask is why does the customer wish to leave the other bank and,
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in particular, is it & hard core loan? For the rest, the banker concentrates
on finding out as much as possible about 'the men' and he will certainly
keep his ears open for celevant comment. But, for the most part, in
assessing 'the man', the banker must depend on his own judgement., This is a
time when he should visit the man's farm, meet his wife (if any), and excmine
his balance sheets and bank statements. Another source of information, if the
man is an established farmer, is his audited accounts, in addition to which
the banker can build up a2 farmer's statement of assets and liabilities. He
can also ask for a cash flow forecast, when the banker must assess the figures.
Again, he is working partially in the dark, because he lacks the experience
of a period of years and an intimate knowledge of the man, though he will as a
matter of course have asked to see previous bank statements ard thercby
satis{y himself with regard to the operation of the account previously held
at the other bank,
Even more difficult to consider is an application from a new farmer,

Inthis case, the banker will be concerned first to investigate whether in
fact there is a 'farming connection'. The applicant may be the son of &
farmer. Has he any practical experience and training? What is the nature of
that training and experience? It is moreover difficult to judge the character
of a man who is just starting out and it is important, therefore,for the banker

(with the customer's permission) to attempt to get worthwhile opinions ahout
him from outside persons competent to judge both his integrity and his farming
experience (e.g. a previous employer). It is also pertinent to make a judgement
(especially when lending to smallholders) about the calibre and comvetence of
the farmer's wife (if any), since a lot will depend on her. If the applicant
is a new college graduate of limited practical experience, the banker would
hésitate to back him, unless the application is supporfed by the guarantee of 2
wealthy friend or relative. Alternatively, resort might be made to an ACC
guarantee (see below), Again, it is the 'connection' that influences the

decision,
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Bankers regoard the viability of eny vronosition placed before
them as of prime imvortance; nevertheless, a proportion would take
security where this is aveilable and psrticulsrly when lending to
& new custoumer. For owvner-occupiers and farms with mixed tenure, land
vas the most common form of security available., Usuzlly, a full legal
mortgage over land was employed (a 'standard' security in Scotland%; in the
past, an equitazble mortgage (with the dceds lodged under a Memorandum of
Deposit) might be resorted to, but with the end of stemp duty there is now
no advantage. But it is still not uncommon for bankers only to require the
deposit of the deeds. Frequently, bankers alse lend apeinst a second
wortgapge {e.g. where the first mortgagee is the AMC). Other forms of sccurity
that are employed (virtually throughout the United Kingdom) include the
assignment of a life insurance policy (esvecislly important in parts of
Scotland), third party guaranteosz (especially as a supplementary form of
security), thc ACC guarantee,3 stocks and shares (e.g. under a Memorandum of
Deposit4), and (from smeller men) the devosit of National Savings
Certificates, Premium Bonds, even the lodgment of a building society pass bock,
(in Scotland) devosit account or savings account pass books, or parcels of
whisky (which may have been bought by a bank customer as an investment). In
ingland and Vales, an agricultursl charge over livestock, implements, or crops

may sometimes bz taken (e.g. in the case of the tenant) under the Agricultursl

Credits Act 1928, In the case of farming companies, the bank may arrange to

1. For details of the special situation in Scotland (which has its own legal
system), see Availebility of Cavital snd Credit to United Kingdom Agriculture,
pn. 119-122.

2. Father (or motherj for sonj uncle for nephew; also a director's guarantec
to support a loan to a farming company.

3. Guarsntees provided by the Agricultural Credit Corporation Limited in
consideration of a fee. See Availability >f Capital and Credit to United
Kingdom Acriculture, pp. 108-9; for help to marketing co-operatives, sec
scheme referred to at p. 109,

4, In Scotland, a letter of pledge/hypothecation.
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take a debenture incorporating a floating cherge, with the right - if

necessary - to put in a receiver. This form of security would be taken
especially where the bank does not hold a mortgage over the farm, the

ownership of which may still vest in one of the directors, when it is also

usual to take a director's guarantee (see above)., Alternstively, the bank

may take a collateral charge over the deeds of the property. Sometimes, too,
vhere a director has himself made a loan to a farming company, a bank may
request a 'letter of postponement' in favour of the bank, whereby the director
ranks after the bank as a creditor (in effect, directom' loans are regarded as
capital). Finally, it should be noted that in certain cases for both tenants
and owner-occupiers the bank mey have to depend on composite security. Vhere the
farmer owns a good acreage of fertile land and has a sizeable equitiy, a mortgage
will be sufficient, but in many cases (e.g. where money has been borrowed beyond
the security lodged or there is an excessive element of risk) the primary
security may require support by charging a life policy or requesting a

guarentee from a third party, even by taking an agricultural charge. Indeed,

in the case of a tenant or young farmer, these may well constitute the primary
security itself.

But bankers by no means always lend on a secured basis to farmers and in
many bank branches throughout the United Kingdom (though perhaps less so in
Northern Ireland) unsecured lending tends to be quite a significant proportion
of the whole. In addition, just as there will often be a seasonal fluctuation
in the total amount lent on a farm, so will there often be a seasonal
fluctuation in the proportion of it which is unsecured . For example, moneys
might be lent unsecured to buy the cattle in the autumn to be inwintered on the
farm, with a sharp rise in unsecurcd lending at that time of year. In areas
dévoted to sheep, seasonal eccommodation to finance buying will begin in August/
September; just after the sale of the lambs., Not infrequently, these accounts

go into credit after the seasonal accommodation has been repaid. Again, very
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often tenant fermers borrow wholly or in part on an unsecured basis

(against ‘the net worth of the farmer as shown in his b;lance sheet)., Meny

of these tenants mey be small men who have little formal security to offer.

In addition, where there is a good surplus on the balance shect, a banker may
lend unsecured to finance the seasonal reguirements of an areble farmer. It is
also quite common to lend unsecured to a men of substance (who may not
necessarily be an owner-occupier but a tepant farmer) against '‘evidence of
means', provided only that he has a viable proposition. Alternatively, & loan
maey be only partially secured. Thus, the small man may have pledged a life
policy to provide partial security, supported by a third-party guarantce. The
large farmer mzy already have mortgaged his land to the bank, though before he
is prepared to lend pariieliy unsecured the banker would require that the farmer
should have at least as big a stake as the bank itself. In this context,
so-called 'current assets' (stock and/or growing crops) would be considered

in relation to other balance sheet figures, as providing evidence of future
cash flow,

In summary, security is not always regarded as essentialy even when it
is available, the bank may not require it (e.g. where a man is well and
favourably known to the bank, having maintained a good account with it for some
years). But sometimes the amount required may be relevant - a banker may be
prepared to lend unsecured for up to a certain amount, but require security for
amounts larger than thisl (that does not always follow because wealthy individuals
on large estates may at times borrow very large amounts on an unsecured basis).
lore generally relevant is the term for which money is required. A good
proportion of the unsecured lending would be to provide seasonal finance,
particularly where the unsecured moneys only bore a modest relationship to the
total finance committed. However, vhere money was required for a longer term

(e.g. in order to buy land) it would be customery to take security.

1. The branch manager's lending limit is also a relevant considerstion. If withi=n
his limit, & branch manager may well be prepared to lend unsecured to a known
customer. If, however, the proposed borrowing is above his personal lending
lipit, an acceptable proposition has to be submitted to a regional, local or
area office, which may then require tle lodgment of tangible security.
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The most common way in which banks lend money in the United Kingdom
is by way of overdraft, whereby a limit is fixed by the bank up to which the
customer can overdraw, paying interest only on the amount of the debit
outstanding day by day. Advances made in this form are in theory repayeble
on demend (and in fact repayable after due and reasonable notice has been given),
but in prectice they run on scmetimes for quite long periods, though always
subject to review, usually annually but also at shorter intervals should this
prove to be necessary, as vhen a new proposition is being considcred (e.g.
seasonal borrowing to finance purchase of store cattle), or when the account
runs into difficulties giving rise (say) to excesses beyond the agreed limit,

Although attitudes are changing, bankers in the United Kingdom still
retain a strong preference for short-term lending of a self-liquidating
character. This prefernce is firmly rooted in past history -~ British baunkers
traditionally regard themselves as properly engaged in financing working cavital,
particularly the 'seed-time to harvest' kind, 'bridging transactions', and
(vwithin cautious limits) the temporary financing of fixed capital development
pending the raising of long-~term finance through other channels. 1In addition,
the banks trade largely on the basis of shoit-term deposits (though to some
extent this is less true than it was). As a rule, British bankers seek to
avoid more than the minimum of formal long-term commitments. Nevertheless,
there does seem to be a good deal of lending even by way of overdraft +that
might reasonably be described as medium-term and this is particularly true of
farming branches, since farm projects not infreéuently require a period of
years to mature and to produce the means of paying off the moneys borrowed. In
addition, there is the incidence from time to time of disease and/or bad
weather, which may considerably disrupt any agreed programme of repayment.

But there is an alternative means of lending that is frequently

employed by the banks, though in terms both of number of accounts and volume of
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moneys lent it would account for a much less important pert of the business
than thst done on the basis of an overdraft. This is the loan account
technique, whether the advance is in fact msde through a loan account or
scparated off into a No. 2 current account (which is sometimes done). Vhen
an advance is made on loan account, a specific amount is placed to the debit
of this account, which amount pending its disbursement may be transferred to the
credit of the current account that moy itvelf be overdrawn. Although
technically repayable on demand (excluding the special arrangements that will
be described below), there is an understanding that, subject to an annual
revievw and provided that the sccount has been operated in a satisfactory
menner, the loan will be sllowed to run on for a period of years. There will
also be an arrangement wlhereby the outstanding debit balances will be reduced
periodically, If the borrower is a dairy farner, part of the monthly milk
cheque could be so applied. A pig farmer may repay his loan in a similar way,
since he will tend to market his product regulzrly, and the same will apply
with eggs and poultry. An areble farmer, on the other hand, would normally
be expected to effect his reductions amnually. Moreover, the arrangement for
a regular reduction is probably as common as (if not more common than) the
stipuletion thet the loan be repaid over a specified number of years, since,
farming being what it is, retention of a degree of flexibility will be
desirable, even when lending is done by way of loan account. Obviously, an
agreed arrangement regularly to reduce the indebtedness amounts to a term of
years. Equally, if for whatever reason repayments are less regular than agreed,
this will in effect be the same thing as an extension of the term.

The purposes for which loan account is thought to be appropriate
include most obviously the purchase of capital equipmentl {such as tractors and
combines, beet harvesting machinery, bulk milk tanks, silos, and farm buildings
like milk parlours or grain storage). Occasionally, the purchase of dairy

cows might be financed in this way. Although during the credit squceze

1. Some banks have also catered for the financing of such equipment by providing
a lecasing ‘service through the agency of a subsidiary.
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of the late 1960s, banks were much less able to lend for the purpose of
land purchase, they still in fact did so -~ usually for the purpose of
buying contiguous land in order to round off the property1 possibly an
adjoining farm which could be operated together with the existing farm
as a more viable unit; alternatively a 'bridging loan' might be arranged
t0 provide finance while the possibility of the loan's being passed on to
a term lender was beinglugdﬁated. The final group of purposes relates
to the imposition of discipline in order to ensure ultimate repayment by
insisting on reguler reductions, whether that discipline is required
because of the emergence of 'hard core' or not.

The terms of these loans depend in part on the purpose. Thus,
capital expenditure can take different forms and while two to three years may
be appropriate when financing the purchase of a tractor, five to six years
may be necessary in the case of a combine.2 Financing the purchase of
dairy stock may be done on the basis of a term of five years. Xven buying
in beef stores for fattening may be done on this basis (say) for six months -
bought in spring and sold off in the autumn; or they may be bought in the
autumn for inwintering and sale in the spring. Probably the most conmon
terms average about five years, though there is a continuing progression
out to seven or eight years and, indeed, the most common single term
quoted at, the time of the Wilson Enquiry was 'up to ten years' and loans
beyond ten years are not unknown. As one banker put it, 'stretching the
term helps to cover the gap between bank lending and medium-term lending'.
In short, by whatever means, many bank managers would prefer to find the
finance for their farmer customers rather than see them pay high rates to a

hire-purchase finance company or have to depend on their merchants.

1, In Northern Ireland, the Government launched a scheme to finance long~term
(e.g. over 20 years) the purchase of contiguous or 'marching' land to
encourage the build-up of viable units.

2. But note that a number of bank managers would still prefer to provide finance
for these purposes (and also for drainage) by lending by way of overdraft.
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Quite frequently and even for a relatively short-term loan, the
fermer himself will request that it be put on loan account in order to
force him to apply the necessary degree of discipline to ensure that.the loan is
paid off within a reasonable time. More commonly, it is the banker who
will suggest this arrangement and particularly when the account begins vo
'go solid' and to develop 'hard core'. In these circumstances, the banker
‘has to exercise a lot of patience and some degree of pressure'.
Admittedly, hard core is a little difficult to define. It may be due -
and often is due - to the bank's having financed land purchase in the past
and with rises in costs (including mechinery, improvements, and interest
rates) the farmer has been unable both to meet service charges on the
account and to pay off the loan. In these circumstances, the bank is in effect

providing permenent or semi-permanent capital, which is not regarded

as its main function and the bank may therefore attempt to persuade the
farmer to transfer this type of indeébtedness to a term lender like the
Agricultural Mortgage Corporation, Alternatiwvely, the farmer may be

under-capitalised and, although it is really additional working capital

that the bank is providing, it has nevertheless become built-in and is

again in the nature of a semi-permanent provision of capital. Thus, a dairy
farmer may run an overdraft over a period of years with. virtually no more
than a monthly fluctuation and no effort made to secure a reduction. At the
same time, he may gradually be building up an improved stocking position or
purchasing other additional assets and it is a nice point of definition
whether such a loan represents true 'hard core' or not. Indeed, many bank
menagers would regard this as good farming and may be willing to support

it by permitting a continuation of the 'hard core'. More obviously, hard
core may appear where a farmer is always buying again before he pays off

the last purchase - 'trying to develop too quickly . Again, the development
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of a solid core may be due to poor farming or past losses (or both).
For example, a farmer may have had two or three poor seasons and find
bhimself sinking into the mire, unable to pull himself out again, This
situation could apply particularly to an arable farmer, but also to stock
reising, or even to dairying. Death duties could occasion a similar
burden.

In addition, the several clearing banks in England and Wales
and in Scotland (but not in Northern Ireland) have developed formal
term lending schemes., Of the present schemes, one to finance the
'development of sound productive investment in agriculture' goes back
to 1966, The others were introduced in 1971l. Not all were launched
specifically to assist agriculture. The big advantage to the farmer
of the formal term loan is that under normal circumstances and within
the agreed term of years it cannot be called in, iie., not unless the
borrower defaults in paying his instalments by due date, or supplies
false information, or fails to use the loan for the purposes stated.
These loans, which are usually secured, are.more expensive than finance
provided by way of overdraftlh the interest rate would generally be at
least one or two vercentage points above that which the customer would
pay for a fluctuating overdraft - but they are intended to provide a
facility that comes somewhere between proposals suitable for overdraft and
proposals where hire purchase or leasing arrangements might be more
appropriate. It is understood that the demand from farmers for these

loans was not at first very large and some banks report that there is

1. Sometimes the rates are quoted as Base Rate + x per cent. and therefore
vary with the level of Base Rate, but for longer-term loans of more
than modest amount it is the current practice to quote a rate of
interest linked not to Base Rate but rather to inter-bank rate and to
look for a margin of (say) 2 per cent. above that rate. In other cases,
the rate may be fixed or can be negotiated on that basis, though latterly -
although it still remains open - it is not perbaps a very real option.
If pressed, a bank would still concede a fixed rate, but in those
circumstances because of the recent volatility of rates it would tend
to quote a rate that was sufficiently high to be unattractive to the
customer.



- 72 -

still a relative leck of interest by the farming community.l ven vherc
sonme increase in term lending to agriculture has taken place, the totel of
such loans has remained & very small proportion of aggregate advances to
farmers. In appropriaote circumstances, too, a loan account (or even an
overdraft) on normal banking terms and conditions might still be preferred
as 8 more flexible means of lending for a period of ycars. Alternatively,
varl of the foeility might be put on a term loan, in order to provide ilhc
farmer with an assurance that even in the event of a credit squeeze the money
would continue to be available., At the same time, there might be occasions
when the financing programme would be revised and an existing term loan be
substituted by a new arrangement perhaps comprising both a term loan and an
overdraft,

It was on October 1, 1971 that the London clearing banks introduced
Base Rate (the Scottish clcaring banks also introduced it at about the same
time). It was to this basec that rates actually charged on loans were related.
Previously, it had been Bank rate. For the movement of bank interest rates
since 1961, see Table XXXII. For quotation of rates on bank advances, the wual
formula is Base Rate + x per cent. On advances to agriculture (in early 1974,
when Base Rate was 13 per cent.), the minimum rate charged by the English
clearing banks to first-class agricultural borrowers was generally Base Rete
+ 1% per cent. per annum (this rate might also avnly in addition to borrowers
who over part of the year maintained very good credit balances); average rates
were usually + 2 per cent. to 2% per cent. and, effectively, the maximum rates

charged were +3 to 4 per cent.,2 with + 4 per cent. the exception rather than the

1. It is possible that the position may be rather different in Scotland, where it
is reported that farmers have tended to make increasing use of business term
loans, though because of the difficulties involved in projecting with any degres
of accuracy future profits in agriculture the business term loan is of less
interest to farmers than it is to industrial and commercial customers. Cne
interesting development in Scotland is that since these loans were introduced
(with terms usually renging up tosmven years) tie Scottish banks seem to have
been rather less inclined than they were ir *ie past to refer medium~term (even
longer—term) propositions to the SASC,

2. Rates are also said to vary somevhat around the country, being slichtly higher
in the south-~west of England and somewhat lower in the east and north-east.
Bank managers have a lot of autonomy in determining the rates charged; also in
some parts of the country competition may be more intense than elsewherec.
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Ihterest Rates 1962 to 1974

Bank rate Clearing bank
Rase Rate

1961 % %
2 liovenber 6

1962

8 March 5%

22 ¥orch 5

26 April 4%

1963

3 January 4

1964

27 February 5

23 November T

1965

3 June 6

1966

14 July T

1967

26 January 6%

16 larch 6

4 Yay 5%

19 October 6

9 Hovember 6%

20 November 8"

1968

21 March 2

19 September T

1969

27 February 8

1970

5 March T+

15 April 1

1971

1 April 6

2 Septenber 5

26 November 43*
1972

9 June 5+
22 June 6
30 June 6
24 July 7+

¥inimunm
Lending Rate

13 October T+
27 October 4

1 December 7%

8 December 8
13 December 7%§

22 Decenmber 9

Clearing bank
'blue chip!
rate
e
/

67

U\t Oy
S o

8%

9 (1 Octobcr)



Table XXXII cont.

1973
3 January

oy

19 January 8%
14 February gyxx 105%*
2% March 8%

4 April gR#* 10%x*
13 April 8

19 April 8%

11 May 8

18 May %
22 Moy 8344 9444
22 June T+ _— —
26 Jun- 843 944
20 July 9
27 July 113

2 “hAugust 10 11
23 August n# 12 8
19 Octcher ll%

13 November 13

14 November 13 14
1974

4 January 127

1 February 12%

5 April 124

11 April 12 123 134
13 lay 125; 134,
24 May 113

20 September 114

++

N U

*¥%

ARR

34

#

NOTES M0 PABLE XXXKIT

Barclays Bank rate reduced as from 15 October,
Barclays Bank change made 13 June.

National Westminster change wmade 21 July and ILloyds 25 July.
Williams & Glyn's Base Rate raised only to 6% but to 7 on 12 September.

National Westminster change made 12 December.

The move was led by Barclays with Midland close behind. Lloyds and
Willians & Glyn's followed on 4 January 1973. National Yestminster
(and Coutts) did not raise their rate until 9 January 1973, but then
only to 8% ver cent, They came into line with the other banks on
January 25,

Midland, Barclays, and Williams & Glyn's raised rates on 15 February
1973.

Midiand Bank rate reduced 5 April 1973,

HMidland and Lloyds rate change made 23 May 1973.

National ¥estminster rate reduced 15 June 1973,

Lloyds rate raised 22 August 1973,

The move was led by Lloyds. Berclays and National Westminster

followed on 23 May 1974 with lMidland end Williams and Glyn's
close behind on 24 lav 1974.
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rule, OUnc bank might occasionally have gone to + 5 per cent., but this
vould be very unusual., Alse, vhere e relatively high morgin wes appliced,
it would tend toxélatc to & rather more risky venture and, in these
instances, there might well be a 'lit' rate, the normal rate being applied
to the farmer's main account and the higher rate to a particular venture.
Formerly, a minimum rate below which the rate charged could not go, was also
quoted for each advence, but this scems to be no longer the case. For the
most part, rates on the loan account would tend in kngland and Wales to be
% to 1 per cent. higher than the equivalent rate on overdraft and, on term
loans, 1 to 2 per cent. higher. One bank charged a flat rate on term loans,
but in effect charges current in early 1974 came out much the same as for the
other banks, In Scotland} rates still seem to be slightly higher than in
England and Wales - the minimum rate charged would be as in England and Wales
Base Raute + 1} per cent. and the maximum Base Rate + 43per cent. or
thereabouts, but the vast majority of farming advances would now be charged
within the range of Base Rate + 27 to 3% per cent., with Base Rate + 4 per cent.
a much more common rate than it would have been two or three ycars ago. 1In
Northern Ireland, whece rates are related to t hose obtaining in England and
Vales, interest rate arrangements have in the past been rather less flexible
and the rates charged were slightly higher than in England (say, an additional
3 per cent.).2 Since September 1971, when the policy of Competition and
Credit Control was introduced in the United Kingdom, the tendency has been
towards parity, when calculating the true lending rate to the customer.

So far as comparisons with other industries are concerned, most (if not

all) of the British banks actively scelk the borrowing accounts of farmers

1. Scottish banks have usually charged an extra 3 per cent. on unsecured
lending. While this may be less common than it used to be, the practice
is still prevalent. More generally, the banks are now inclined to relate
rates of interest to the time factor involved, rather than to the sccurity
position alone and to charge a higher rate on longer term and hard core
borrowings, even to 'shade it' when dealing with the temporary bridge.

2. Sce Availability of Capital and Credit to United Kingdom Arwrculture,
po. 127-128.
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ana pride themselves on treating the farmers (if anything) slightly
better than other customers. Hence, it is thought that on average
farmers may be granted advances at rates approximately T per cent. lower
than (say) industrial customers. Likewise, there appear to be no extra
costs applying specifically to farmers (other than the commission charged
on ACC guarantees) when arranging security - solicitors' fees would be
essentially similar; there is now no stamp duty on mortgages; and, in

the case of agricultural valuations, these may often in the case of
farmers be done by bank staff, whereas valuations of industrial
properties may require outside specialist treatment and therefore be

rather more expensive.

The Agricultural Mortgage Corvoration (as was indicated in

Chapter 1 at pp. 8 and il) lends mainly at medium- and long-term.
As at March 31, 1974, outstsnding loans were £244.18 million, the sharp rise that
had occurred in 1973 being due to the increased price of land and the rising

cost of inputs. The AMC was set up in January 1929 under the Agricultural

Credits Act 1928 to make loans for agricultural purposes (i) on the
basis of mortgages of agricultural land or (ii) against rent charges

(under the Improvement of Land Acts 1864 and 1899). It commenced business

with a capital originally of £650,000, later increased to £750,000
subscribed by all the large joint stock banks in the country1 and by the
Bank of England. Reserves in the amount of £750,000 have now also been
caprtalised, raising the total share capital to £1.5 million., The
maximum dividend payable on the AMC's capital was originally 5 per cent.
non-cumulative, later restricted to 31 per cent. Originally, one of the

eight directors was to be nominated by the Treasury; this was later

1. Currently, Barclays Bank Limited, Lloyds Bank Limited, Midland Bank Limited,
National Westminster Bank Limited, and Williams & Glyn's Bank Limited.
(Note that two of these banks - National Westminster and Williams & Glyn's
~-are the result of recent amalgamations; Martins Bank has also been
absorbed by Barclays Bank.)
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altered to two to. be nominated by the Minister of Agriculturc and
one by the Treasury. It was further laid down that the Corporation's
Memorandum and Articles of Association could be altered only with the
Minister's consent.

The Corporation was given powers, inter alia, to raise money
on the London capital market hy means of debenture issues to be re-lent to
farmers on the security of first mortgeges on agricultural land and
buildings. Debentures werc to be long-term and at fixed rates of
interest (debentures bearing variable interest rates are not genmerally
issued in the United Kingdom), It was for this reason also (and because
it was expected to be of advantage to the farmer) that it was decided
by the Board that the Corporation's lending should initially be at
fixed rates, In addition to authorising certain grants towards the cost
of running the Corporation during its early years, the 1928 Act empovered
the Minister, with the approval of the Treasury, to advance loans to the
Corporation free of interest for 60 years and up to £750,000, the intention
being to ensure that loans would be made to borrowers on favourable terms.1
Subseguent legislation increased this amount in several stages after 19442
to £17 million (as at 31 March, 1974, £12.68 million was outstanding). The
Corporation also has a Marginal Fund, which consists of its paid-up shaze
capital, its reserves, and a Guarantee Fund. The Guarantee Fund consits of the
Minister's interest~free advances (as a.bove)3 and is the balancing part of the
Marginal Fund, which on the occasion of each new debenture issue must be
brought up to 10 per cent. of the first £50 million of the Corporation's

outstanding debenture borrowing plus 77 per cent. of outstanding debenture

1. Thus, the interest—free loan could be reinvested and the relevant income
s0 applied.

2. As a result of additional assistance given (by way of grant) in 1944, most
of the 5 per cent. and 4% per cent. loans to then existing borrowers were
converted by arrangement to the new 3% per cent. rate.

3. The terms and conditions of these advances are set out in agreements
between the Minister and the Corporation and are in- turn reflected in the
Corporation's Memorandum and Articles of Association. They are referred
to in the prospectus when & debenture—issue—is-mades
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borroving in excess of £50 million, The Guarantee Fund is intended

to provide a larger capital base as 'backing' for any debentures issued
to the public. By this means, it was hoped that the AMC would be able
to borrow and consequently to lend more cheaply.

The Corporation did not in fact do a great deal of business in
its early years, largely because it was caught by the fall in interest
rates in the early 1930s and the money it had borrowed against fixed rate
debentures eventually had to be re-lent at a loss. For the purpose of

easing the Corporation's problems. Section 32 of the Agricultural

Development fect 1939 introduced a subsidy, which was later extended.l

The arrangement was that each year until 31 March, 1974 the Minister
might grant up to £100,000 to the Corporation in order to cover: the

loss shown (if any) by the profit and loss, account; the sum transferred to
the Special Reserve (a sinking fund for the purpose of repaying, if
required, the Government Loans to the Guarantee Fund); the year's
proportion of the written-off costs of debentures;2 bad debts written

off; and the cost of compounding for stamp duty.3 The grants were to
become repayable after March 1974, provided the Ministry and the Treasury
were of the opinion that the Corporation could afford to pay. Meanwhile,
repayments were only required if the Corporation's reserves (including

the Special Reserve) totalled £1.25 million or more and the Corporation

1. By Section II(ii) of the Agricultural (Miscellaneous Provisions) Act
1944 and Section I(b) of the Agricultural Mortgage Corporation Act 1958.

2. Within the terms of the subsidy agreements, there is a write-off of the
costs of debenture issues. These relate to the annual sums required to
write off these costs over the minimum life of the stock (the normal
accounting basis). In addition, there have been special write~offs over
and above the minimum required. In other words, the AMC writes off the
costs of debenture issues as quickly as possible, depending on how much
they can afford in any cne year.

<~ 3. On the majority of the secured loan capital issued (debenture stock and
bonds) and on all that issued since July 1956, the AMC compounds the
transfer stamp duty. These stocks can therefore be dealt with in the
market free of transfer duty. It is understood that the AMC thereby gets
a finer rate, i.e., it can borrow more cheaply.
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decided to pay a dividend (as it has in some years); then an amount

equal to the net dividend1 bad to be repaid, the General Reserve being
reduced by a like amount, N¢ annual grant had been taken since 1959.
Allowing for the repayment in connection with the 1974 dividend, the total
of past grants now outstending amounts to £1.574 million. The agreement
under which these grants were made expired on 31 March, 1974 and AMC is

not seeking a renewal thereof. Negotiations are taking place regarding the

repayment of the balance of these grants.

The Corporation's business remained at comparatively low levels -
below £5 million of new lending annually - until the 1960s, when as a
result of a combination of factors such as the credit squeeze and the
increase in land values there was a sharp rise in the Corporation's
business, some of it being diverted from the banlks. The amount of loans
granted annually to repay the banks increased from just under £250,000 in
1959 to over £8 million in 1970. Latterly, it fell to about half that,
but rose again to £13.5 million by 1974. As a percentage of loans
granted annually, it varied from a low of 8 per cent. in 1959 to a high
of 28 per cent. in 1974, Meanwhile, loans granted annually increased to
£47.9 million in 1974, of which £25.8 million or 54 per cent.

(it was 57 per cent. in 1970) of the total was granted for the purchase of
land.

The majority of the funds that the Corporation has available for
lending are raised by long-term debenture issues (for issues to date, see
Table XXXIII). In addition, since June 1969, smaller sums have been raised
(again see Table XXXIII) by issuing short-term 'bonds' (though legally these
are a form of debenture). The Corporation also has an overdraft faciiity

with the banks in order to provide additional funds on a temporary basis in

l. I.e., net of income tax.,
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Table XXXIII

THE AGRICULTURAL MORTGAGE CORPORATION LIMITED

DEBENTURES AND BONDS ISSUED

Minimum
Date of Amount Terms of Issue All Up Value of Lending
Issue Cost to Government Rate
AMC Accretion Required
DEBENTURES
May 1930 £8.5M 5% 1959/80 @ par 5.27
Apr. 1932 £2.0M 41% 1961/91 @ £95% 5.16
Sept. 1948 £2.0M 3% 1966/69 @ par 3.53 (Redeemed 1969)
Dec. 1949 £3.0M 33% 1965/67 @ £99% 4,18 ¢ n 1967)
Oct. 1950 £3.5M 31% 1975/78 @ par 3.94
Sept. 1951 £3,25M 33% 1961/63 @ par 4.25 « 1963)
Aug. 1952 £5.0M 431% 1977/82 @ £96.5% 5.34
July 1956 £5.0M 5% 1979/83 @ £97% 5.82
Aug. 1958 £5,0M 53% 1980/85 @ £98% 6.24
Sept. 1960 £6.0M 6% 1982/87 @ £99% 6.64
Nov. 1971 £10.0M 63% 1975/77 @ £99.5% 7.09
July 1963 £10,0M 53% 1993/95 @ £98.5% 6.15
July 1964 £12.0M 61% 1992/94 @ par 6.74
Oct. 1965 £12,0M 63% 1985/90 @ par 7.19
Sept. 1966 £17.0M 73% 1981/84 @ £99,25% 8.52
May 1968 £20.0M 72% 1991/93 @ par 8.354 .546 7.808
Apr. 1969 £20.0M 91% 1983/86 @ £99.5% 10,304 .617 9.687
Mar. 1970 £25.0M 94% 1980/85 @ £98.5% 10,337 .675 9.662
Mar. 1971 £20.0M 93% 1981/83 @ £98.25% 10.597 .620 9.977
Sept. 1971 £10.0M 9% 1979/82 @ par 9.930 .630 9.300
Nov. 1972 £12.0M 92% 1985/87 @ £99.5% 10.670 - 10.670
June 1973 £12.0M 104% 1992/95 @ £98.5% 11.070 - 11.070
May 1974  £20.0M 1435 1984 @ £99.55% 15,420 1,080 14,340
OTHER BORROWINGS SECURED BY DERENTURES
June 1973 £10,0M June 1982 @ 100
(Var. 2% above
syndicated base rate)
Feb. 1974 £10.0M Jan. 1983 @ 100
(var. 2% above
syndicated base rate)
BONDS
June 1969 £1.0M 10% June 1970 @ 99 15/16 11.45 .52 10.83
(Redeemed 1970)
Jan., 1970 £2,0M 9% Feb., 1971 @ 99 15/16 10.46 .63 ' 9.83
(Redeemed 1971)
Jan. 1970 £2.0M 94% Jan. 1972 @ par 9.89 .35 9.54
(Redeemed 1972)
Feb. 1971 £2.0M 74% Feb, 1972 @ 99 15/16 8.38 .35 8.03
’ (Redeemed 1972)
Jan.. 1972 £1.0M 53% Fzb. 1973 @ 100 5.75 .35 5.4

(Redeemed 1973)

/contooo
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Table XXXIII cont.

Minimum

Date of Amount Terms of Issue All Up Value of Lending
Issue Cost to Government Rate

ANC Accretion Required
BONDS
Jan. 1972 £1.0M 734% Jan.1977 @ 100 7.54 «35 7.19
Feb, 1972 £1,0M 53% Feb,1974 @ 99 15/16 6.24 .35 (Redeemed 1974)5.89
Feb. 1872 £1.0M 63% Feb.1976 @ 993 7.22 .35 6.87
Oct. 1972 £2,5M 94% Oct.1977 @ 100 9.59 - 9.59
Feb. 1974 £1,0M 143% Feb. 1975 @ 100 15.53 .35 15.18
ar. 1974 £5,0M 14%% Mar. 1979 @ 100 15.52 .96 14,46
Note:

All figures from 1968 onwards are definitive, being based on contemporary
calculations still in the files.

The all-up cost figures for preceding years are approximations being based
on current data - i.e., present rates of taxation and net administrative costs.

between issues of debentures. The overdraft facility is normally negotiated
aﬁnually on a syndicated basis with the Clearing Bankers' Commit tee and the
Bank of England, the limits for 1971 and 1972 being £25 million, For 1973, it
vas raised to £30 million,which remained the amount available in 1974. To the
extent that this is utilised, interest at Base Rate + 1 per cent. is charged.
Latterly, too, the AMC has arranged to take up term loans from the clearing
banks in the amount of £10 million on each of two occasions to mature in 9 years,
The rate charged has been 2 per cent., above Base Rate. A commitment fee is also
charged on the unused balance of the facility. These loans are secured by
placings of debentures to bring them within the ambit of AMC's Marginal Fund.,

The volume and freguency of debenture borrowing is controlled by the
Bank of England, which until recently has preferred that the Corporation
should not go to the market more frequently than about once a year and wuat any
increase in the size of the issues should be progressive, However, in 1971, the
AMC was permitted to issue £20 million of debentures in March and a further £10
million in September. It is understood that subject to market conditions the
Bank of England sees no reason in principle why AMC issues should not be made

biennially in future,
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The several holdings of these debentures (by category) are
given for the last four issues in Table XXXIV (Holdings of Debenture
Stock). Formerly, there was a great deal of support from the Savings
Banks, including some massive investments by the National Debt
Commissioners oa their behalf. This support waned at the time of the
last issue, but was replaced in part by stronger support from the
insurance offices. This is probably due to their preference for
somevhat longer issues, whereas the savings banks have a predilection
for the shorter omes.

The Corporation's stock ranks as near gilt-edged on the stock
market. The interest rates that apply (again see Table XXXIII) are,
therefore, less than those on commercial fixed interest stock, but have
been a little above those on Government issues, This favourable rating
could be explained by the Corporation's knovn association with the
Government., Although there has never been a Government guarantee whether
of the-Corporation or its debentures, it appears to have been assumed by
investors in the past that, in the event of a financial crisis, the
Government would be bound to come to the aid of the Corporation - as in
fact happened in 1939, vwhen as mentioned above a Government grant became
necessary to enable AMC to meet its debenture interest commitments.

But the position is not now as favourable as was formerly the case.
For many years, the AMC was able to borrow at rates only about % per cent.
above the rates on gilt-edged. When gilts became free of capital gains
tax (in April 1969), which AMC stocks are not, the differential widened
to ¥ per cent. Indeed, in 1970, AMC had to pay 1 per cent. over the gilt
rate. This was a consequence of the difficulties then experienced by the
Mersey Docks and Harbour Board, since - although the latter has no
connection with agriculture - these events did cause investors to look more

¢losely at underlying realities and the stocks of the Board were unfortunately
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Table XXXIV

THE AGRICULTURAL MORTGAGE CORPORATION LIMITED

HOLDINGS OF LAST FOUR DEBENTURE STOCK
ISSUES AT THE FULLY PAID STAGE

9% Stock 9% Stock 93% Stock  103% Stock
Holder 1981/83 1979/82 1985/87 1992/95
% % % %
Holdings over £10,000:-
(a) Trustee Savings Banks 50 72 62 24
(b) National Debt Commissioners 18 3 14 10
(c) Pension Funds 1 3 1 4
(d) Insurance Offices 9 3 2 17
(e) Local and County Councils 1 - 2 3
(f) Others (over £10,000) 10 11 8 28
Holdings under £10,000:- 11 8 11 14
100 100 '100 100

— o
o
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for the AMC dealt with in the same market as were AMC stocks. The
effect was that the raising of AMC funds had become more exvensive and
that it therefore had to charge its borrowers higher rates.1

Under the 1928 Act, it was stated that the Corporation would
provide loans on terms favourable to borrowers, though what this was 1o
mean was novhere defined. Lending rates are in fact governed mainly by
the interest that has to be paid on the coupon plus the cost of debenture
issues (the total cost per cent., is shown in Table XXXIII - 'all up cost
to AMC'), less income received from aceretions to the Government
Guarantee Fund. Actual rates charged by the AMC, together with
related yields, are given in the Graph - Gross Redemption Yields on
Gilts (p. 85). In general, policy seems to be to charge about % per
cent. higher than the cost of the debenture issues, though at times of
rising interest rates the margin may widen a little and when rates are
falling it may shrink, But, in any event, the margin does little more
than cover administrative expenses.

Loans may be made to owners of agricultursl property in England
and Wales (including companies) or to an applicant whose intention it is
to purchase a property.2 They may be made only against first mortgages
on agricultural land and buildings (i.a, the freehold) and are restricted
in value to two~thirds of the Corporation's valuation of land and buildings.
No collateral security that may be offered will enable the Corporation to
increase the amount of the loan beyond the maximum. In particular, the
Corporation cannot take into account the value of stock or crops. But the
offer of a loan may be conditional on a gusrantor (or guarantors) joining in
the mortgage deed. The taking of security is the Corporation's prime

safeguard, in addition to which at a time of rising land prices its margin

1. The differential given for the November 1972 issue of £12 million was
0.70 per cent.

2. Hence, a tenant farmer can only be assisted if he will become the owner
of the farm following the taking up of a loan.,
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of security effectively widens. The Corporation is also concerned with the
borrower's ability to service the loan and makes a thorough investigetion of

the application, which must be supported by information relating tc¢ financial
status and farming experience. In addition, the AMC will need to be satisfied
that there will be adequate working capital available to farm the property in an
economic manner and to provide for the purchase of such stock as may be
necessary. It will mquire evidence of the farmer's ability in the form of the
last three years balance sheets and/or forward budgets and cash flow analyses.
Where new land is to be farmed, forward budgets for the next two years operations
are asked for.

As interest rates have climbed higher, AMC's concern with the borrower's
ability to service his loan has increased. Current requirements are that
applicants must show a minimum net margin of income from all sources of the
greater of £2,800 per annum or 5 per cent., of the AMC loan required, before tax
and after meeting AMC and all other loan charges and outgoings. Further, it is
necessary for applicants with outside income to show that at least three-quarters
of the cost of servicing the AMC loan required can be met from farm income. AMC
monitors the sources of applicants' incomes and currently two-thirds of loans
sanctioned are to applicants with no income other than farm income from which to
service their borrowings.

It costs nothing to apply for a loan and no deposits in respect of fees
are required. In all cases where an.acceptable application is submitted, the
Corporation will immediately arrange a valuation, but if - following the
valuation - the Corporation is unable to offer a 1oan, no charge will be made.
However, if a loan offer is made but not accepted, a fee amounting to % per cent.
of 1 per cent. of the amount of the loan offer will be payable by the applicant
towards the Corporation's expenses. Also, when an offer is accepted, the
applicant must pay a loan fee of 1} per cent. of the amount of the loan (in
normal cases, the fee is deducted from the loan completion moneys, but it
becomes payeble in cash if the applicant withdraws after accepting the offer; if
the valuation permits, the fee may be added to the loan at the mortgage rate
of interest).

The type of property on which the Corporation will lend would normally
be an agricultural unit with an income potential sufficient to enable the
borrower to meet his loan commitments and to provide a reasonable livelihood.

In suitable cases, the Corporation is prepared to offer a loan on bare land
or on specialised units (e.g., pigs or poultry). There is no minimum size
of acreage; it is the income potential of the lana 1tvself which is the most
important factor to be tsken into account. In fact, most loans are made

- in terms of number - ‘in the size groups of 50 - 100 acres, 100 - 150
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acres, and 150-300 acres. Those made to finance small farms (of up
to 30 acres) are nevertheless significant and, as one would cxpect, those
made on the basis of Large farms (1,000 acres and over) are small in
number.l Tf the value of the property is mainly in the house and/or the
buildings, the Corporation will nof usually regard this as appropriate
security. The basic test is whether the land and buildings add up to a
viable farming enterprise. Indeed, the AMC will on occasion lend on
bare land, even where the fields are scattered, provided it constitutes
a viable unit and the valuer is catisfied that it will find a ready
market in case of need. AMC valuers are also authorised to take into
account — to the extent that they consider reasonable -~ non-agricultural
factors such as amenity velue, non-farm buildings, gravel rights, etc., though
the valuation may mnot always be the equivalent of the current market
price. But there is the possibility at a later stage of obtaining an
additional loan from the AMC on the basis of the same security, provided
the current valuation of the mortgaged property maintains the necessary
margin for the loan., The Corporation will also consider the relesse of
a part of the mortgaged property, provided the remaining property can
still be regardea as suitable security and subject to any necessary
adjustment of the loan,

Yhen a loan has been granted, the proceeds may be used for any of
a number of purposes. Most obviously, it may be used for purchase of a
farm, but it may also be used to repay loans borrowed from other sources
(e.g., a bank), or for capital improvements, such as the reconstruction
or provision of new cottages or farm buildings, electricity or water
supplies, drainage, farm roads, and so on. It may even be used to provide

working capital. (See Diagram at p.88)

1. Though it should be remembered that a large farming unit may in fact
only mortgage a small proportion of its land.
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AWVIE

ANALYSIS OF PURPOSES FOR LOANS COMPLETED DURING THE
YEAR ENDED 31st MARCH 1974

Farm/agricultural land purchases
' £25-8m (54%)

Repayment of other loans
£13-5in (28%)

Capital
Improvemsnts
f4-4m
(9%)

Working
capital etc.
£4-0m (8%)

a Purchases of Additional land C Existing farmers buying new farms
£14-0m (29%) £3-1m (7%)

b Purchases by sitting tenants d Farmer's sons, etc. setting up
£2:9m (6%) £1-0m (2%)

e Newcomers to farming
£4-8m (10%)
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For these purposes, the AMC offers two basic types of loan:

(i)} Long-term repayment loans which are aveilable for periods oi from
10 to 40)earsl and include provision for repayment of capital during the
‘life of the loan.

Repayment may be effected by oﬁe or other of three different
methods: (a) by annuity - equal half-ycarly payments comprising interest
and an instalment of capital so calculated that at the end of the period,
the whole of the loan will have been repaid; (b) by endowment assurance
(with or without profits, or linked to unit trusts with gusrantced values) -
equal half-yearly payments comprising interest only, plus endowment
assurance policy premjums; (c) by the equal capital method - equal
half-yearly instalments of capital plus interest at the mortgage rate on
the reducing balance.

It should be noted,too, that in the event of death, the loan may
run on, provided the new legal owlrer continues to observe all the
covenants in the mortgage deed., Also, the proceeds of any assigned
assurance policies will normally be required for reduction or repayment of
the loan,

(ii) BEight to 1lO-year 'straight' loans. In this case, the maximum locn
will be for not more than one half of the valuation of the property (as
compared with two-thirds for long-term repayment loans). No repayments

of capital will be required during the life of the loan, the whole of the
capital being repayable in full at the end of the agreed term. Meanvhile,
only interest at the mortgage rate is payable at fixed half-yecarly dates.
Obviously, some provision must be made for repayment, or there must be some
expectation that moneys will become available out of which repayment can be
effected (e.g., sn inheritance). It should be noted, too, that - subject
to the availability of funds -~ the AMC will always be willing to consider

applications for new loans to finance the repayment of capital.

1, Strictly speaking, loans may not exceed 60 years, but at present they are
normally for not more than 40 years., .If the loan is for capital improve-
ments, however, the loan period may be as short as 5 years.
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In June 1972, borrowcrs vho would normally have opted for a
long~term loan (10 to 40 years) were permitted to elect to take half
their total loan on a 'straight' basis., In other words, only half the
capital borrowed had to be repaid during the term of the loan. The
remainder was to be paid back in a lump sum at the end of the loan. The
repayment half of the loan is dealtwith in terms of any of the standard
AMC loan repayment methods (e.g., by half-yearly repayments of capital
on & sinking fund basis, or through a 'minimum cover' endowment policy).

In addition to mortgage loans, 'improvement loans' may be made

under the Improvement of Land Acts 1864 and 1899, In these cases, the

security consists of a rent charge placed by the Minister of Agriculture
on the land improved. It is not neccssary for the deeds of the relevant
property to be handed over. The security rests on the rental vellue of

the property as increased after the improvements have been effected, but
the rent charge takes priority over all existing charges irrespective of
the date of their creation, except for Tithe Redemption Annuities, existing
improvement loan charges, and the like. Hcwever, the procedures relating
to an application for improvements are so lengthy and cumbersome that
landovners prefer to financc ther improvements by other means and, in fact,
the AMC has received no improvement loan applications since 1966,

On the general run of AMC loans (and until recently on all loans),
the rate of interedt was fixed throughout the period of the loan. In the
case of further advances against the property, the rate of interest that
would apply would be that ruling on the date the further loan was completed.
Once determined, this rate cammot be increased whatever the circumstances;
nor once fixed can it be reduced.1 Amounts and dates of payment are also
fixed at the commencement of each loan, but the AMC is always willing to

consider variations on the application of the borrower. Meanwhile, the

1. Except on the occasion described at n.2, p.77 .
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borrower gets complete security of tenure and the loan cannot be
called in, provided the borrower maintains prompt payments, keeps the
property in good order and cultivation, and obsecrves the other terms
of the mortgage contract.
The legel charge that is taken on mortgage loans contains a
clause which precludes repayment of the loan otherwise than as set
out in the deed. This is intended not only to give the borrowver
security of tenure but also to give the Corporation the protection
vhich is necessary, having regard to its long-term commitments to
its debenture stockholders. Notwithstending the existence of this
clause, however, the directors will eccept non-contractual repayments
of loans, in approved cases, on terms to be arranged at the time such
repayment is sought. One reason why earlier repayment of the loan may
be sought is the relatively high rates of interest (say, 14 per cent.
per annum) which have at times been.applied to what is for the most
part long—term borrowingj alternatively, a farmer may inherit moneys
that make it possible forhm to pay off outstanding indebtedness. At
the same time, the AMC is only prepared to consider earlier repayment
on terms that will in part compensate it for the loss of its investment
and, in this context, it is the Corporatioﬁs practice to charge a fee
not exceeding the actuarial value of any loss occasioned to the AMC by
such repayment. In certain circumstances, this fee might be substantial.
However, fixed rates give rise to problems. TFarmers who borrow
from the AMC for a term of years commit themselves at least for the medium
term; many of them have in fact committed themselves for a long period of
years. It is all very well, if one happens to have borrowed at (say)
3% per cent. ( which applied in the mid-1940s) or even 4% to 5 per cent.
(as in the mid-1950s), but when the rate rises to 13 or 14 per cent. (as

it did in 1973/74) there may be a case for the borrower not committing
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himself for too long a period of years. This may well be true even

under inflationary conditions, which with rises in the price of land and -
albeit with some lag - in the end-prices of sgricultural products may
greatly reduce the burdens of borrowing.

Even if the AMC agrees to prepayment, there may be heavy costs
to be met, If, on the other hand, &« variable rate of interest is applied,
there would cexrtainly be occasions when rates would rise (to accord with
existing levels of money market rates), but this would be offset by periods
when rates were falling and when they were at relatively lower levels. In
any event, at times of high rates and in cases of hardship, the term of
the '"pay—out period' could be extended, in much the same way as Building
Societies are prepared to extend their terms against the mortgage of a
house, though there may be practical limitations to the extent to which
this would be possible.

Considerations such as these may well have been behind the scheme
for variable rate loans introduced by the AMC in February 1972. In addition
to its lons-term repayment loans (10 to 40 'years) and its 8 to 10-year
'straight' loans (see above), both being on the basis of a fixed rate of
interest, the AMC was now prepared to offer borrowers the opportunity of
taking part of whichever type of loan they select on the basis of a variable
interest rate, the remaining part to be taken on a fixed interest rate basis.
Initially, up to half the loan granted by the AMC might be taken out on a
variable interest rate basis. Subsequently (in June 1972), it was
announced that the borrower, if he so wished, could take the whole part of
a loan at the variable rate, or at a fixed rate, or on the basis partly of
a fixed rate and partly a variable rate. This new facility was open to all
new applicants for an AMC loan and to existing borrowers with respect to eany
further loan they might require. It was not considered possible to convert

existing loans to the new basis, because moncy lent by the AMC to existing
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borrowers was in fact raised by the AMC on fixed interest terms.
Moreover, especially where moneys had been lent at low rates, the AMC
had contractual obligations to existing borrowers to continue that
eccommodation on the favourable terms originally agreecd.

The new variable rate loans were to bear initially the rate of
interest ruling on AMC loans on the date the loan was actually completed.
For completed loans, this rate would then be reviewed with effect from
1 June and 1 December in every ycar in the light of the current cost
to the AMC of the funds from which the loans are made. This rate of
interest would then apply for the succeeding six months, and interest would
start accruing at the new rate. Hence, when added to repayments, the
variation in interest rates would from time to time result in a
fluctuating liability, which would have to be met as it became due.

In common with all other AMC loans, borrowers were accorded complete
security of tenure on their variable rate loans and the loan could not be
disturbed or called in by the AMC provided the borrower maintained prompt
payment and observed the other terms of the contract. Somewhat to the
surprise of the AMC, the amount of borrowing at variable rates of interest

has been relatively limited.

In fact, the uptake of variable rate loars stabilised fairly quickly
at around one-—third by volume of loan completions and has since then

remained fairly constant., DMovements in the variable rate of interest are
out in Teble XXXIVA,
Whether interest rates are fixed or variable, they must be related

to the terms of AMC borrowing. Previously, the bulk of AMC borrowing was

not only for a fixed term of years but it tended to be long-term, as did
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AGRICULTURAL MORTGAGE CORPORATION
Variable Rate of Interest
for new as revicved for
loans existing loans
Feb 1972 T
1 June 1972 T
1 Aug 1972 83
13 Oct 1972 9
1 Dec 1972 9
12 Jan 1973 9%
19 Feb 1973 10%
19 Apr 1973 12
1 June 1973 113 113
15 Aug 1973 121
1 Dec 1973 15 15
1 June 1974 15

1 Dec 1974 154 15%
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much of the lending, thourh lattcrly loasns hsd tended to become shortcr.1
However, once nolicy moved in the divection of a variable rete of interess
even on a proportion of LMJ loans, it was nccessary also to gear
borrowiags more closely to rale Llucenations in the money cud capitol
moxrkets., In effect, this means borrowing for shorter periods ond, to this
end in Junc 1669, the AIC began issuing short-term bonds; they have also
inereased their overdraft limit with the c¢learing banks and used this at
least vartly as the basis of variable rate lending; and they arranged
term loans from the clearing banlks at variable rates of interest, using
some of this term loan money to fund a proportion of their variable rate
lending. It is clear, too, that because some lending is at fixed rates
and some at variable rates it mesns kecping virtually two sets of books,
in order not to mix unlikoes.

Lven vhen lending at fixed rates, there were problems. In this
context, it is desirable to distinguish between (a) new funds raised at
fixed rates as a result of new issues of debentures, whether long or
short-dated; and (b) sources of funds for current lending which still
relate to earlier borrowings at fixed rates of interest. These latter
include (i) 'reflux' due to progresive repayment of moneys borrowed on
mortgage; and (ii) prepayments in advancc of due dates.

Clearly, if a loan is repaid before the maturity of the debenture
on vhich the lending is based, the money must be re-employed in some way.
It could be used to buy the Corporation's own debentures for cancellation
or be invested in gilt-edged stocks, but quite often a better return would
be obtained by re-~lending it on mortgage to farmers. When re-lent at a fixed
rate, if lending rates had risen since the money was first lent, the AMNC
would make a fortuitous profit, whereas if the lending rate had fallen, it
would make an equally fortuitous loss. In other words, there are two forces

acting in opposition: when interest rates arc high, reflux money can be

loans {(only siightly interruvted in the early 1950s and in 1960/61)

from 44.80 yars to 23.66 years in 1972, During the 10 ycars 1948 to

1958, the fall was relatively slight, but after 1960 it accelerated

considerably and the greater part of this fall came after 1965, when the

incidence of higher interest rates was also greatest. This shortening

of the average term of loans granted was partially due to the relative

prosperity of the indusiry, psrticularly in the early 1960s and partially

10 the introduction of endowment assurance, wvhere 20 to 25 years is for the
majority the most practical term, but high rates of interest might also

have been an additional factor.
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re-lent at a profit, but expring debentures must usuelly be're—funded at
a loss (i.e., ncv debentures ~ or 'bounds' - will be more expensive).
When interest retes are low, the converse is true. If the Corporation's
business took the form of an even and predictable flow, it might be
possible to reach & position of equilibrium, with the Corporation's
profits and losses balancing each other, though the iucidence of
Corporation tax would delay its achievement. But because latterly the
Corporation's business has increased rapidly at a time of high interest
rates, it could become pariicularly vulnersble to a fall in rates.1

The other source of returning funds, though the Corporation has
a degrece of control over this, is the prepayment of fixed-rate advances.
This is in addition to the normsl pattern of reflux. DMoreover, if there
has been a fall in rates, this could well lead to farmers sceking
premature redemption of loans thal they had taken out with the
Corporation at high fixed rates of intercst. In that event, the
Corporation may be left with large sums of dear money which could only
be re-lent at what might have become relatively cheap rates. At the
same time, it is possible to regulate prepayment of advances to some
extent by charging those who repay their loans prematurely redemption fees
more closely-related to the cost to the Corporation. These could be
calculated either on the basis of the outstanding period of the loan or
on the basis of the outstanding period of the debenture by which the loan
was financed. On either basis, however, there would almost certainly be
a8 clear deterrent to repayment and the AMC does not in Fact try to levy
the full fee.

However, as we have seen, the AMC has latterly moved in the

.direction of variable rate lending. This is a shift in policy that is

1. It is possible to protect oneself in this type of situation by adjusting
the term of omne's borrowing, a technique known to actuaries as
'‘immunisation', For example, if there is a persistent fall in rates,
the losses involved in loan reflux can be offset, where recently issucd
short-dated debentures mature and can be refinanced more cheaply. On
the other hand, if rates stay high, the continuing profit made from
loan reflux will help to meet the high cost of refinancing the debentures.
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greatly to be encouraged. Al the same time, the AMC still offers a fixed
rate option and, indeed, a mixture of the two, since some farmers prefer
these other arrengements and the AMC favours & flexible policy and is
concerned to meet as wide ¢ renpe of derends os possible.

The use made by borrowers in 1973/74 of the range of choice available

is illustrated by the following table:
Table XXXIVB
Loan completions: Year to 31 March, 1974

Percentare of Lending for year by Loan Types

Type of Interest Rate

Loan Type Fixed Rate Variable Rate

Z %
Apnuity 24 10
Endownent 30 15
Equal Capital Instalments 1 1
50% ‘straight’ 3 3
8-10 year 'straight!' 7 6

65 35

The moneys accruing from reflux and prepayments will free a
proportion of previously committed moncy for re-lending at varicble rates,
though this may in the short-run result in losses. But if a policy of
variable rate lending is to be encouraged, as long-dated debentures mature
they must be replaced by short-dated borrowing to which variable rate
lending can be more directly related. To some extent, the Corporation can
hasten these developments by buying in its own debentures for cancellation
and re-borroving at shorter term. More generally, as debentures mature, it
can shift the emphasis over to short-term borrowing. It has done this to
some extent alrcady by issuing short-—term 'bonds' with maturities of up
to five years and arranging term loan facilities from the clearing banks.,
But five ycars may itself be too long, especially when rates are high, and it
would seem more sensble to borrow (as indeed the Corporation has done) for no
longer than one to two years (also on overdraft), unless rates fall markedly,
vhen the opportunity might be taken to expand the Corporation's borrowing and
to extend the term (subject alvays to the authorities giving their permission).

However, vhat may be desirable and what mey be possible could be two
different things and there are limits set by the capacity of the market. The
ennual demand for borrowed money by AMC is of the order of £20 to £30 million.
O0f this, the bulk will have to be raised by the issue of debentures and much
of the remeinder by 'bonds'. The AMC is currently allowed to issue £5 million
of new bonds cach year, provided the total of bonds in issue does not excced
£25 million, of which not more than £5 million may be 'yearlings'. Hence, if
there is to be a further shift in policy from long-term borrowing and fixed
rate lending to short-term borrowing and variable rate lending, the move
would require the full support of the monctary authorities. It is thought
that AMC would have little difficulty in securing an expznded bond issuec

capacity.
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Nevertheless, it may also be necessary to look to other sources.

One possibility is that the AMC might attempt the private placing of

stock with major institutional investors, such as insurance companies.
Altﬁough this would save on issue expenses, this might well be absorbed

in the higher coupon zttaching to an unquoted stock; furthermore, the
insurance compahies may not wish to take up short-dated securities and,

in any event, such placements are not likely to add greatly to the total
amounts raised by debenture and bond issues, since the funds emanating
from private placements would in all likelihood be offset by a reduction
in the amounts forthcoming from the institutions when subseribing to public
issues. Alternatively, the AMC may itself seek to attract short-term
deposits (say, up to ome or two years) and, despite its absence of branches,
it is not altogether out of the guestion - a number of small banks in the
City now raise money in this way, though not{ infrequently they are
subsidiaries of much larger organisations, which in the past may from time
to time have been instrumental in referring money to them. In the case of
AMC, a major difficulty might be that the Corporation's main shareholders
are comprised of the large banks, which may or may not welcome this kind of
competition. On the other hand, there is some merit in concentrating
long—term lending for farm purchase in the hands of a specialist institution,
thereby avoiding an intensification of the hard core lending by the banks
(and, indeed, one hopes some diminution of it) and, if the AMC is to have
adequate resources, a greater proportion of which is short-term in
character, there may be a case for attracting funds by way of deposits,
though necessarily in individually large amounts.

Another possible source of funds, which has in fact been
considered by the AMC, is borrowing abroad - either in the Euro-currency

or Euro~bond markets, though in this context the AMC would itself have to
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bear the exchange risk., Since il does no busincss sbread, there is

ne way in vhich it can hedge. Also, the AMC is regarded as being in

the private sector, and it is only public sector borrowing abroad,

vhich is guaranteed by the British Government. If the AlC were in the
public sector and therefore able to obtain a Treasury guarantee, there
would be a case for borrowing (say) in European money and capital
markets; indeed, there have been occasions when they might have

obtained money more cheaply in this way. It must also be remembered that,
to the extent that the Greater London Council and other local authorities
do borrow in these markets, the pressure on the London market is thereby
reduced and, indirectly, the AMC will benefit. In addition, if locel
authorities bofrdw less iu London than formerly, this tends to create

8 relative shortage of gilt or near-gilt paper and AMC paper (which is

in this latter category) is therefore likely to make its issues with a
smaller differential in relation to gilis.

But,in any event, the Euro-markets remain a possible additional
source of funds and it has recently been suggested by a number of
bankers operating in London that the building societies in the United
Kingdom (which are as it happens very marginal lenders wvhen it comes to
agriculture) might supplement their resources by seeking Kuro-loans,
though so far nothing has come of these proposals and there would in any
case have been technical difficulties.1

As has been indicated already (p.8), much smaller sums were lent

by the Scottish Agricultural Securities Corporation Limited in Scotland.

(For details of business, see pp. 11-12,) In all essentials, its
organisation and techniques are essentislly similar to those of the AMC.

The SASC was incorporated in 1933. All the Scottish joint stock banks are

1., See The Times (London), 9/3/74 and 22/4/74.
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egual shareholders in the Corporation. There is a Treasury nominee on
the Board. Its capital is £125,000 and reserves total £400,000 end it
has a loan from the Secretary of State for Scotland vwhich was £710,000
at 31 March, 1974.

The bulk of the resources, which it is the primary purpose of the
Corporation to lend out on first securities 'on agricultural or farming
estates, properties or lands in Scotlend, including land used for
horticulture, for poultry farming, and for eny purpose of husbandry', is
raised by the issue of debentures, debenture stock, or other like
securities, 'vhether terminal, perpetual or otherwise'., Their first
debenture issue was a public issue, hut subsecuent issues have been
placed (through Mullens & Co.,, the Government broker) -~ about 10 per cent.
goes to the public and the rest to insurance companies, the trustee
savings banks, etc. As at 31 March, 1974 debenture stocks aggregating

£10 million had been issued (see Table XXXV),.

SCOTTISH AGRICULTURAL SECURITIES CORPORATION
Loan capital
(Secured by Trust Deed over certain of the Corporation’s Assets)
asat 31 March 1974
£
3} % Debenture Stock 1963/93 500,000
31% Debenture Stock 197984 1,000,000
69, Debenture Stock 1978/81 1,000,000
5} % Debenture Stock 1986/88 1,500,000
7% Debenture Stock 1980/33 2,000,000
1% Debenture Stock 1990/92 2,000,000
10} % Debenture Stock 1989/91 2,000,000
£10,000,000

These Diebenture Stocks are redeemable at par not later than the last year quotad in fespect
of cach stock.

The interest rate charged on loans and advances, which remains
fixed for the period of the loan, will be varied from time to time to
accord with the varying costs of raising money. The SASC has not so far

experimented with a variable rate. Vhen considering a loan, the SASC
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attaches considerable importance to the profitability of the enterprise
it is being asked to finance, since only profits will generate the
means of repayment. It is obliged by its constitution to take security,
but this is not the prime consideration.

Legal arrangements for taking security in Scotland are different
from England and Wales, but recently legislation (see Wilson, op. cit.,
pp. 119-122) introduced a 'standard' security for Scotland. In all
essentials, this is similar to a mortgage in England and Wales.

The Corporation is also willing to accept as supplementary
security, certain types of endowment policies1 (a non-profits policy
for the full amount of the loan; a with-profits policy of such a suﬁ as would,
if the Company's current rate of annual or intermediate bonuses were
maintained, be adequate to repay the loan in full at the end of the
desired term; or equity linked vpolicies for a guaranteed maturity value
of 100 per cent, of the loan). The Corporation is willing to convert
existing loans to an endowment assurance besis, subject to the rate of
interest on the loan being increased to the current rate, By this method,
interest is payable gross to the Corporation each half-year on the full
amount of the loan and the proceeds of the policy are used to repay the
capital advance. In certain cases, the Corporation's offer of a loan
may be conditional on a guarantor or guarantors joining in the Loan
Agreement or on such other conditions as the particular case requires.,
The property is required to be one that can be regarded as a complete
agricultural unit cavable of providing a reasonable livelihood for the
occupier. The Corporation cannot accept Registered Crofts as security.

Every advance is repayable within a period not exceeding 60 years.

In practice, loans for over 30 years are very rare. More usually, they are
from 15 to 25 years.,
In addition, loans and advances may be made under and in

accordance with the Improvement of Land Acts 1864 and 1899 'for effecting

1. Endowment loans are about one in two.
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Table XIXVA

The Scottish Agricoltoral Securities Ceorporation Limited

Interest rates

Original Rate 4394 (35 %4 repayment) 1933
Voluntary reductiontc 4} % 1. 6.42 Mceting
Statutory reduction to 3494 1944 Act
Increase again w0 41 %, 15. 6.51 Meeting
» 2 ”» 4%% ]2'11'51 »
» o on 5% 14. 452
Deciease to 41, 14, 6.54 »”
13 11 4'}% 8.1’.54 »
Increase to 5% 8. 8.55 '
w oo 6% 20. 256,
» " EYA 18.10.57 s
Decrease to 63% 7. 4.53 "
W o 6% 16. 7.58 .
”» 2 5}% 11, 5.59 »
Increase to 6% 13, 6.60 »
» o 6% 15. 860 ;!
Decreasc of all )
734% loans to 63% 14.11.60 »
Increase to 3% 15. 8.61 '
Decreaseto 7% 14, 5.62 .
. » 6Y% 15.10.62 »
L " 6 % 21- i .63 »
Increase to 6% 24, 2.64 »w
» . 61 % 22, 5.64 ,
2 o 11% 25. 1.65 »
» » 1% 27. 5.65 »»
» ” 8% 31. 8.66 -
Decrease to 7% 4, 5.61 '
Increase to 31% 8.12.67 ”
. ,, %% 13. 2.69 ”
» » 104% - 29. 5.69 »
» " 11% 17.12.70 »
Decreaseto | 10% 16. 9.1 »
w w 9% 16.12.71 "
Lacrease to 91 17. 8.72 "
» o o 1094 74L72
' " |i°/. 9. 403 L
n " \J°/° 1..3.03
m " G R Yo I P

N \S<% 6. STy v
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or paying for improvements for agricultural purposes to estates,
propertices or lands in Scotland', the moncys borrowed being securcd

by a charge 'on the inheritance of the lands on, or in comnnection with
which such improvements are effected'. The amounts involved have been
small and, since 1969, have been declining,

On the basis of the Wilson Enguiry and other cvidence, merchants
and dealers provided virtually as much credit as the banks, though much
of the merchants’ and dealers' credit is itself derived from bank overdrafts.
(For the statistical data, see Chapter 2.)

So far as the agriculturel merchants are concerned, it is
thought that on average they are probably overdrawn for at least two
months in each year and, iirdeed, it may be higher than that. Some may
even be permanently overdrawn. Moreover, with the inflationary increesec
in prices that has accurred, the volume of business has greatly increased
in financial terms. Hence the need for a greater guantum of finance,
with bankers providing up to one-third of merchants' requirements, often
on an unsecured basis. On the other hand, so far as the grain merchsnt
is concerned, these same influences probably make him rather less
dependent on his bankers, since there will generally be a positive cash
flov on grain transactions. For example, the merchant willtake in grain
from the farmer and sell it either to the miller or the maltster, In
theory, the merchant should pay the farmer within 28 days% but in
practice 1t 'may be longer; the small merchants probably pay more
promptly in order to maintain good relations with the farmer., Nevertheless,
merchants generally are likely to have a positive cash flow, only
partly offset by credit associated with the supply of fertilizers, and in
effect the farmer is on balance giving credit to the grain merchant.

14 is proposed to consider first the role of the agricultural
merchants., These comprise both 'private énterprise' firms (some of them

subsidiaries of national manufacturers or international grain traders) and

1. The terms of trade with the end-user provide for payment to the merchants
in 14 days.
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co-operative enterprises engaged in the marketing of cereals and the
supply of feeds, fertilizers, seeds and agro-chemicals, the majority

of these firms and co-operatives (about 1,300 in total) being members of
the British Association of Grain, Seed, Feed and Agricultural Merchants
Limited (BASAM). On the one hand, the country's grain and agricultural
merchants provide the main link in the marketing of United Kingdom ccreal
and pulse crops (arranging the deals, building up stocks, and usually
providing the transport; this is especially true for grain); on the
other - and it is with this that we shall be mainly concerned - they
supply the basic materials for farm production - feeds for stock and
poultry (which they themselves may have compounded); seeds, fertilizers,
and crop protection chemicals for arable crops to increase yields and
improve quality.

It is important to differentiate between what may be described
as 'conventional' credit, which almost all farmers enjoy, and medium-term
credib, whether this be arranged or talke the form of overdue accounts,
While the position appears to vary from one merchant to another and,
indeed, from one part of the country to another, it is nevertheless
possible to generalise to some extent.

By ‘conventional' credit is meant an arrangement vhereby items
are supplied by the merchant to the farmer, subject to payment in cash
vithin a specified period. Usually, payment is required by a date in the
month following the month of delivery (say, the 15th or the 30th/31st).
In these circumstances, the farmer will enjoy credit for a month to 6
weeks., When the sale ié made, 2 'credit charge' or discount is added
and this will be deducted from the total selling price, when payment is
made within the specified time, or on normal trading terms. Formerl&,
so many &s per ton were added to the selling price, but it is now
increasingly usual for merchants to add a percentage, mainly due to the

rapid rise-in the prices of inputs. (The merchants' profit margin is '
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likewise now being calculated as a percentage and no longer as £x

per ton.,) Credit charges may be as much as 10 per cent, and, if
payment is not made on due date, there may be an additional penalty of
1 per cent. for every month the credit is outstanding. Dut the pressure
is to reduce the amount of credit granted and some merchants

are seeking cash with the order in return for the full discount or even
a little extra. Moreover, for a time, the increased profitability of
farming made it much easier for farmers to pay more readily. This is
still true for cereal farmers, but not for dairy farmers, and those
concerned with the fattening of stock (beef and pigs), where the
increase in the cost of inputs has been frightening. Actually, the
amount of credit being made available by merchants has probably gone

up over the past 18 months to 2 years, though merchants are trying to
make it available for shorter terms. And there is some evidence to
suggest that these terms have been getting shorter.

Conventional ¢redit merges into medium~term credit, when
accounts become overdue. Under current circumstances, farmers would
lose their discount, if they did not pay up within the period specified.
Merchants are less accommodating than they used to be and, if anything,
are nov inclined to impose a penalty in addition. Formerly, a rather
close relationship was common between merchant and farmer. Not only
was it usual For the merchant to provide credit in the first instance,
but it was also part of his function at a later stage to sell the
farmer's grain. Even at the time of the Wilson Enquiry (1971), it had
become very much less true than it was and the process  change
accelerated greatly over the next 2 years or so. On the one hand, the
merchant has preferred to view each transaction separately and to judge
it simply on its own merits (i.e., he no longer thinks in terms of

'tied' transactions - e.g. the supply of fertilizers at relatively low
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prices in consideration of the farmer selling his grain through the

same merchant); on the other, farmers zre now looking for the best

possible deal in each instance - they shop around more and by +this

action arc forcing merchants in the same direction. Both are becoming

more businesslike in their relationships. And this has been

associated with a tendency for a number of merchants to become more
specialised, reducing the range of lines that they carry (e.g. concentrating
on fertilizer or seed, but no longer combining both).

Of total credit made available by agricultural merchants, it is
thought that three-fifths might be described as 'conventional' eredit and
two-fifths be in the form of overdue accounts, though this will tend to vary
a good deal at different times of the year. Despite the amounts of credit
given, it should be noted ithat bad debts tend to be few.

Another source of credit is that mede available both to the egg
indws try end to the broiler industry by suppliers of pullets or of feed.
Sometimes, when the farmer buys his poultry stock from the breeder, the
latter is paid by the merchant, who is repaid by the farmer (say) in
four equal insta.lments.1 Alternatively, the feeding-stuffs merchant or
manufacturer may supply 18-week pullets, which are paid for over a period
of 48 weeks in eight payments greduated to the egg income. It is also
common practice in the feed industry to provide credit on the feeding
stuffs reguired to take a complete crop of broilers through fromintroduction
to slaughter. A common period for this type of credit is about nine weeks.
Not infrequently, there has been a high degree of risk in lending in this way
to such enterpriscs. Likewise, with pigs: some firms contract the pigs
out, themselves retaining ownership of the pigs; fattening and sale is then
on a formal profit-sharing basis, subject to an agreed system of contract.

(Profits may be shared on a 50:50 basis; likewise losses.) Alternatively,

1. Note - there is no egg income in the first three months; then a steep
rise, followed by a gradual fall.
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under a sow credit scheme, the merchant may provide the breeding stock
and the farmer repays as the Ltters come along - the first litter
would arrive three or four months after the purchase of the gilts (it
is virtually a hire purchase transaction).

Again, the scheme may operate as a co-operative venture between
the merchant, who provides the stock (weaners), the feed and the business
expertise, and the farmer vho provides the accomnmodation end the
stockmanship., In return the farmer is paid an agreed fixed amount per
batch no matter whether the merchont makes a profit on the batch or not.
The amount is agreed before any pigs are placed in the accommodation which
enables participating farmers to assess the profitebility of the livestock
enterprise before they commit themselves to taking the stock,

Fertilizers represent a somewhat special case. The problem is
that the demand is highly seasonal, but for production costs to be kept
down manufacturers will wish to maintain output at a relatively steady
level throughout the year., 3ince fertilizers can only be applied at the
“time of sowing, or - on grassland ~ usually in the spring, there is a
storage problem. Hence, the manufacturer and the merchant are encouraged to
find means whereby the farmer can be persuaded to purchase his fertilizer
in advance of his needs and furthermore to store it on his farm.
Effectively, the finish of the fertilizer year is the end of May. Some
manufacturers deal only through merchants; others deal direct with the
farmer as well.1

In former days, the manufacturers and merchants delivered fertilizer
to the farmer predominantly in the spring and it was paid for the following

winter after the crop had been brought in and sold. But the pattern today

1. In England and Wales, the tendency is for fertilizers to be distributed
through merchants (it is thought that about 70 per cent. of the total
would be sold to farmers by merchants), whereas in Scotland (largely
because of the operations of Scottish Agricultural Industries) direct
sales are more common (possibly 60 per cent. of the total).
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is very different. The manufacturers aim to sunply (say) 45 per cent.
of their annual deliveries of fertilizers between June and Scytember.
There tends to be a secondary peak in demand in the autumn occasioned by
the sowing of winter cereals. In order to encourage an even off-take of
fertiiizers throughout the year, the manufacturers offer carly payment and
early storage incentives (see below), In other words, if the farmer
takes delivery early, he gets his fertilizer more cheaply; if he pays
promptly for it, he gets it even cheaver, In addition, although it was
reduced in June 1972, there was until May 31, 1974, a fertilizer
subsidy and, under these circumstances, the net cost to the farmer was
the price charged by the merchant or manufacturer less the amount of
the subsidy.

The pattern followed by the secveral manufacturers i1s very similar.
They generally operate to a base price, which is the cash price for
immediate usage and payment (i.e, February to May, during the spring
soving period). Prices in other months reflect incentives for storagel
and payment, or pre-payment without storage, these incentives being.at
their maximum in June of the previous year and reducing progressively
until they become nil in February. 7To make it casier for the farmer to
calculate his costs, suppliers will quote two figures, the second being
the net cost to the farmer. In some cases, if the farmer pays within the
month, the supplier will deduct the whole of the 'credit charge', which
amounts to about 13 per cent. The maximum storage and payment incentives
applicable within the fertilizer year are for June and, for the season
1971/72, amounted to an allowance of epproximately 11} per cent. (for
1972/73, with the lower level of interest rates that had obtained, this
was reduced to approximately 8% per cent.). For the 1973/74 season, the

maximum storage and payment incentives amounted to an allowance of 9 per cent.

1, The agricultural merchant often himself stores fertilizer, which he
purchascs or takes delivery of at the start of the season for delivery
to the farmer in the svpring. The merchant likewise receives a storage
incentive on such fertilizer.
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If the farmer tekes delivery of the fertilizer and storces it, but
defers payment, he will be granted a storege allowance only, lHeanvh:le,
a deferred invoice arrangement is emvloyed ~ the invoice becomes cffective
as a cash invoice (say) on 1 February and the account will be due for
settlement (say) on 28 March. The credit charged will be deducted if
the customer pays promptly. The details may vary somewhat from one
manufacturer to another, but the principle is the same. Also, where the
manufacturer delivers to a merchant, he will apply similar arrangements.

The merchants in.their turn will deal in much the same way with
farmcrs. Again, the attempt will be made to ensure that the fertilizer
is stored on the farm and the merchants will offer incentives for early
payment. DProbably, about 50 per cent. of farmers pay cash and get their
full allowances. £Even if they borrow from the bank to do so {as many of
them often do0), it is well worthwhile - as a rcsult of getting better
terms from the fertilizer menufacturer or the merchant, which more than
offset the lower interest they may be psying on a bank loan., Latierly,
too, with the high prices arable farmers have obtained for their grain
{e.g. in 1972 and 1973), there has been heavy investment in both machinery
and fertilizers and, indeced, there seems to have been some forwvard buying
of fertilizers in anticipation of further price rises?

Occasionally, arrangements are specially ncgotiated vhether
by the merchant or the manufacturer. %Two cases will serve to illustrate
the possibilities: (1) a young man, vho is working hard and trying to build
up his position for the future; in such circumstances, the supplier may
make credit available and, subject to regular repayment, only make a
modest interest charge; this may he an appropriate procedure where a farmer

has a regular milk cheque from a herd that he is building up; in effect, the

1, In addition, there has been a very considerable rise in the price of
fertilizers since the end of 1973 due to the sharp increase in the cost
of items like emmonia, vhosvhatic rock and potash. Althoush the
wholesale nrice charged by the manufacturer to the merchant has been
controlled by the Prices Commissioin, the margins added by merchants
have tended to increase and some merchants have chorged higher prices
than others (margins msy now ranze from £2.50 per ton to £5.00 per ton).
This has been due to the merchants' attempts to secure a reasonable
return on the capital they employ in this vart of their business. There
has also been the increasc in crcdit charges referred to in the text.
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firm ig tryine to tie the customer pevianenily to themy (2) a big fartier vhe

has nade & substontial loss in & psrticular ycar, after heving been & 'cash naa!
{for porhavns 10 to 15 years ond a biz purchazer; in lhese circunstances, the
supplier might be prepared to carry the debt for a year, subject to paymwent of
interest; alter the debt had been discherged, they would go back to cash.
Alternatively, where farmers have a casc for more extended credit against e
purchase of fertilizers, an arrangement mnight be made by the monufacturer
(possibly througch a retailing subsidiary) with a bank whereby fertilizer sales oz
credit are fusded by the benk instead of by the menufacturer (or its subsidiary).

The main funcition of an agriculiursl machinery dealer is to be a

distributor for manufacturers of agricultural equipment, This includes holding
stocks of new cguipument, servicing and repairing equipment in use, and providing
sparcs. In addition, as a rcsult of trade-ins or outright purchases,
agricultural wachinery derlers will also be concerned with second-hcond items.

In this context, it is importent to make the distinction between the
supply of (1) tractors and combines, potato and suger beet harvesters, which
tend to be large and expensive items, for which it is usual either to pay cash
or to buy on the basis of hire purchase (though in fact the finance company may
make the moneys aveaileble in the form of a loan); in some cases, leasing may be
the technique employed; znd (2) general implements (such as ploughs) and spare
parts, where it is common for the dealer to supply the items on credit. For
both grouns, where cash is paid, quite frequently the ultimate source will in
fect be a bank .loan, which is likely to be less costly than either hire purchase
or dealer credit.

In the case of sn ordinary cash tronsaction (for special out-of-season
discounts, see below), the farmer will almost certainly be sble to claim discount
if he pays within seven days, though some dealers may allow up to 14 days.1
The dealer will himself have received a trade discount from the manufacturer.
The range of this discount varies according to the number of products sold and
types of products. However, it would not fall below 15 per cent. and is

unlikely to excecd (say) 30 per cent. Indeed,

1. In some cascs dealers were insisting (1974) on cash with delivery.
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on tractors and combines and other expensive equipment (e.g., over 2,000
in retail value), it is unlikely to exceed 20 per cent.; on tractors, the
average would probably be sbout 16% per cent. Normslly, this is in fact
the dealer's margin (from which he must provide for his overheads and still
leave sufficient over for profit); vart of it is passed on to the fermer in
return for prompt payment. The amount passed on will very from arca to arca,
eccording to the c ommetition that the dealer is forced to meet, but it
would normally be in the region of 10 to 12F per cent.; in exceptional
cases, it may be increased to 15 per cent. For tractors, up to 10 per cent.
appeared to be common but some dealers only offered 5 per cent.1

On general items, the discount given to the customer may be of the
order of 5 per cent., though some dealers give less {e.g., 2% per cent.).
Usually, a farmer pays wihin the month, especially the big acreage fermers,
who run their enterprises in a very businesslike way. In other cases, it is
largely a matter of the salesman calling round to get the money.
Alternatively, the farmer may pay vhen he comes to market. Credit arrangements
have in the past been flexible. Latterly, there has been much tightening
up as a result of earlier invoicing and more aggressive recovery Drogrammes.
Where credit is allowed, it is usually on the basis of 2 to 3 months, in
order to get the business and provided the farmer is prepared to pay the
related charges. At the end of 3 months, the dealer will usually put
pressure on the farmer to pay his account. At the time of the Wilson
Enquiry, dealers reported that the average period of time for which credit
was granted was at the very least about 6 weeks (sometimes down to 5 weeks,
but up to 7% veeks in the summer; it may also vary with the area). One of
the large dealers following' the introduction of e computerised sales ledger
had reduced it from an average of about 9 nine weeks to below 8§ weeksand by 197~
to 6 weeks, (This was an average based on a range of transactions fram cash ~i.e.,
within the month after invoicing - to credit granted for 4 to 5 months).

On the whole, bad debts were minimal.

1. With the production shortages that have occurred in 1973/74, the
initiative has to some extent passed back to the dealer, who has been
able to reduce the discounts offered.
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The traditicnal way of collecting accounts in the indusiry has
been to make the salesman responsible for ensuring that his customers
pay up. In many cases, commission is not paid until the account is settled.

Special out-of-season discounts will also normally be allowed and
these likewise originate with the manufacturer; they apply to such items
as combine harvestiers, potato harvesters, and sugar beet harvesters. It
will be avpparent that the manufacturer has a financing problem, since over
much of the year he will be meking combines and similar equipment in
advance of the seasonal demand. Hence,in order to encourage out-of-season
purchases, he will offer a cash discount to the machinery dealer; this
depends upon the existing level of bank charges (including interest) and also the
time of year -~ there is a progressively reducing discount as the peak
seasonal demand is gradually approached. If, therefore, a farmer orders and
pays for s machine in the out-of-season period, becausc of competitive
pressure, part - if not all - of the out-of-season discount will be passed on.
But if the farmer puts off buying the c¢ombine until nearer the seasonal peak,
he will get proportionately less discount. Moreover, if a dealer himself buys
a machine in the out-of-season period, but does not in fact sell it until the
following season, he will retain the whole of the out—of-season discount for
himself. Such discounts may go up to about 5 per cent. of the price of
the equipment concerned; they will diminish by 1 per cent. per month over
the following months until they become nil, But, even allowing for that
pert of the trode discount that is passed on (see above), total discount
(including out-of-~scason discount) on a combine would not exceed 123 per centb.
(Some dealers would reckon to give away no more than 74 per cent.) In
addition, it should be remembered that as part of the price of the new
combine is the trade-in value of the old conbine, the dealer would be left
financing the value of #he secondhand machine taken in part exchange.

It should be noted that in the case of hop picking machinery, and
fruit and vegetable picking machinery generally, items are sometimes sold
direct by the menufacturer to the user; likewise with farm buildings

(including silos).
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This attempts to outline the general position, but in a very
competitive trade terms may be negotiable. 'Ihis is encouraged by the
system of paying salesmen partly by commission. What the salesman can
allow by way of discount is laid down for him by head olfice (i.e, by
the owner of the firm or by its directors), but he sometimes has a degree
of discretion and what he will allow by way of additional discount will
depend on how good a salesman he is and on how badly he wants the business.
But the more he 'gives away' to get the business the less he himself will
receive, Moreover, farmers are cuite adept at playing one dealer off
against another and, in fact, they never expect to pay the full list price
for a piece of machinery or equipment.

Where a farmer has an existing machine, which he desire to replace,
he may trade it in and will attempt to get as high a figure as he canj;
indeed, part of what is allowed is often quite fictitious. It is understood
that it is rare to do a deal vhere there is both a trade-in and a discount,
but the trade-~in value is invariably inflated .to some extent in lieu of the
discount that a farmer could claim if he purchased a new machine without a
trade-in and sold his old machinery secondhand.

As a result of trade-ins and outright purchases, dealers find
themselves carrying large amounts of secondhand equipment. It is a major
problem to dispose of it and, meanwhile, it absorbs a substantial amount of
capital. In addition, it has to be put into good order before sale and,
although there is no discount on secondhand machinery, the dealer often
offers a good warranty with it., Much of this machinery is sold secondhand
within the United Kingdom, but a proportion (about 10 per cent.)goes for
export.,

Much of what has been written about merchants and dealers would also

apply to co~operatives operating as trading societies, while the credit

offered by marketing societies (e.g., those operating in the meat trade or
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merketing eggs and poultry) is somewvhat analogous to that provided by
auctioneers.,

Although any co-operative may admit anyone it likes as & member,
the members of the trading and marketing co-operatives are for the most
part farmers/producers (in the case of a co-operative marketing meat,
butchers might also be members) and it is they who provide the capital.

They are required to buy shares, but for the co-operative societies1 these
holdings are restricted to a maximum of £1,000 per person. In fact, average
shardwldings are well below this figure. On the other hand, any moneys
beyond the maximum that a member wishes to invest in his society will be
placed on loan account, though - as one would expect from the low average
figures - members' loans contribute very much less capital than shares.
Societies also place significant amounts to reserves, which can be
substantial, particularly in the case of the largest societies.

Dividends are paid on share capital2 (it is normally referred to as
'interest' on share capital) and interest is paid on members' loans. Some
societies also pay a bonus (or 'dividend') related to the amount of business
put through the society (purchases in the case of a trading society and with
marketing societies, for meat, there may be a stock bonus paid per cattle
unit3 to farmers and a bonus is paid to butcher members per £100 of
purchases; for eggs, a bonus is paid on 'sendings', i.e., on the value of
eggs supplied by the producer). But, in the case of a number of the trading
societies, there has been a move towards reduction of bonuses distributed to

those who trade with the co-operative in favour of higher interest to

those vproviding the finance,

1, It does not avnply to co—operative companies.

2. It occasionally happens that for a particular trading period a society
does not in fact pay a dividend or 'interest' on its shares.

3. One beef animal = 5 pigs = 8 sheep.
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The aznnual net loss of sherce capital {due to outgoing members
holding more than incoming ones) is more than compensated for, in a year
vhen orofits have been reasonably good, by the retention , with members'
consent, of amounts due to them as interest or bonus. It is not unusuval
for 75 per cent. of the amounts due for distribution to be retained in
this way. VWere it not for this source of new share capital, combined with
the allocations to reserves already mentioned, co-operatives would have had
little opportunity of obtaining the finance required for expension. (Even
where capitel grants are available from the Goveranment, it is normally o
condition that an equivalent amount of new finance must be provided by the
co—operative itself.) Obviously the success of this policy is very
dependent on profits continuing to be made, in order that the co-operative
may directly, in the case of reserves, or indirectly,in the case of its intecrest
and bonus distribution , be able to plough them back. V¥hen market ratcs of
interest are high, there will be an impact on profits to the extent that
societies depend on borrowed funds (subject to a limit, this also applies
to payment of 'interest' on shares, the rates on which have to be relatively
competitive);l Marketing co-operatives are more easily able than supply
co-operatives to relate members' capital to trade by means of a levy imposed
on each unit of produce handled, but in general the finance obtained in this
way is used as working cepital rather than to pay for new developments.
Recently, it has become more common for a co-operative to invite its members
to subscribe formally to a loan, tied to a particular new investment, sometimes
(but by no means always) at relatively low rates of interest, subject (say)
to six months notice of repayment on either side (i.e., notice of repayment
nay be given either by the co-operative or by the member).

For the rest and as a means of supplementing their working capital,
co-operatives may make use of an overdraft facility with their bankers.

Some only overdraw their account from time to time; at other times of
year, +they may keep substantial balances, though these would only be

maintained at levels sufficient to avoid payment of bank charges, any surnlus

1. The Régistrar's l1imit on 'interest' on shares for society rules is usualiy
7% per cent. or 2 per cent, above Bank of ingland Minimum Lending Rote
(formerly Bank rate), whichever is the higher.
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funds being invested at short—term (e.g., with a local authority).

On occasion, a farmer might wish to withdraw his capital. Most
obviously, this could-happen when a farmer retires; or his heirs might wish
to withdraw his share capital after death, in order to pay estate duty.
Co-operative societies vary in ther attitudes to such applications to withdraw.
(Co~operative companies have a difficult problem, viz., that their shares
can only be transferred, not cancelled ). At one extreme, because certain
societies have found themselves very short of capital, permission to withdraw
share capital has only been granted to a limited extent (e.g., in cases of dcath
of member or 'financial distress' or 'hardship') and always at the discretion
of the directors. In fact, several societies have put a moratorium on repayment
of shares and permission was orly granted in really urgent cases., In general .terus,
the attempt was made to ensure that no more was paid out in redemption of shares
than wos invested by way of retsined profits. Zven vhen a farmer died, the
attempt was made to effect a transfer of his shares to his beneficiary.
There was no restriction on repayment of moneys on loan account, Other
societies have always kept themselves in a position to repay members' capital.,
Nevertheless, it should be added that this has only been possible because of a
good level of profits (in substantial part, reflecting good management) and
this has bred confidence in the society. Co-operatives in this situation
argue that there is greater re-investment of dividends and interest, because
there are no restrictions on withdrawals. On the other hand, where profit
levels are less -good, it is maintained, repeyment of capital (e.g., when
farmers retire) is much more likely to represent a problem, because there are
less retained earnings to offset it. It was also thought to be & matter of
loyalty; in some areas, members were more loyal to their co-operative than
others, but this likewise mey in part be a function of confidence. A profitable
co-operative makes possible a higher level of retained earnings, while at the same
time maintaining such a degree of confidence that members are less inclined to

withdraw their capital from what they come to regard as a good investment.
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Nevertheless, oven the most profitable socicties could from time to time
usefully cmploy additional capital. Working capital can be supplemented

by borroving from the banks by way of overdraft, but medium-berm invesumeonts,
if they cannot be undertaken from own resources, may be more difficult

to finance, despite the vrospect of a favourable return. Ipndeed, if the
latter were not anticipated, there would be no point in undertaking the
investment at all,

As has been indicated, trading societics offer a range of facilities
very similar to those provided by the agricultural merchants and agricultural
machinery dcalers - in the case of the co-operatives, sometimes under one
roof. The main purpose of these co-operalives is to sell the farmers their
inputs and to buy from them their outputs. In this business, it was
maintained, 'there is high security and low risk', For example, the
co-operative would supply to members sceds and fertilizers, fuels, fceds,
and animal health products; they would also supply agricultural machinery
(including tractors and combines), spare parts, and sundries such as
ironmongery. Necessarily, they also become involved in tradc-ins and sales
of secondhand machinery, though because of the capital required in carrying
such stocks some of the smaller societies leave this type of business to
the machinery dealers themselves. It is also noticeable that farmers -
vhether dealing with a co-operative or not — are only interested in making
a purchase if prices (allowing for discounts) are competitive., They are
not interested in the possible payment of a bouus by the co-operative.

As with the merchants and dealers, for the co~operatives likewise, the
essence of their financing problem is that (on the merchanting side) their
suppliers give. them credit (it used to be 4 weeks, though this is changing
because of the pressure on the suppliers' capital) and their farmer/customers
are accustomed to get six weeks' credit. There is thus a gap of about twoweeks to
finance. Arain as a result of inflation and the general rise in prices, the
amount of finance required to carry stocks has also increascd. Budgeting
and the meintenance of cash flow have become increasingly difficult problems.

A number of co-operatives, in their capacity as merchanting

organisetions, buy the member/farmers' grain from them and process it
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themselves into feeding stuffs (very often they have their own mill).
They also make concentrates and add vitemins. Trading co-operatives ray
also set up groups for the purpose of marketing grain. In these cases, it
must be good grain and up to the standard accepted in the trade., Vhen
the grain is harvested, it is pooled and marketing is placed in the hands
of the co-operative. The farmer may indicate when he wishes to sell and
the co-operative does the rest. For this service, they charge a
commission of (say) 50 pence per ton. Alternatively, the co-operative
itself may decide whether to sell earlier or later attemptinmg to get the
best deal. The proceeds of all grain sold in a particular month and of
a particular type arc then averaged out and distributed to the members of
the group concerned. And there are other variations (such as payments to
farmers in advance of selling grain and pending ultimate receipt of +the
proceeds; this is often done with the assistance of bank finance).

Forage may likewise be bought by a co-operative from its farmer/
members and sold to other farmers that have need of it.

In the appropriate areas, surplus calves are bought from dairy
farmers. First, they are put through the hands of a rearer (this may take
one to 12 weeks), after which they are sent on to a feeding unit for
preparation for market.

The supply of fertilizer, which is another important part of the
business, is subject to the same sorts of arrangements described under
Merchants and Dealers. Manufacturers will very often use the facilities of
a co-operative as a store, paying the co-operative an allowance to cover
bhandling and storage. In due course, the fertilizer will be sold by the
co~opeyrative to the farmer, when the co-operative would reimburse the
manufacturer. The usual out-of-season discounts apply.

Credit arrangements for the supply of requisites to farmers are very
much the same as those that apply in the case of agricultural merchants., The

basic terms are payment by the end of the month following the month of
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delivery. In general, this averages out at six wecks' credit. To
encourage prompt payment of bills, the societies add a credit charge
(usually 5 per cent.) to their invoices. Most co-operatives now have
fairly adequate credit control arrangements and their experience with
bad debts has really been very good.

If a farmer does not pay his account within six weeks, the
society will want to know the reason why. If he has not paid up within
a further month, he will be visited, possibly with a view to discussing
his cash flow problem with him, though in this case a penalty rate of
interest may well be charged and the transaction may be formalized on the
basis of a bill of exchange.1 Alternatively, a penalty rate of interest of
1% per cent. per month may be charged on the overduc account. The ultimate
sanction would be to cease trading with him altogether. But this would
clearly be a last resort, because usually there will be an intimate and
oontinuing reclationship between the farmer and his co-operative. At the
same: time, the co-operatives like all agricultural merchants, are now
tightening up on the amount and period of credit they are prepared to permit.

With machnery, the farmer usually pays cash (i.e., cash within
seven days) for tractors and the bigger machines, though the money may in
fact come from the bank. All other machinery sales and services are subject
to normal credit arrangements.

So mueh for the trading societies., The marketing co-operatives do
not provide credit to producers, but they do to some extent accommecdate the
credit needs of the wholesalers and retailers of the products they help to
market. This is true, for example, of both meat and eggs and poultry.

In the case of meat, farmers might be paid in (say) eight days and

those to whom the co-operative sells would probably be required to pay in

1. See Wilson, op. cit., pp. 187-8.
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(say) 12 days. Certain of the larger customers may get credit for up to

18 days and, for the big supermarket groups, it may be as much as five
veeks, No charge is made for this credit, though the co-operatives attempt
to reduce it to a miniuum by.instituting tight credit controls. Usually,
the business consists in buying from a large number of farmers and selling
to a small number of buyers, which tends to mean that the buyers have
something of an advantage.

Credit is also extended to wholesalers and retailers by the
co-operatives concerned with the marketing of eggs and poultry. In the case
of one of the big egg co-operatives, every attempt was made to ensure that
the large retailers and the co-operative retail societies (vhich are also
their customers) pay their bills promptly. Indeed, a large part of their
sales (especially the smaller ones) is for cash. Meanwhile, the producers
are paid on a weekly basis. Vhere credit is given to the purchasers, it
usually ranges from 14 days to three or four weeks., Nevertheless, they
endeavour to maintain quite a strict control and, if the buyer fails to pay
on the appointed day, he gets no more eggs., But the situation is kept
under constant review and bad debts tend to be few, In another case, the
attempt is made to limit the period of credit to 21 days (producers tend
to be paid within 19 days), though the multiple stores are inclined to
expect more extended arrangements. In any event, there is a time gap to be
financed and, vwhere necessary, this is done on the basis of a bank overdraft.

Three of the largest marketing co-operatives and a private prcducer
have combined their marketing efforts in Goldenlay Ltd. to undertake
'consortium selling', eggs being supplied by the farms under contract and
sold at negotiated prices on a free market basis, the farmers receiving a
price (after deductions for expenses, etc.) related to that negotiated with
the purchasers.

The egg marketing co-operatives may also negotiate terms on behalf

of egg producers for the purchase of feed; by ordering a large total topmnage,
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rebates are obtained and the cost of feed to the individual producer

is reduced. Similarly, with chicks - by ordering these in large numbers
on behalf of their members, they cangrain obtain a rebate and quote a
lower price per 1,000 chicks.

Hence, the larger co-operatives in particular provide a range of
services very similar to those offered either by merchants end dealers,
or by auctioncers and feeding stuff firms. The chief problem that they
have to face in varying degrees is ensuring a sufficient availability of
capital either to carry stocks or as a basis for extending credit, though
this will clearly affect the trading societies more than those that are
engaged in marketing only. In part, this is due to structural changes in
agriculture itself and, in particular, to the increasing scale of farm
investments ~ with larger farms, there has tended to be a greater economy
in the use of labour and a transfer of resources resulting in greater use
of machinery, with the necessity for the suppliers to carry larger stocks.
Transport fleets also tie up a lot of capital, though some societies have

sought to overcome this difficulty by resorting to leasing arrangements.,



- 122 -

Although on the besis. of the Wilson ifnquiry, syvdicates apveared
to be an unimportant source of agricultural finence, it is lknown that a
number of machinery syndicates exist, though these are largely dependent
on bank finance. These syndicates are partnerships formed for the
limited purposec of Jjointly owning or operating one or more piecces of
agricultural machinery (including installations such as grain driers).1
They are set up in accordance with rules that cover questions of use
end maintenance, which rules have been approved by local Syndicate Credit
Companies,2 which now exist in 42 Inglish ard 10 Welsh counties, and are
united under a Federation of Syndicete Credit Companies.3 Within the
fremework of these rules, members of these syndicates can borrow four-fifths
of the total cost of the machine on relatively favourable 'berms,4 to be paid
back over 5 years, or - where fixed machinery or buildings are involved -
over a longer period (e.g. up to 7 years). Secondhand machinery as well as
new may now be included in the scheme. If difficulty should arise, the
County Syndicate Credit Company undertalkes to assist the bank to obvain
recovery of moneys lent, but in no sense is this a guerantee. Indeed,
vhilst taking account of the fact that the County Committee has approved
the syndicate’s request the bank reserves the right to reject an application
if it is not satisfied with the proposal. In addition, the bank reserves the

right to reject applications for the purchase of highly specialised equipment

1, Also, sometimes, buildings, such as grain stores.

2. County Syndicate Credit Companies can be identified with the National Farmers'
Union county structure. 7They are companies, limited by guarantee ard without
share capitel; they have s Board of Dircctors composed of prominent farmers in

_the county and a Secretary (in meny counties the secretary of the county KNFU
‘Branch). The companies' standard objects, taken from their Memorandum of
Association, are to promote, encourage and develop machinery syndication.

3. As implied, this is a central body to which each county company supplies a
representative. The Federation is responsible for co~ordinating the activities
of the companies and machinery syndicaltes generally and enables representations
to be made on any matter affecting the common interests of members.

4, It is understood that the rate being applied in 1974 is Base Rate + 2 per cent.
per annum,
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vhere no alternative use is possible, At the end of 1970, there were
agreements in operation permitting total. outstanding indebtedness of

£1 million. This overail 1limit has now been removed and there is at
present (1974) no ceiling., Presumably, howvever, an eye will be kept on
the amount of overall borrowing and banks reserve the right to review
arrangements at any time in the light of changes in the domestic economy.
It is understood that there have been no bad debts. At least two of the
large clearing banks in England and Wales are now involved in this type
of lending.

In Scotland, much the same system exists but the arrangements are
centralised under Agrifinance (Scotland) Ltd. established and managed by the
Scottish Agrio ltural Organisation Society. This company deals with
production co-operatives as well as with machinery syndicates and is
empovered to extend help to trading co--operatives. The Board of Directors
is composed of representatives from the Scottish Agricullural Organisation
Society and the Scottish National Farmers' Union., Although this company has
continued to trade, little business has been done over the pest year or so

(1974), because of the high level of interest rates.
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Although the purchase of livestock is sometimes financed by the banks or by
the hire purchase finance companies (whether by means of a hire purchase
transaction or by way of lcan), an apprecisble proportion of the finance a
farmer needs to purchase livestock comes from the puctioncer, who may also
finance butchers to a considerable extent and thereby comes into the cycle
of sale/production/sale at least twice (by finencing the initial acquisition
and, in effect, also the demand for the final product). This is particularly
true of auction marts. Sowe suctioneers also have ancillary interests that
are merchanting in character; in addition, they may auction second-hand
machinery (e.g., vhen selling a farm), though here they are acting as agent
between vendor and purchaser. Indeed, with auctioneers, there is

a very great diversity of experience in the several parts of the United
Kingdom, not only between differcnt arcas but also between different firms
in ‘the same area, due to differences in the size and composition of the
business done by agricultural auctionecrs; in some cases, there are also
differences of practice. Tor example, there is great variation in the
relative importance of the livestock marketing side of an agricultural
firm's business in relation to other aspects such as land agercy, valuation,
compensations, property sales, and so on. Again, some firwms are more
particularly agricultural than others, which way have important urban
departments. And, if one adds to this the wide geographical variations,
which influence the character and type of local farming arrangenments, and
also differences in regional and local practices, the degree of diversity

is increased even further. Hence, it is exceedingly difficult ‘to generalise,

However, so far as auctioneers' credit is concerned -~ and that is our major
preoccupation in the present context - there is evidence to suggest that it

is required by many farmers at some stage or other (especially by those
concerned with livestock). Necessarily, it tends to vary in amount over

the course of the year, depending on the season and sometimes on other factors
(such as the availability of credit from other sources). Not that auctioncers
would extend credit to all their customers and most — if not all - auctioncers
attenpt to limit the amount of credit they grant. For the most part, they
only accommodate farmers that they know well and who also have a reputation
as good farmers. In many cases, an auctioneering firm will have knowm a
farmer's family over several generations. There is also the credit extended
to the meat trade, i.e., to wholesale and retail butchers, though this tends
to be 'conventional' short-term credit.

To a large extent, auctioneers appear to provide from their own resources
such credit as they grant. The majority of them seem not to depend to any
considerable extent on bank overdraft, though many of them maintain such a
facility at their banlicrs. For the rest, because of the tremendous turn-
over in their account, they would be charged an appropriate turnover fee,
vhich would recompense the bank for the acvivity of the account. It is
possible that the auctioneers in Scotland use bank overdrafts more than do
their counterparts in England and Wales.

In the context of store cattle, some auctioneers would in the general way of
business give credit to both farmers and deslers. Vhere farmers purchase
cattle to stock a farm, these will usually be brought back to the auctionecer
at the end of the grazing season (or, in the case of inwintering of cattle,
in the spring) either as stores! or as fat. The auctioneer may also help to

1 Some farmers only take the cattle on to a certain stage, when they sell them

off to somebody else.
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finauce the purchase of dairy heifers - and freshly calved cattle - either
in order to provide the initial herd of a dairy farmer to te supply him with
replacements. For example, & farmer may buy a number of cows, with the
auctioneer providing the finance for a proportion, in the expectation that
some cows will come back when they are dry to be sold again in the market,
the remainder being paid for from the proceeds of the milk produced.

In the case of sheep, farmers may buy lambs for 'feeding through' either in
July to get them fat by Christmas or in September/November 'to come out fat
in the spring'., Credit, which is also required for breeding ewes unbil they
lamb, is given on the same basis and probably more regularly than in the case
of cattle., Sheep credit is considerable in some places on the borders of
Scotland and England. There are big sheep centres also in Radnorshire and
in Shropshire,

On the whole, credit is not granted against pigs ~ 'only to those that take
it' (and then only for a short period). Pigs are vulnerable to disease and
auctioneers expect the farmers themselves to accept the risk, ‘'Auctioneers
only help people into trouble by giving them credit on pigs'. In any event,
subject to an appropriate agreement, the big feeding stuff firms are often
prepered to help (e.g., by providing elite stock - sows capable of producing
the quality required in the finished article and also good progeny averages,
which progeny is also likely to be free of disease - or by providing feeding
pigs; they may also provide the feed itself on credit, being repaid as the
pigs are sold — say - each month to the factory).

The provision of credit appears to take four different forms: (a) short—term
'conventional' credit; (b) a 'running' credit based on a current account;
(c) a direct loan; and (d) in certain cases special agreements relating
either to feeding or breeding stock.

So far as 'conventional' credit is concerned, only a proportion of farmers
are affected, since the majority pay on the day; perhaps up to 20 per cent.
require a weck to pay and about the same number take between one and two
weeks. Only a minority takes over two weeks. No specific charge is made
in many of these cases, the auctioneer being recompensed only by his
commission. The asuctioneer also expects the farmers to continue to put
their business through him., !'Conventional! credit is meant to be the basis
of a continuing relationship.

'Running' credit based on a current account is probably also still fairly
common, particularly in areas that raise or run a lot of stock, since the
farmer will necessarily again have a continuing relationship with his
auctioneer., In this case, the farmer may be buying a particular class of
stock (cattle, sheep, or pigs). He will not in Fact pay for it at the time,
but at a later stage; when he is ready to sell, he will bring the stock back
in again to the auctioneer. When the sale has taken place, the cashier will
offset the money from the sale against what is owing, paying the farmer any
balance. And this {type of transaction will be repeated over and over again,
It is often regarded as a service provided either for men they have known for
years or sometimes for younger farmers, who may have need of working capitalj;

1 Usually, this would only be done where a family was well-known and often

only when supported by a father's guarantee.
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the suctioneer meanvhile hopes to tie his customer to him and looks forward
to retvaiping lhis business over o long peried of yenws in the fuiure. In
the meantime, as a result of regular purchases and sales, he also atlracls
regular conmission., Ieedless to say, the auctioncer would keep an eye on
the working of such accounts to ensure that a man did not go beyond his
usual range of debits.

The stock involved will vary with different ports of the country. For
example, the farmer may buy cettle at the 'back~end! (i.c., in the autumm)
for the purpose of inwintering them (vard or box fecding), selling them off
as Tat stock in the spring. Or he might bDuy cattle in the spring to put out
to grass over the summer, selling them off in the autwm, Or he may buy
breeding sheep from the autumn onwards, the relevant amounts being debited

to his account; then as he brings the fat lambs in for sale, he obtains the
money with which to pay off his indebtedness. He would bring in his breeding
eves at the back-end and settle the balance. But on the whole this is not a
large part of auctioneers' total business,

Even more rarely, an auctionecr may make a direct loan to assist in the
financing of Ffarming onerations. For exanple, the farwer may have committed
part oi his working capital to the purchase oi buildings or equipment and
hence be short of working capital for other purposes; the remainder may be
tied up in stoeck that will coventuslly be coming back to the market. On loaus,
the farmer would pay a rate of interest. The rate charged at the time of the
Wilgon knquiry (1971) was usually Bank rate (it would now be Base Rate) + 1
to 2 per cent. (sometimes less than what the banks would charge an auctioneccr
on his overdraft; some auctioneers charged the same rate as the banks charged
them)., On other occasions, they might quote a rate of 10 per cent. on a
reducing basis (i.e., on a reducing amount as the loan was paid off), or a
flat rate of 5 per cent., i1.e., 5 per cent. on the initial amount borroved
and over the whole period of the loan, though the farmer may be marketing
(say) pigs regularly and have the loan paid off by the agreed date (usually
efter nine months to a year). It should be added that there is normally an
understanding that the farmer will bring his stock back to the same auctioncer,
Where the rate charged is relatively low, the auctioneer reckons to malke his
profit out of commission., In a similar way, an suctionecer may help a farmer
to put in a dairy herdy regular repayments to derive from the monthly milk
cheque., Again, these types of business tend to be a small proportion of the
total and they are mostly undertelken to help young farmers.

Indeed, auctionecers tend to limit the total amount of lending they will
undertake under this heading and, in this context, one or two auctioneers
reported that they had operated subsidiary finance companies, to which they
would tend to refer this type of business, the finance being provided on the
basis of hire purchase.

As has been indicated already, the auctioneer when he gives credit is usually
accommodating a farmer that he knows well personally and with whose family
his firm may have had a connection for several generations. In addition,

he is in a position to keep an eye on his farmer/customer's affairs, since
for repgular customers the auctioneer will usually be responsible forx the
annual stocktaking valuation. In the case of a fermer new to the area,
auctioncers may be prepared to give them credit also; it is again a question
of judging the man and his record; establishing what his background is;
asking him {to declare his financial experience and to lodge his accounts.

In addition, the auctioneer will kecep an eye on his farming activities 'in
order to build up a fund of experience with him',
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But there cre times vhen o loan goes wrong. 4 foriwer mey arronhpe credid
for up to 12 wonths, but he may finish up owing £1,500 for seven years.

In a cose lile this, the auctioneer has to nurse the man along and hope.
The farmer continues to pay his interest bubt makes no progress in repaying
the principal. If the auctioncer put pressure on him, the farmer would

go bankrupt., In ceses like these, the auclioneer would rormnlly hold some
security. However, bad debts do not seem %o be appreciable and one
auctioneer estimated them as no more than 1% per cent. per annum of the
amounts he lent.

Finally, in this context, there are the breeding and feeding agreenentss
something like this is also undexitaken by the I (see below). The feeding
agreement is the simpler. It is agreed by an suctioneer to supply a farmer
with stoclk 4o be fed and maintained on his forin in consideration of pay-
ments for feeding being made by the auctioneer to the farmer, who is given
an option of purchasing the stock in question if he so desires at an agreed
price and while the stock still remains on his farm. Until that time, the
stock remains the zbsolute-and exclusive property of the suctioneer.
Meanvhile, the auctioneer charges inmterest on the value of the stock until
such tine as the farmer exercises his option, or the sbock is sold. In
1971, a rate of 10 per cent. was not uncommon (say, 1 per cent. more than
was being cherged by the banks). In effect, the farmer gets the diffevence
between the cost of the stock ard the selling price, minus expenses and
interest. There are & number of conditions -~ the stock must not be removed
from the farm in question; it must be supplied with good and sufficient

food and water, and - in the case of sickness - with skilled advice,
attendance and medicine; and all necessary measures must be taken Lo protect
it from injury, damage, or loss of any kind. There is provision for
inspecting the stock at any time and for the ending of the agreement after
due and proper notice by either of the parties to the other., Similarly,
with the breeding agreement, vhich is slightly more complicated, since it
relates not merely to the feeding and maintaining of stock, but to the
supply of stock for breeding purposes., Hence, one of the conditions is that
the males should be put to the female stock et the proper season. Also,
when calculating payments for keep payable by the auctioneer to the farmer,
the progeny of the original stock is nol to be taken into account, the weelkly
rate having been fixed and determined on the understanding that each dem and
its progeny shall be reckoned as one head only. Again, an option to purchase
is included in the agreement, This time it relates both to the stock and its
progeny. In these ways, too, the auctioneer may make a contribution to the
financing of the process of agricultural production.

One of the largest meatv wholesalers - FLC L'bd.1 - itself provides credit to
farmers through fatstock finance schemes operated by a subsidiary, FMC (ieat)
Ltd. The latter mokes lump sum cash advances for the purchase or fattening

of stock, providing an assured market when the stoci is finished. The finance
is provided by way of an advance; it is not hire purchase. The stock belongs

Originally set vp in 1954 as The Fatstock Marketing Corporation and

going public in 1962, It is over omne-third owned by the NFU Development
Prust Ltd. and over 50 per cent. owned by individual shareholders (many of
them farmers), wvith an emphasis on small to mediwi-sized holdings (250 to
5,000 shares). Institutions and nominee companies also have small
holdings. It operates a large number of abattoirs and packing stations
throughout the United Kingdom.
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to the farmer wntil it is sold +to the FrC, Vhen an application is made, the
farmer completes a Statement of Resources and an application for the advance
regquired, which also asks fo. names of bankers and a trade referee. In most
cases, FliC would also ask to see the farmer's sccounts. No security is
required and up to 75 per ceut. of the value of the stock may be advanced
against store cattle, 60 per cent. of the cost of ewes or store lambs, £10
(in 1971) per bacou or heavy hog pig, and £5 (1971) per pork pig. There is
a 'service charge' to cover the cost to FLC ¢f providing the finance. This
relates to the size of the advance and the period for which it is outstanding.
It is quoted as so much per head of stocl perx month,1 so that the producer
can work out his own costs and establish whether there is in fact a margin
of profit before he envers into the transsction, There is also a small
aduinistrative charge to cover the cost of handling applications; this is
only payable when an advance is granted., Since it is difficult for producers
to forecast accurately many months ahead the date on which stock will be
properly finished, the IFNC fatstock finance schemes provide for flexibility
in the period for which the money is advanced and the service charge is
adjusted to cover early or late repayments. The conditicens under which all
schemes operate are that finished stock must be sold through FMC (if this
condition is not observed, Fil may not assist that farmer again) and re-
payment will normally be made from the sale of finished stock.

There are also one or two schemes where money is made available to a feed
merchant, who himself supplies the units and puts o number of pigs into
each, The FiC makes a service charge per pig and pays the merchant the
difference between that and the market price when the pigs are sold.

Total turnover of the FMC Group, in 1972/73, was £238.8 million.

More generally, auctioneers have been trying to check the increase in the
amount of credit being accorded, prompted partly by the high rates of interest
being charged by the banks. They have both restricted the amount originally
alloved and also taken positive steps to ensure prompter payment of moneys
outstanding.

A certein amount of credit may also be given by auctioneers to dealers, who
are involved in moving stock from one part of the country to another. They
tend to get rather less credit than farmers and usually it is on a weekly or
fortnightly basis. For the most part, dealers pay cash and they nay be
treated generously with regard to 'allowances' (e.g., in some cases, they may
receive discounts for prompt payment).

But the main remaining function of an auctioneer in providing credit ox

firance rclates to the meat trade. Fat cattle, lambs, (in certain districts)
veal calves, and (sometimes) pigs? are sold through auctioneers to wholesale
and retail butchers, to processors, and to chain stores. So far as butchers

i But whatever the beast, in 1971, the charges worked out at approximately

13 per cent. per annum, payable on the amount outstanding. It used to

vary with Banlt rate, but it now relates to the joint stock banks'! Base Rate.
2

Most bacon pigs are sold direct to factories.
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are concerned, the auctioneer aiins to provide no more than o week's credit.
Wholesalers scem to need credil more regularly than retailers, thougl: lhe
latter usually take a week tc pay, occasiouclly longer., Credit to whole~
salers may be for one week or two (occasionally, even threc). Some of the
big firms - processors and chain stores! - may take up to three weeks; this
is said to be due to their desire to maintain their own liquidity at adequate
levels, but it is more probably cccasioned by the complications of their
accounting processes., lio interest is chorped on this credit, which might be
described as 'conventional'y the asuctioncer reckons to cover his costs and
to make a profit out of his commission on sales,

Occasionally, auctioneers tend to have more difficulty in getting their
accounts settled with retail and wholesalce butchers than with farmers. If

a customer is having difficulty in peying bis account on the due date, the
auctioneer will attempt to reduce the amount of credit accorded weeit by
wveek (he 'tries to get them owing less'); no interest is charged at this
stage, but if a customer gets behind in his paynments, the auctioncer may
allow him to buy (say) for four weeks on the old basis; after that, the
customer will be charged 10 per cenl, per annum on outstandings. Usually,
there are no formal agreements, Exceptionally, the details of a {transaction
may be set oub in a letter.

Although all auctioneers are concerned with the buying and selling of farms
vhen these core on to the market, they do not provide finance. Vhen a farm
is sold, it is expected that the parties will complete on the due date

and that the purchaser will pay vp. It is o matter for the farmer to
arrange the Tinance necessary for a purchase and, if he has to borrow, it

is expected that he will usually go to the AMC (SASC in Scotland) or to a
bank, Occasionally, the vendor will lend part of the purchase price against
a mortgage.

All the emphasis so far has been on the provision of credit by the auctioneer,
but in a very real sense he also himself receives credit to some degree.

The auctioneer will pay a farmer for stock sold probably the day after the
sale,“ but unless the farmer pays his chegue in immediately the auctioneer
will himself be enjoying credit as a result of the 'float'. This is

probably less important as a source of finance for guctionecrs now that the
banks are requesting farmers to lodge their cheques more prompitly with their
bankers. In any event, any delay by the farmer in presenting his cheque
would serve merely to offset total credit being advanced by the auctioneer,

.

These usually buy on contract, but their prices are based on auction market
prices, which are used as the 'regulator'.

Some auctioneers in fact pay for the stock on the day of the sale and prompt
payment is regarded as one of the most important advantages of the auction
system, Cheques not collected by farmers on sale days are posted that night.
Even when paid in, they will still take four days to clear,
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At the time of the Wilson Inguiry (1971), hire purchase accounted for only

about 1 per cent. of total borrovings by sgriculture or something between
£15 million and £20 million, Although apparently unimportent, at the margin

the amounts raised in this way can in particular cases be quite significant.

Hire purchase finance is provided by the finance houses (some of which were
recognised as banks after the introduction of new arrangements by the Bank
of England in September 1971). In fact, they not only offer hire purchase
facilities1, but also do a large (and probebly increasing) amount of
business by way of loan, as well as offering contract hire arranpements and
leasing (though sometimes these other activities are carried out by sub-
sidiary componies)., DMuch of this business will be concerned with financing
the acquisition of plant and machinery (especially tractors and combines,
but also balers, ploughs, and other items)., In addition, some finance
houses also finance the acquisition of livestock, grain storage facilities,

farm buildings (or extensions or improvements thereto), even broiler houses.

Quite a lot of the business comes in through agriculitursl machinery dealers
that have linls often with a particular finance housej; the latter houses tend
to be somevhat selective with regard to the dealers from whom they will accepb
business and, in general, they will only negotiate a financing arrangement

through a dealer they already know.2 The farmer makes contact with a dealer

1 Hire purchase niight be defined as an agreement under which a person agrees
to tale possession of goods for a fixed term during which he pays to the
owrer by instalments a sum equal to the cash price, plus charpges. At the
end of the term the hirer has an option to acquire title and to retain the
goods in return for the payment of a nominal sum (c.g.,£2).

2

In the case of & new dealer, a bank manager may recommend him to the
company in the first instance, but they would also themselves gather
relevant information as a basis for assessment before adding the name of
the dealer to their approved list,
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and, if ‘the farmer requires non-bank finance, very often the dealer will
recommend & farmer to a finarce company. In consideration of these
introductions, the dezler may receive a commission, which can amount to one-
tenth of whatever the finance house charges the customer, If it is a matter
of financing a purchase of livestock, the introduction may be effected by an

auctioneer; it is understood that they do not receive a commission. Some

<

business is also referred o the finance houses by accountants, advisers, and
consultants, On the other hand, if the farmer goes to the finance house
direct and no commission is payable to the supplier, the farmer may be charged

a net rate (i.e., net of commission).

When a finance house is considering a financing proposition, it will have
regard for a number of factors and the emphasis may vary somewhat from one
finance house to another, It is probably now true that the majority of
finance houses are primarily concerned with the creditworthinc§s of the
farmer1 and (with certain exceptions) are very much less concerned with the
right in the event of default to repossess the eguipment. For this reason,
many finance houses now appear to be offering in a number of cases loan
facilities rather than hire purchase. Only a few of these companies would
still resort mainly to hire purchase on the grounds that 'a hire purchase
contract still affords a good security interest', though it is common to
employ hire purchase when assisting to finance the acquisition of an item
like a tractor or a combine. Loans tend to be resorted to when the farmer is
financing improvements to buildings, purchasing portable buildings, or live-
stock, (For the last, hire purchase is sometimes used)., Where the amounts

involved are in excess of (say) £3,000, it is common for security to be sought

Information as to the creditworthiness of an individual is usually obtained
from (i) (possibly) the customer's bankers, though for competitive reasons
this is likely to be done only rarely; (ii) the llational Credit Register
(wvhich would confirm any current indebtedness of the customer with the
major finance houses and also any adverse credit experience); or (iii)

a scrubiny of the customer's latest audited accounts, though not usually

when the business has been introduced by a supplier of agricultural
machinery and the sum is less than (say) £1,000.
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(esgey 2 charge on land or property). If the resale value of the goods is
likely to be very little, thc company would use a credit sale (see below).
Other companies tend to finarce the purchase of tractors on the basis of a
loan, but the finance for combines, or for a combine and ‘tractor togevher,

is usually in the form of hire purchase.

Some companies have a rule that, where the item is over £2,000, it will be
financed by way of hire purcha,se.1 To finance amounts below this, a number

of houses would offer a Personal or Purpose Loan. However, when accommodating
a linited company (and more particularly vhen financing movable plant), they
would always do it on the basis of hire purchase. Loans also have the
advantage that where more than one supplier is involved the moking of a

loan to the farmer enables him to settle directly with the several suppliers,
builders, or installers, which is a much more convenient arrangement., In
addition, preference for the Personal or Purpose Loan seems to have been due

in part to some dissatisfaction with hire purchase arrangements. Hire purchase
tends to be regarded as a legal fiction and some companies have had difficulties
in the courts, vhen they have sought their remedies and wished to repossess.

In addition, courts tend sometimes to make unrealistic orders; defaulters

may handle the truth somewhat roughly and County Court Registrars and Judges

seem to think that the company has been acting usuriously. There may indeed

One reason why this is preferred is that the Hire Purchase Act 1965, vhich
applies up to that figure, requires a hire purchase agreement to be signed,
either on the finance company's premises or the premises of the dealer
supplying the goods. If the agreement is signed on the hirer's premises,
then a 'pause' document has to be used, giving the hirer a statutory

period of three days to withdraw from the transaction if he so wishes.

As the farmer generally prefers to conclude the deal on the spot and o

sign papers at his own farm, a2 finance company maey choose to handle the
transaction as a loan where the cost of the goods plus the finance

company's charges arc below £2,000 and forego any security interest for

the sake of lack of involvement in the documents and procedures of regulated
hire purchase, ’
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be months of delay and no real remedy at the end of it. And, where re-
possession proves possible, the value of the repossessed goods may be only a
fraction of the amount of the loan. Also, when a piece of equipmeut has been
repossessed (e.g., a combine harvester), there remains the problem of its
disposal. In all the circumstances, an uusecured personal loan often seenms
to be the most realistic basis on which to lend, though some companies may
seek security for such a loan. At the same time, this may not be easy to
obtain. The farmer's land is likely to be mortgaged already (whether to the
AMC and/or the bank), though a second mortgage is possible. Alternatively,
share certificates might be pledged under a memorandum of deposit. In the
case of a company, they could take a director's guarantee or a debenture over
assets, even a bill of sale (in the case of an individual1), though because

borrowers dislike the publicity this would be very much a last resort.2

An alternative to the loan that is used by some companies is the credit sale
- in some respects this is similar to an unsecured loan and is resorted to
as a means of expediting the settlement of an application by the farmer for

a Ministry grant (in those cases where these apply). Grant is not paid until

ownership passes, i.,e., until the last instalment has been paid and the
option to purchase has been exercised, whereas with a credit sale
ovnership is immediately vested in the farmer, who has full control over the

goods in question. There are also advantages for the finance house. If the

Since certain of the finance houses have now become banks (see above), it
is possible for an individual farmer, by resorting to the form of charge
under the Agricultural Credits Act 1928 to mortgage certain of his assets
to what is now an approved bank free from the requirements of the Bills of
Sale Act.

There is also a problem when a farmer wishes to sell or exchange some of
his chattels., Hence, there is a need to review the bill of sale every
few months and {0 revise the list that identifies every item covered by
it, an arrangement that is based on a gentleman's agreement when the first
bill of sale is drawn up.

It is said that for the larger finance houses, which are now recognised as
banks, this is almost a thing of the past.
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farmer fails to pay his instalments on due date, the vhole balance outstanding
T s &

becones repayable and the finance house can sue for this, whereas under a
hire purchase agreement the finance house can only sue for the outstanding

. 1
arrears and/or for possession.

For the most part, the finance houses (some of which have become banits) seem
now to be adopting criteria not greatly different from the banks., They are
nov rather less concerned with the security being offered than with the
evaluation of a risk, To this end, the company providing the finance will
want to ensure that the farmer is likely +to use the machine (or other item)
profitahbly, thereby justifying its purchase and creating the conditions that
will wmake it possible for the farmer to repay. In addition, and as a means
of establishing his creditwcrthiness, the company would wish Lo see the
farmer's balance sheets for the last two or three years; they may also wish
to discuss the pattern of his cash flow, because they would not willingly
wish to lend to a farmer 'with a real liquidity problem'. If thoy did not
know the farmer alrcady, he would be visited in order o assess his farm and
farming methods.2 Resort might also be made to the credit information
services, but, in the final analysis, it is always a question of the man

to vhom one is lending. This is true even when one is dealing with a
company.3 At the same time, most of these finance companies are quite
aggressive in sceking new business and norually they would try to find a way

of accepting the business if at all possible.

1 Actually, the amount of the arrears claim under a hire purchase agreement
depends on whether the agreement fglls within the scope of the Hire Purchase
Act 1965 or not. If it does, the claim is more restricted than if it is
outside the Act. It is probably more accurate tec say that the owner is
entitled to his arrears plus damages, but the total of the two will very
rarely equal the outstanding balance of the hire purchase price.

2 But, in many cases, the assessor would have little (or no) specialist
farming knowledge; his expertise would be primarily financial.

3

Sometimes, in the case of a company, it will be given a line of credit,
subject to a limit.
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During the period of the credit squecze (ceilings werc applied to {inence
houses between 1966 and 1971), some coupanies were obliged to apply quotas
to the amounts of finance theoy made available. ILatterly (post-1971),

after a period of freedom, restrictions have applied to funds attracted by
way of deposits or borrowings (see above), though this was thought to be

no less severe than the esrlier squeezes. During these squeezes, finance
houses have tended to select the better risks, though it is maintained

that the vast majority of application would in any case have been eligible.
For the rest, there is a tendency to look after old customers, with whom
they. have already had a satisfactory credit expericnce, in preference sonie-
times to new customers. Some customers 'shop around! the various finance
companies, seeking the lowest rates availablej when credit is tight, some of
the finance houses tend to look somewhat less favourably on this type of

customer.,

On the whole, the lending experience of the finance houses - especially over
more recent years - has been quite favourable. If the companies are tolerably
successful in evaluating their risks, 'delinquency ratios' or default experience
tends to remain within statistically determined limits. In part, this me

be due to the fact that farmers appear to become much more disciplined
borrowers when dealing with a finance house (as compared, for example, with

a dealer). The finance house is rather more remote and the transaction is

more impersonal (the dealer's relationship tends to be much more intimate;

'he meets the farmer on his farm and sits in the kitchen')., From the outset,
the finance house is concerned to apply financial discipline; it will also
generally require payments to be made by way of a banker's order and the
farmer is recady to accepb this corndition. This reflects in the default ratios,

which are calculated on the basis of the percentage of accounts that are 30 days
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in arrears at the month-end. The navional average of arrcars at vhe tiue

of the Wilson Enquiry (1971) was understood ‘¢ be about 2.5 to 2.6 per cent.
and, for o number of companies, the experience was even more favourable,

In addition, arrears are often recovered and the loss ratios would therefore

be even lowver.

Vhether moneys are made available by way of loan or on the basis of hire
purchase, much the same terms will apply. For example, the customer will
normally be required to make a deposit. In effect, this gives the borrower
an equity in the item purchased. In 1971, the deposit required seemed to
vary from 20 to 25 per cent. on new equipment (the bulk of the business
would relate to tractors and combines), but during the period of relative
freedom (1973/74) deposits fell 1o from 10 to 20 per cent. Higher deposits
would be required on secondhand equipmen’o1 and in the case of loans to
finance buildings - possibly up to 33% per cen‘b.2 - and there were certain
types of equipment (e.g., chicken batteries or milking parlours, which
depréciate very rapidly) wvhere some companies sought a deposit of 40 per
cent, On the other hand, because of the strength of competition, certain
companies might accept a deposit as small as 5 to 10 per cent. (e.g., on a

combine), but this would depend on the credit standing of the customer.

Similarly, with the pay-out period. For new equipment, whether the money
had been made available in the form of a loan or by way of hire purchase, the
maximum period would be three years, but for secondband equipment it would usually

be two years. Loans to finance the purchase of livestock might also be for

In practice, the farmer is usually trading in a machine, the value of which
is more than adequate as deposit. In Tact, because of the high value of
used tractors, sometimes the farmer will only apply some part of his part-—
exchange allowance to the deposit against the new machine,

Depending on the age of the equipment and the amount involved.
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. . o . - . 1
the shorter period. In the case of coubines - and other expeusive plant -~
wvhere -enowyts of £6,000 to £7,000 might be involved, the finance house nmay

be prepared to go out to four or even five years.

Repayments are normally made on a monthly basis, but they may be made
quarterly (in both cases against a banker's order to ensure prompt payment).
Cn the larger transactions, particularly with periods in excess of three
years, there is nov greater emphasis (1974) on vhat is termed ﬁer annum rate
transactions, This is where the capital sum involved is repaid by equal
monthly instolments over thie period of the loan, but interest which is an
agreed fipgure over and above the Finance House Base Rate is calculated on
the reducing balance and is paid separately quarterly in arrear, Indeed,
although it is not usual, payments mey somebimes be made on a 'seasonal'basis (e.g.,
for combine harvesters). Over a 3-year pay-out period, a large payment mey
be made after the harvest (e.g., in November), with minimal payments in
between., But finance companies do not like such arrangements, because they
interrupt theéir cash flow and they would only do it for a very creditworthy

custoner.

Cn occasion, too, locns are made for longer terms than three years, possibly
up to five years with monthly repayments. Some of these may be 'farm
productivity loans', where each individual transaction is looked at on its
merits énd the terixs which are negotiable are arrvanged accordingly. Alternat-
ively, a finance house may lend to a limited liability company in this way,
but usually this would be on the basis of a reducing balance, interest being

charged quarterly.

This might include milking machinery.
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Loans — end sonmetimes hire purchase - to finance the purchase of livestock
represents 2 rather special field and not all finance houses favour going
into it. Others seem to favour these transactions, especially wvhen asked to
finance the purchase of dairy cows, because they can depend on regular monthly
repaynents after the receipt of the millk cheques Usually, they will require
the loan to be paid off fairly rapidly (say in 9 to 12 months). It is
understood that such loans are a relatively small part of total business.

It is usual to reguire the farmer to go to a livestock dealer with a good
reputation and to buy accredited stock. (Sometimes, loons are only made
against pedigreed aninals). But finance companies are not too concerned
about foot and mouth discase, regarding its incidence as a commercial risk.
In any event, there would be compensation and their experience of recovering
their money ageinst such loans has been very good.1 It is not usual to take

security and they therefore lend only to good credit risizs.

Loans may also be made against store cattle ~ up to a period of 10 months,
lioneys may be borrowed for the purpose of fattening up stores over the winter,
the cattle being yarded and fed the barley crop; or the company may lend to
finance summer grazing, the farmer buying yearlings to sell the following
autum. In these cases, the company is normally reimbursed by one payment

at the end of the period of the loan; alternatively, they may receive an interim
poyment (say) after seven months and the balance at the end of 10 months.

Again, the farmer may borrow to finance 'forward stores', ‘the moneys to be paid
back in (say) three bi-monthly instalments. Every effort is made to tailor

the scheme to suit individual needs and clearly one cannot expect the farmer

to repay until he has the means to do so.

Some companies operate an umbrella insurance policy so that if an individual
animal dies before the loan is paid off (whether from a non-notifiable disease
or an accident), vhat the farmer still had 4o pay on that animal is deducted
from the total amount outstanding. NWormally, the calving risk, which is

not high, is excluded.
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Lilkewise, finance companies may lend to finance the purchase of breeding

n

sheep. Such loans would again norrally be for 10 months, with half the

loan being repaid after (say) eight months end the other half of the loan
two months later (i.e., not until the wool clip and the lambs have come
along)e. Very little tends to be lent against store lambs. If finonce is
made availeble, it would be for a period of six months, with repayment of

50 per cent. of the amount at bthe end of Ffour months ond the remzinder ot
the end of six months. Pigs may be financed on a similar besis, though in
some quarters they are not regarded as a very good subject for such a trans-
action, In gll these cases, the loan is liguidated on s deferred payments

£

.1
basis.

In no circumstances would a company be interested in making o loen for less
than £i50, But loans may be for as much as £4,000 to £5,000, when the

company would offer a negotiated rate.

In the case of one company covered by our survey, assistonce was given in
financing a rather special.type of livestock = day-o0ld chicks until they
became lay pullets (this was done for the chick rearer); the process was
then taken on to the epg producer, who requirced finance for his lay birds.
It was usual to require a 25 per cent. deposit, with the balance over a
maximum of 10 months, commencing two months efter the delivery of the birds.
Obviously, there would be some delay, since the birds have to provide the
eggs before the farmer can begin to repay. All pouliry iransactions had to
be indemnified by the supplier of the chicks (because he had a continuing

relationship with the poultry farmer).

Auctioneers lilkewise sometimes provide hire purchesc finance against livestocl,
but usually through e subsidiary finance company, though there are not rony

of these, The availability of these facilities is meanit o provide & service
to the fermer, though the auctioneer also hopes that the stock will come

back to him for auctioning and that he will gain a second commission from them.
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Longer-tern loans arc also made to finance the pubting up of new farm bnildings
(such as barns and cattle stalls), the rebuilding or extension of farm
buildings, or their improvemenﬁ.1 This would also cover other fixed equip-
nment, such as grain storsge, silos, and fuel tenks, Normally, the loans

would be for three to four years; the company would certainly wish to get its
money back within five years. But sometimes loans are made for longer

periods, if the collateral security is available. They would also reguire
collateral for loans of'ovef (say)£3,000-£4,000., Rates are subject to
negotiation and interest would be charged on a reducing balance., Again, this

.

tends to be a very small part of total business,

In the past (e.g., in the early 1960s), sowe finzince houses lent to finance
the acquisition of broiler houses, but they burnt their fingers - profit
forecasts were over—optimistic, there was the risk of fowlpest, bul above all
the production of broilers was a new industry into which too many small
people came flooding, many of whom were very quicikily forced out of business.
As & result, the finance companies became very wary of financing broiler
houses., HNevertheless, some lending is still done in this area to large
concerns that can handle the size and cost of operations. Usually, such loaus
are totally unsecured, though occasionally security may be taken on the

basis of freehold land to support an advance to buy ernvironmental houses.
Cages and feeding systems are financed on the basis of credit sales. Terns
are negotiable; it depends on the customer. It is not a large section of

total lending,

Other areas in which a finance house may help include loans to assist a

farmer to hold his grain for the purpose of selling it at a more advanitcgeous.

It would not be appropriate to use hire purchase, because the building may
well be affixed to a freehold and not be movable.
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price later in the seasonj such a loan would be made againsv the value of the
graine, It lessens the strain on the farmer's own resources. Formally, the
loan is unsecurcd and is based on trust in and the creditworthiness of the
customer, It should be remembered, too, that the farmer could sell his
grain earlier, when the loan would become immediately repayable. Also, in
the agricultural area, a finance house may make a 'stocking loan'1 (also
knowvn as a 'floor plan') to assist an agricultural machiunery dealer to

caerry stock and himself to obtain his discounts from the manufacturer. This
is usually charged alt relatively low rates and is done as a service.2 Some-~
what similar assistance may be given by way of 'demonstration fincre'. In
this case, a dealer may take a new trazctor into stock from the manufacturer
and use it for demonstration purposes on a farmer's land. The finance house
would advance the trade price, which is repayable in two instalments -~ the
first after (say) three months and the second after six months. Agein, in
order to enable a farmer to obtain the benefit of a reduced price for a
combine by placing an ordex at the end of a season and many months before
delivery, the farmer may be offered a joint facility, whereby the initial
finance is provided by means of a 'purpose loan' and subsequently a hire
purchase agreement is entered into when the combine is delivered. The loan
is liquidated by transferring the outstanding balance to the hire purchase
agreement, FEither the farmer will have commenced monthly repayments, say,
one month after the original loan is made, or he may defer the first repayment
for three months, or until the delivery of the combine has been effected,
However, immediately the hire purchase agreement is erntered into, repayments

would cormence on either a monthly or a quarterly bosis.

Sometimes, this is done on the basis of an overdraft through a sister
company; on other occasions bills of exchange are resorted to.

2 However, it is not pure altruism. The rate charged is not unrewarding and
the finance company will also hope to attract through the dealer even rniore
profitable credit instalment business (vhether done by way of hire purchase
or loan),
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It ig usual now for the rates chargedmthese several types of accommodation
1o be stated as x per cent., above the Finance House Base Rate as delermined
from time to ‘bime.1 In meny cases, the minimum addition to Base Rate would
be 4 per cent. It should be noted that Base Ratbte has been as high as 16

per cent, As a general rule, rates appear to be differentiated on the basis
either of the cost of the mochine or the amount financed, and on whether

the item is new or secondhand, Vhere the rate charged relates to the cost
of the machine, it ig argued that the salesnan knows automatically what the
rate will be and there can be no argument; it is the cost of the machine
that is relevant, not the anouwt financed, and it does not matter how much
the farvmer puts down on deposit. In cases where a company offers seasonal
repaynent plans (e.g., a large payment on a combine after the harvest, with
minimal payments over the rest of the year), a 'factor' might be applied

to the rate of interest, in order to convert the situation to the equivalent
of one wherc interest and repayments of principal are evenly spaced over the

whole term of the loan,

In roviewing the facilities being offered to agriculture, certain of the
finance houses are now seeking security in the form of a charge under the

Acricultural Credits Act 1928, This applies particularly to loans concerned

with improvements and extensionsto farm buildings, the supply of fixed equipment,

By September 1 1970, it was felt that movements in Bank rate no longer
reflected adequotely fluctuations in the cost of money in the markets
and the Finance Houses Association therefore decided in future to quote
a Base Rate and changes in it are amnnounced from time to time. It is
understood that the Rate is calculated on the basis of the inter-~bank
three months money rate over a period of eight weeits, rounded up to the
nearest half point (half per cent.) and it is therefore supposed to
reflect the cost of borrowed money to the finance houses which use it
in their business. If there is a tendency for the cost of money to
increase significantly over an eight-week period, Ecse Rate will be
increased; conversely, if market rates for inter-bank money are tending
to fall., On this basis, day-to-day fluctuations, unless they are very
marlked, will become absorbed in the noving average.,
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such as grain storaze, silos, cte. The Act malkes it mossible for o farmer

to mortgage certain of his assets to an approved bank free from the requirc-—

ments of the Bills of Sale act. ‘'Assets' for this purpose means crops or

horticultural produce (growing or severcd), livesitock, machinery and other
plant. This enables these finance houses to obtain some measure of security
in g transaction of substance where the purpose of the loan in itself does

not provide security.

Other finance houses have been reviewing the possibility of providing longer
term cepital to young farmers and investors wishing 1o get into agriculture
or land. The difficulty has been that the return from land al between 1

per cenb. and 2 per cent., leaves o very large deficiency when compared with
the cost of long-term borrowins at 15 to 20 per cent. The borrower is faced
vith a very severe cash flow problem and because of this finance houses have
been looking at the possibility of passing on to him the benefit of lower
interest rates in exchange for a share of any future apprecigtion in his

investment,

Meanwvhile, all the Zinance houses have had occasion carefully o consider
their sources of funds and this matter will become even more urgent if they
are in any way to lengthen out their lending. Some houses have attracted
significant amounts of deposits from the general public, with the probable
advantaze of relative stability at times when interest rates are tending to
rise., Indeed, some of the large. finance houses sre now recognised as benlks,
It seems unlikely, however, that the finance houses can expect to rely on
small deposits for a substantial part of their resources, if only because
they could never match the clearing baniks in providing the range of services
they offer to their depositors. 4And, indeed, most of the finance houses
have tended to rely mainly on the open money market as a source of funds,

and, in particular, on the inter-bank and company funds markets. At the
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sarie time, this wcans they have had to become increasingly sensitive to hich
and fluctuating interest rates (hence the move to rates related to a Base
Rate, itself linked to movements in noney warket rates). This is also
short—term moncy and the question being asked is whether they should aot
make & positive effort to attract longer term money to match their lending,
which for the most part is also at term. An alvernative source is resort

to a bank overdraft, which all the finance houses use to some extent, but
this likewise is short-term finance, though likely to be less volatile than
money market funds. Term loans from the banks are another possibility,

but they are likely to attract higher rates than the rate on overdrafts. As
it happens, a nwiaber of the larger finance houses have substantial institub-
ional backing (being partly owned either by insurance componies or partly or
wholly owned by the big clearing banks themselves) and, in this context, it
is nowv being suggested that a further possibility is that longer term finance
may be provided quite eppropriately by certain of the interested insurance

companies, even more generally by the insurance companies as a group.

Contract Hire is a system operated principally by the dealer who rents (say)

a tractor to a farmer.. Contract hire applies in particular to tractors,
which tend to be used more or less continuously; it does not apply to
combines, since these are used only once a year. Vhere it applies, an
agreement will be entered into between the parties, whereby a farmer hires
a machine from the dealer at an agreed rental and for a specified period.
The amount of the rental is based primarily on the difference between the
retail price and the residual value of the equipment at the end of the

hiring period, plus the cost of the finance involved. Usually, too, there
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will be an incredient to cover cost of maintensnce, shere cost of
is iicluded, the farmer will have the adventage over the relevant period

\ . . . - . . 2
(vhich mey be 12 or 24 months) that his machine will be fully maintained
end he can thereilore budget ahead, lmowing what his expenses will be so far
as that piece of equipment is concerned. (It should be noted that under a
hire purchase sgreement, a loan arrangement, or & leasing contract, the
farmer is respeusible for maintenance. Lxperience with farmer maintenance
has, however, been quite satisfoactory, if only because the former cannov
afford to neglect his mechinery over the relatively long period for which

he operates it).

Where finrance companies engage in this business, they will buy the machine
frem a dealer aud hire it to the farmer; at the end of the 1 to 2 ycars, the
dealer will buy the equipment baclt from the finance conpany ot an agreed
figure., The charges made by the finance company are said to be rmuch the

same as would apply under an ordinary hire purchase agreement.

The gifficulty arises when it becomes neccessary to scll the ecquivment at the
end of the hire, If the descler himself has arronyed the hire; he mgy have

come to ar arrsngenmt with the supplier to talke the machine back at the end of
the period o hire at a price that was agreed at the outset. Vhere a finance
house is involved, it will have arranged with the dealer from whom it bought

O

the machine to buy it back at the end of the hire ¢t an agreed price. The

For exemple, a tractor might cost £1,000. Assume that it is worth £500 &t
the end of a two-year period (that is its residual velue). The basis for
computing the rent is the difference between the twe figures (i.c., the
amount of depreciation over two yeers), plus tlie cost of maintenance (this
varies a lot from cdesler to dealer; alse with the type of tractor and the
kind of country in which it is to be used). In addition, there is the
cost of the finance and the margin of profit for the hirer.

In the event of a serious breakdown, the item would be replaced with (say)
another tractor,
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v

dealer wiil thien have vo sell the machine secondhand either on the home norizet

.

or abroad (c.g., bthe Contireat of ¥urops). In these civcumstances, the

"

lealer will hope 'to get the mochine back from & farmer who has nob worlked

o

iv too hardt,

Teasive ney be underdaien directly by a finence house (albeit throuzh a
special dclartuent) ox the business ray be doane through o subsidiary comvwany.
‘There are also one or two specialists in this field., The amount of business
done ~ and their interest in it - seems to vary quite a good deal as between
companies.

Judging by the replilies by the scmple of fariers approached in the Vilson

o
N
o

Euouiry, only 3 pex ceab. resorted to leasing arrangsements. The bullk ese

occurred in cropping end deiryings, with some interest in mixed farming.
Yor the most pare, vhe types of cguimpment that arc the subject of leasing
arrengenents are those with a high capital cost lilte dtractors and combine
harvesters, but mobile machinery generally would cualify. Some companies
will lease silos ond cven sncillary equipment and lover-vriced items such
as ,ploughs, harrovs, drills, sprayers, and dairy equipment, but this is less
COLINO0IL e

Occasionally, finance houses receive applications for the leasing of second-—
hand combines. In general, the criterion is whether the equipment caun be
handed bacl,

Leasing is now coming to be regerded as a feasible proposition for some Torms
of livestock, particularly dairy cows, In this context, these animals have
ainl obvious advantage in that the deiry cow is a producer of monthly revenue
and payments wader the lease can be related to the income produced during the

lactation period of the cow, However, the majority of leasing arrangements

concern nmegchinery. of one kind orx another,
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The item (be it a machine or an animsl) will be purchased by the finance
company from the farmer's own supplier aind leased to the farmer for an

agreed period (scy, three to Ffive years). The first rental is payable in
advance and the remainder usually monthly, sometbtimes quarterly. It is usual
also to quote the rental per £1,000., The finonce company aims to obtain the
satte rate of returnn as on glvervative ways of providing finance, The full
anount thet is payeble in rent is an zilowable expense ageinst the farmer's
taxable income, but he can only benefit from this if he i£ Tact pays tax.
Horeover, the higher the rate of tax the fermer pays, the more he will
benefit, For this reason, leasing tends to be more advantageous to the big
and wealthy farmer than to the smaller farmers. The finance house (as

owvner) benefits from any frec depreciation facilities available, but in the
final analysis these tax sllowances are in effect passed on to the farmer in
the form of reduced rentals.

The period of the lease is usually three years, but for combines it may be

as long as four or five years and the total of 2ll rentals payable under the
lease will reflect the capital cost of the item, less the taxation advantages
gained by the finance house, plus an interest element. At the end of the
primgry period of the -lease, where machinery is involved, the farmer will have
the option of continuing to rent the machine for a further period, in return
for a small nominal rental (= 'continuation rental', which may amount to 1 per
cent, of the cost price of the machine, payable annually in advance). The
farmer may continue on this basis for a further two yea,rs.1 Altbernatively,

at the end of the lease, the machine may be sold secondhand and the net proceeds
from the sale will be credited to the i‘armer2 either as a refund of rentals

or as the initial rental on a further lease.

1 - . . . . )
The life of a combine is seven or eight years, but on average a farmer would
not keep it for more than five years.

2

The finance house would not usually credit the whole of the net proceeds of the
sale, but probably about 90 per cent., This may be done to ensure that the tax

authorities will interpret the transaction as a genuine leasing arrangement and
not in effect as a hire purchese transaction.



- 148 -

From the Tarmer's peint of view, the big advantage of leasing is that he can
obtein the use (say) of equipnent by committing in the first instance (say)
1/36 of the cost price of u piece of expensive equiprent., Thereafter,
rentals are paid each month and can be set off against profits as these arc
earned. It is a system of financing thatv is therefore of preat assistance
to a farmer with a liquidity problem, A4iltermatively, so it is argued, the
Ffarrier need not reduce the anount of working capital available by expending
a large amount on purchasing a machine, or pubtting down a sizeable deposit
on an expensive piece of equipment. Any cash resources the farmer may have
available, or such bank overdraft facilities aos may remain unused, could
then be erployed, for example, in buying livestock and operating more
intensively, or in improving the land and buildings, or both. In addition,
if the farmer has liquid resources available, he is able to obtain sizeable
discounts from his suppliers (whether they be merchants or dealers). It
could also be argued that leasing encourages earlier and more regular re-
placement of outworn or obsolete mechinery, with a reduction in meintenance
costs, which of course still have to be met by the farmer under a leasing
arifangemert, Furthermore, machinery can be installed when it is pequired;
it is not necessery first to accumulate the cash whether for an outright
purchase or a deposit., An additional point that is sometimes made is that
‘continued inflation should make rentals easier to pay and outright purchase
more difficult', but inflation always tends to favour the debtor, however he
may raise his money,

The basic argument in favour of leasing is the extent to which it can assisv
a farmer with a liguidity problem. By resorting to leasing, the farmer
provides himsel? with working capital additional to what is available (say)
from his bank., He also pays as he goes and does not have to find a lump
sum to0 finance a particular capital investment. Again, if leasing is regarded

2s just another form of financing, it is a question of what is most appropriate
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in particular circuastances; it is unwise o resort too heavily 4o bani
overdraft (it nlways pays to keep some margin available, if ouly to cover
contingencies); in addition, both the cost and the aveilability of a bank
overdraft may vary from time to time, whereas leasing rates are fixed Ffrom
the outset and the period of the lease will be suitably geared to the working
life of the equipment, so that it becones a self-liquidating commitment;
agein, resorting to merchont credit, which may be the alternative, tends +to
be expensive - but so, too, are the several forms of assistance from a
finance house. Basically, it comes baclk to cash flow and,.in some cilrcum-
stances, a resort to leasing may have some advantages in this context. Also,
altbough more expensive than bank finsnce, leasing (and other forms of
Pinancial assistance) can usefully contribute to the solution of a farmer's
financial problems by providing additional sources of finance. The banks
provide the basic financial services. Iinance houses (and others) offer
additional assistonce that, at the margin, may mske a2ll the difference beilween

undertaking a profitable enterprise or having to abandon it altogether,

.Ai.the same time, it rmust be remembered that it is always difficult to malke
comparisons, especially on the basis of simplificd assumptions. For example,
some leasing contracts 2llow for residual value to be built into the lease
vhen calculating interest; others pass the residual value back to the
farmers., In some cases, payments are monthly, in others querterly both for
leasing and hire purchase contracts., It also depends on levels of interest
rates and charges; in addition, there is the incidence of income tax to
consider. Indeed, the necessary calculations are often so complicated -that
the farmer is well advised to consult with his accountant before coumitting

hinself to anything,
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Fiwlly, it is ofton gaid thed there is 'no intrinsic value in ownership,
. cos . . s b

since only efficient use of equipment generates profit'. This may well
be true, but therc is a sense in which the ownership of equipnment may be
said +to be of value to o farmer, uhen he is borrvowing, potential lenders
will tond to list his asscebs as o means of establishing his degree of
creditworthiness., This is likely to be particularly important for a
tenant former. On the other hond, because of tax considerations, leasing

e

will “end to be more adventagcous to the bigger and wealthier farmers, who
would in any case be regarded as creditworthy. This also satisfies another
of +the conditions of leasing companies - they tend to be more selective in
leesing than in hire purchase finance and, if it is the wealthier farma.ss
who use it most, the leasing compcnies will have no worries on this score.

. .

On the side of the supplier of leasing services, too, it is said by some

companies that the sdministrative costvs are high, but the author would be
surprised if they were significantly different from alternatvives like hire

purchase or comtrect hire.

The Milk Marketing Board provides credit to milk producers through their

bulk vat loan scheme.2 In this case, the source of credit is provided by bank
lending through the Bdéard's normal overdraft facilities.

Under tﬁis Scheme, loans are made to milk producers up to 100 per cent. of
the initial purchase price of their farm vats, repayment to be made over a period
of three years by deduction from the monthly milk cheque in equal instalments
covering both capitel and interest. The rate of interest-charged is 1 per cent,
over bank Pase Rate and is not varied after the loan has been made. This rate

is then applied to the reducing balance of the loan.

1. Sge, for example, Accountancy Ace, 18 September, 1970,

2, The incentive to the producer to install a bulk vat is the labour he saves
through not having to handle churns (labour that can be utilised more
- productively to run additional cows). There are also premiums paid for bulk
milk and these are on a scale with higher premiums for smaller tanks to
provide the maximum incentive to smaller producers 'to go bulk', The smallest
producers receive in addition a 'fixed rate' premium per month which varies with
the size of their vat,
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The amounts outstanding as loans under this head as at year ending
31 March have grown from £1.423 million in 1968, £2.443 million in 1971,
£3.537 million in 1972 to £4.602 million in 1973, The amount outstanding at
March 1974 was £5.104 million,

With effect from 1 October 1974, an alternative scheme has been
available to producers converting from churn to bulk collection whereby vats
may be rented from the Board. For the first three years of lease, the monthly
rented payments remain constant and are based on the initial cost of the vat;
thereafter a nominal rental of £1 per month is charged.

The scheme is partially financed by a FEOGA grant of £850,000 which is
available to the Board over a five year period commencing in June 1974. The
terms of the grant stipulate that the Board must own the vats; otherwise
assistance from FEOGA would not be available,

The Board is presently committed to a Bulk Development Programme in which
it hoped to achieve 100 per cent. bulk collection of milk from farms in England
and Wales by 1978. By July 1974, 76 per cent, of the milk sold off farms in
England and Wales was collected in bulk but this embraced only 50 per cent. of

milk producing farms.

Note ~ Tables A and B in Appendix C have been prepared in order, on the one
hand, to summarise chronologically the total amount of credit granted by

the banks (short and medium term) and deriving from the AMC and SASC (long tcrm)
and, on the other, to list the rates of interest that have been charged from

time to time by the banks, the AMC and the SASC over the past 10 years,
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Chaptexr 5

External Variables Tvfluencine dveilability of Credit 1o Asriculture

I this chapler, we will sttenpt to discuss some of the external
variables that may have influenced the awilability of credit to agriculture.
This vwill be abtempted under two heads: (i) gencral economic policy, where
the discussion will include references to budgetory and fiscal policyl (the
relevant ingredients of credit policy have already been outlined at pp. 51-58);
and (ii) regional policy, vhere attention will be given to the facilities
provided by specialist institutions in this field (to a certain exitent grants
might also be considered relevanv under bhis head, e.g. to the extent that they
assist hill farming, wvhich is 'regionslised' im Scotland and wWeples. Grants were
discussed in Chepter 3).

S0 far as budgetary and fiscal policy is concerned - and these emphases
vere frequently reflected also in monetary and credit policy - we can begin with
the projection into the post-war years of the cheap money policies of the 1930s
and the period of Vorld Var II. Under these circumstances, the post-war
ere of full employment predictably produced inflationary pressures. Then, after
1951, there was a return to the 'new orthodoxy' (with the revival of an active
B;nk rate policy and more restricted credit). This also created problems,
partly because of structural changes in the British economy — several of the
staple industries were now seen to be greatly antiquated - and in the direction
of world trade, with related changes in the role of sterling; and partly
because of modifications to domestic institutions and their place in the money
and capital markets (the relative decline in the imporbance of the clearing banks
which were subject to restrictions and the mushrooming of finance house business
and secondary baiking, which for a long time was largely unregulated). In

addition, the authorities did not alweys scem to appreciate the intimate nexus

1. For ‘the earlier period, the discussion is based on J,S5.G. Wilson: "lMonetery
Poliey in the 1960s" in lonetsry Policy and the Dovelovment of loney Lazrlets,
London, 1966 and, from 196(/68 onwards, the "Annual MHonetary Surveys" in the
Midland Bank foview., "A Calendar of Mconomic Lvents" from 1968 onwards has
been extracted from Zconowmic Trends and is included in Appendix B.
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between nmonetary policy end fiscal action.

t is the author's belief that the definition of‘monctary policy
might be extended to include any action concerned to influence the volune
and character‘of the flows of money and money substitutes throughout the
econorty, In fact, this would embrace wmuch of fiscal policy also and the
distinction between monetary policy and fiscal pélicy is made primarily to
emphasise the importance of providing an appropriate fiscal environment,
whereby the impact of monétary measures is reinforced by COnsistenf and
powerful fiscal action, Inzddition, the direct extermal effects of monetary
policy (as distinct from Piscal poliy) are unlikely to be very obvious.
From the point of view both of external and internal copsiderations, it is
the state of the domestic economy that.matters most. Indeed, this is liltely
to be especially true, where ﬁhe country concerned vas still responsible -
as the United Kingdom was in the earlier post-war years - for one of the
world's more important currencies. It is the view of the suthor that if the
authorities talte adequate care to ensure that the dOmesﬁic econory is healthy,
there -will be little nee& to worry greatly about the externsl situation. For
this reason, it is appropriste to concentrate mainly’on the domestic situation,
though it is fully appreciated that in the 'open' British economy the internal
and éxternal impactssof policy are in fact intimately inter-related and, indeed,
inseparable.

Throughout the post-war period, there was much evidence of 'stop go!
both on the fiscal and the monetary fronts. Periods of restriction and attempis
at deflation tnn&ed to be followed by periods of relative freedom, though the
trend throughout the post-war period was without doubt inflationary - sometimes more

_so than at others; it was largely a matter of degree. Thus, there was a period
of_monetary freedom in the late 1950s and a number of new lending techniques

~ 1
vere introduced., There was also the period after the sharp 'stop' of July 1961

1, See Wilson, op.cit., pp. 86-87.
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and from end-1962 up to early 1964, wlian growth was favoured, though at
approxiwately 6 per ceat. per annum at a level that was unlikely to be
sustained. By Jume 1964, if not earlier, it was clear that the increase
in imports wes getting out of hand, In October, there was an election and
a new Socialist Government came into office. It faced the necessity gradually
to restore the balance of payments to equilibrium and it attempted.to achieve
this by budgetary discipline, deflation, and a series of credit ceilings over
bank lending (beginning end-1964). It sought to reinforce these policies by
tentatively moving in the direction of a long~term programme based on the
bslanced growth of the economy within the framework of a national pplicy for
prices and incomes related to productivity.. It is a long and disappointing
story, but the prices and inccmes policy failed largely because of its
non-acceptance by a sufficiently broad spectrum of the public.

Undoubtedly; one of the main difficulties was that on every occasion
that the economy began to boom, there came a point‘where the authorities felt
compelled ~ because of the state of the externallbalance - to go slow and the
boom was killed before it could get out of hand. It has been suggestedlthat
policy paid too little attention to the speed of the cyclical upswing and thet
the basic remedy for the 'stop' lay in'contrél of the 'go'. It has long been
recognized by certain economists that the seeds of recession are to be found in
the . preceding boom and it canﬁot be denied that with a rapid state of expansion there
is likely to be an earlier and more sudden 'stop' - for the obvious reason that
there is less time to make the e cessary adjustments (e.g.y by transferring labour -
or capital — from sectors of relative plenty to those where factors are scarce)
and, with a less flexible economy, the probability that emerging bottlenecks will

slov down the rate of growth in economic activity becomes so much greater. It

1. By Frank Bréchling end J.N. Wolfe, "The End of Stop-Go", Lloyds Bank Review,
January 1965, pp. 23 f£f.
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rust beireely sdmivted, too, that booms were not infrequently exacerbated

by the proximity of an election and the desire to go to the country on the
basis of economic expansion, Whatever party won at the polls then had to

face reality and the 'stop' almost inevitably'foiloved. During periods of
expansion, agriculture stood to gain with the rest of the economy; during
periods of deflation, while it remained & priority sector (as an import saver),
there can be little doubt that agriculbure, too, hsd some difficulty in
obtaining access to £ll the funds required.

The first full Socialist budget was in April 1965, On the whole, it
received a favourable judgement: besed on its contribution to restoring
'balance' in the economy, The most immediate problem was the weak balance of
payments culminating in a deficit of £745 million for 1964. The objective in
1965 was to go ‘'most of the way towvards closing the gap ... and to complete the
process in 1966', But instead of preserving solveircy (as in the past decade)
'only by periodic bouts of deflation which immediately reduced imports, but also
sapped the confidence of ‘management and labour at home and weekened our
industrial power  there was now to be a change of direction.

For one thing, the Chancellor of the xxchequer had begun his comprehensive
review of the tax structure and promised that this would continue over a period

.of years, Tax reform had been in the air for & number of years and it was badly
~needed. It only required the advent of a government with sufficient political
courage to ensure that already existing proposals be actively considered and at
least some of them implemented. This is not the place to discuss in detail the
several ingredients of tax reform that were put in hand and, in particular, the
precise effects of the capital gains and corporation taxes. Vhat is important
is that reform and experiment had been attempted,

Less can be said about the Socialist Government's attempts at
ihtroducing an bconomic Plan. These were scafcely better than those favoured by

their pljedecessors.1 ‘What did the Chancellor propose to do in the short run?

1. See Wilson’ 0D, citn, Pp. 98"‘990
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First, there was the attempt to shift the empbasis in tax arrangements

such that overseas investment was no longer as highly favoured as formerly,

Second, certain changes were made in exchange control, with the intention

of increasing foreign exchange revenues in various ways. Third, srrangenienis

vere proposed that would reinforce the official reserves by channelling into

them some of the procceds of the large accumulation of porifolio assets in

private hends when these were sold. Fourth, by cutting what were regarded

as expendable defence projects, real resources {and especially skilled manpover)

were bto be made available for the manufecture of exports. Finally, and in support

of the hoped-for £100 million a year reduction in the net outflow of capital, the

budget was calculated by a nice blend of additional direct and indirect toxes

'to-decrcase the pressure on our resources through lower public expendiure

and higher taxation by £250 million', But, in the last analysis, success would

still depend on the creation of 'a new awareness among manufacturers of what

needs to be done!' and the victory over inertia was likely to be less easy to win.

Yet despite all the Government's efforts, progress towards a more balanced

econony remained painfully slow and, in July 1965, further steps were taken to

cut back on domestic demand. The emphasis was nowv on heavy cuts in public and

private expenditure at home with a viev to strengthening the balance of payments.,

Thus, there was to be a slowdown in Government and local authority building

progremmes. So far as housing, schools and hospitals were concerned, there veas

to be no further expansion beyond what was already included in the prograune.

Various social improvements that had been planned were postponed, such as the

income guarantee scheme and the scheme to provide specially fa- curable interest

rates for housebuyers. Cuts in defence expenditure were confirmed. The maximum

period for repaying hire purchase debts was reduced from three years to 30 months.
On the external front, there was a tightening of exchange controls and new

measures to reduce the finance available for imports., This was reinforced by a
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directive from the Governor of the Bank of Jacland re—enphasizing that expw vs
must have the highest priority and the growtih of imports must be restrained.
In eddition, measures were agreed with the banks to cheapen export credit and
to make it more plentiful., For example, when the ECGD facility was available,
short—term finance for exports was to be granted at Bank rate instead of 1 por
cent, above,

In brief, the objective remained the same - to cut avay excess domestic
demand, particularly in the congtruction industries, and to re-deploy the
labour saved such that the export industries could expand further and faster.
The Government was still attempting to avoid a 'ston' and the emphesis was
rather on 'disinflation' rsther than deflation,

This continued to be the basis of the Socialist Government's budgetory
policy until tovards the end of their period of office, Thus, by 1963, after
minimal rates of economic growth in 1966 and 1967 and the devaluation of sterline
to #2.40 in November 1967, came the most severe budget since Vorld War II,
with a view to curbing the derand on domestic resources., The budget, which was
presented on March 19, 1968, was preceded by the rigid ceiling placed on bank
advances and the hire purchase restrictions in November and, in Januvary 1968, by
cut-backs in planned Government expenditure., In introducing his budget, the
Chancellor insisted that the country 'must have a stiff Budget followed by two
years of hard slog' and his proposals, which included the introduction of a
firm prices and incomes policy, were 'severe'. He suggested that the econouy
could be expected to grow at a rate of at least 3 per cent. per annum in the
18-month period from the second half of 1967 to the first half of 1969, despite
a cut-back in the expected level of private consumption of about 2 per cent. per
annum as a result of the budgel proposals; if export performance were good, a
rate of 4 per cent. was 'within the range of possibilities'.

Despite high hopes of improvement based on the anticipated combined

effects 0f the devaluation of sterling, the most severe budget since the War, end
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o succession of other measures, <+he following fiscal yecar (to Lpril 1969)
was most disappointing., The current account deficit for the calendar year

1966 was the largest ever recorded and further external support for sterling

was required. Some progress towards surplus was achieved, but it was uneven

and slower than had becn anbicipeted, In particular, exports expanded well, assisted
by a fairly rapid rise in world trade, but imports remained obstinately at a
high level, Cther favourable developments were a substential measure of

econonic growth with the level of employment being well maintained and (towards
the end of 1968) a parked upburn in industrial investment. But the externai
situation remained the paramount cousideration and for this reason it was
niccessary Lo maintain interest rates at exceptionally high levels, progressively
to tighten credit controls, and in these and other ways to re~infoxrce +the severe
restraints imposed at the tiwme of devaluetion and again in the 1968 budget.

As a result of the 1968 budget, pressures on liquidity built up towards
the end of the finamcial year 1968/69. Import deposits, igher purchase tax and
excise duty payments, the special charge on investment incomes, and increased
rates of corporation tax and selective employment tax all contributed to a sharp
rise in Gévernment revenue, The main purpose of the 1969 budget, in the words
of tihe Cnmucellor, was to continue the bzlance of payments improvement, but to
do so in & way 'compatible with the maintencnce of economic growth and the
requirecments of social justlice'. The squeeze on consumption was to be continuec
and the various proposals were esvimated to bring an overall surplus on the
Exchequer accouwats of more than £8C0 million for the current financial year.

The outcoue for 1968/69 was a surplus of £337 million, sllowing net repayment of
£287 million of Government debt in addition to a reduction of £50 million in the
sterling capital of the Exchange Squalisation Account.

By fiscal year 1969/70, the devaluation of sterling in November 1967
and the exceptionally severe monetary and fiscal restraints imposed subsequently

to restore the external situstion at last began to bear fruit. “The principal
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objective oi policy remained the improvement in Britain's external situatio.,

To this end, the various fiscal and monetery restrainis on domestic demaand were
maintained and the economy grew only slowly. As had been intended, the main
element of exparsion was provided by exports, vhiech rose by 9 per cent, in
volume agninst an increase of only 11 per cent. in imports. Consumers'
expenditurc in real terms was only about % per cent. higher in 1969 than in

1968 and public expenditure fell by more than 2 per cent. DTrivate fixed
investment, however, rose by 4 per cent. snd some stock building occurred.

The outcome was thet industrial production rose only hesitantly snd the increase
in gross domestic product barely exceeded 2 per cent, asainst over 3 per centi.
in 1968, Unemployiment reuwained broadly at the same level as in 19683 the avercge
proportica uuncmployed in the Uuited Kingdowm was 2.4 per cent., the same es in
the previous year.

Barly in 19€9/70, the Government had given some exacting undertakings
to the Interrational Monetery Fund in connection with an application for a
standby credit for #1000 million required to reschedule overseas debt repayuents.
Thus, the overall balance & payuments surplus was to be set at £300 million for the
financial year 1969/70; 'domestic credit expansion' was to be limited to £400
million in the same period. This was largely achieved, but monetary conditions
were unusually stringent and interest rates at times reached exceptionally high
levels; liquidity pressures on the private sector, including the banks,
intensified, Agriculture, like everything else, was affected, Costs of borrowing
were high and many farmers experienced cash flow problems.

Daespite the eme;geuce of a surplus on the balance of payments during the
second half of 1969, the various restraints were lsargely meintained in order to
consolidate the improvement. Nevertheless, there was some evidence of relaxaiion.
Although the import depositsscheme was rernewed in December 1969 for a further year
the rate was then reduced from 50 to 40 per cent., and azain to 30 per cent. &s
from lby 1, 1970, The process of 'gentle relaxation' was continued in the bulget

introduced on April 14, 1970, The Chancellor felt iv 'right to give a moderate
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stimulus to the economy, but 1o spread this between nonetary and fiscal
measures', Benk rate was veduced by a fucther 7 per cent. to 7 per cent., and

a gradual rise in controlled bank lending up to 5 per cent. in the year to lizrch
1971 was envisaged, though special deposits wvere increesed. Fiscal reliefs
amounting in total to nearly £180 million in 1970/71 and £220 million in a full
year were announced so as to sveed the prospective rate of growth of the econony
from 3 to 3% per cent. between the first halves of 1970 and 1971. The Chancellor
enphasised that he was not making any general relaxation of credit; he was
sceptical of the view that company liguidity was 'excessively low', but in the
interests of investment he was anxious to avoid 'an excessive stringency of
restraint', He warned that ‘incomes cannot for long continue to rise at their
present rate' without endangering stability. Some months before the ending

of the Goverment's statutory control of incomes at the beginming of 1970, it
was becoming evident that some wege sebtlements were exceeding the ceiling

for amnual increases of 3% per cent. Vage and salary earnings per employee in
the second half of 1969 were about 8 per cent,., higher than in the corresponding
period a year earlier, On the other hand, productivity probably rose at a

slower rate in 1969, -A vhite Paper on Froductivity Prices and Incomes Policy after

1969 (C;nd. 4237), published in December 1969, suggested a 'morm' of 2% to 4% per
cent., but subsequent wage claims and settlements were substantially in excess
of this range, This development represented a major threat to the continued
success of the whole post-devaluation strategy for management of the econony and
was largely responsible for the 'cautious' budget.

Because a strong balance of paynents position had beenachieved by 1969,
the external situation ceased to be the dominant consideration in the application
of domestic policies., Indeed, by 1970, the total inverd currency flow was about
£1300 million compared with ebout £750 rmillion in 1969, Nost of this improvement
was due to investment and other capital movements; nevertheless, the surplus on
the current account of the balance of payments also inereased by some £200 million,

thovgh nmainly because of a marked improvenent inthe terms of trade in the United
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Kinodom's favour. The substantial curremey inflows, which were especially
pronounced late in 1970 and in the carly months of 1971, were not entirely
welcome, 'They were the counterpert of massive outflows of short—term funds
from the United States, attracted by higher levels of interest rates in the
United Kingdom and celsewhere, and following successive reductions in other
centres Bank rate vas eventually lovered by a full point on April 1, 1971,
having been held at 7 per cent. for over a year, A particulariy welcoue
outcome of the balance of payments situation was the repaymeut, by end-larch
1971, of =21l outstending short-—term and mediws~term debt whish had previously
been incurred in support of sterling, except for £C83 million still owing to
the International Honetary Fund.

The main csuses of disquiet in +the fiscal year 1970/71 were %o be
found not in external developments but in the slow growth of the domestic
econony, on the one hand, and the accelerating rate of wage and price inflation
on the other, In real terms, output rose by less than 2 per ceub. in 1970,
that is even more slowly -than in 1969, but by contraest with the previous year

.

the main expansionary impetus came from consumers' expenditure rather than

expor}s and investment. With outpub growing at ‘a slower rate than productive

potential, unemployment rose steadily throughout the year and in larch 1971 emounte

to 3.3 per cent. of the labour force as compared with 2.7 per cent. 12 montis
previously,

The reason why, in these conditions, more expansionary policies were not
pursued vas to be found in the disturbing and sccolerating rate of increase
in prices and incomes, at a pace without parallel for many years. - In the firsi
three gquarters of 1970 mtail vrices rose by over 5 per cent. and by a further
5 per cent, over the following six months, when wage rates and earnings were

rising even more steeply. By March 1971, tite index of basic wage rates was 12

o
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her than a year belore, rsteil prices 9 per cent., and vholesalo

s
< v

per cent, hi
prices 2 per cent. No speciiic arrangements designed to conitrol increases in
prices and inconws had been inbroduced since statubory restraints lapsed at

the end of 1969; indeed, the new Conscrvative Govertment which took office in
mid-1970 set its face against the re-introduction of an incomes policy as such,
though it exerted pressure on employers in both the public and private sectors

to resigt blatantly inflationary wage claimns,

With containment and then reduction of cost inflation talking first
priority in official policy, the few meesures of relaxation were modest and
meinly directed towards easing the pressures on company liquidity, in order
to sustain the level of investuent., 7The officinl lending guidelines’were
relaxed in March 1970 to permit an increase for the clearing banits over the
nexv 12 months of about 5 per cent,; the actual increase was somewhat smaller.,
However, further calls for special deposits were mede on them in April and
again in CGctober, During the year, the import deposits scheme was phased out
and caie to an end in December 1970, thourh repayment of sums deposited before then
remained gubject to a 6 months' delay, In October 1970, it was announced that
the level of income tax and corporation tax would be reduced for the financial
year 1971/72 and, vhen the new budget was introduced in March 1971, it wes
designed to raise the rate of growth of the écononw'to about 3 per cent. that
is the sssumed rate of growth of productive potential, though this figure was
not expected to be achieved wntil the first half of the following year. Once
again, the fiscal changes were to a considerable degree directed to improving
the liquidity of the corporate sector and in indicoting that a slightly faster
rate of growth of bank lending would be permitted the Chancellor expressed the
hope that additional credit would be channelled meinly to companies. So the
year 1970/71 ended with the prospect of a somewhat faster rate of growth
developing. But in important respects the outlook remained uncertain, if nou
disquieting, notably as regards movenents in costs and prices and the levels of

unemployment and investment.



- 163 -

Credit Control (see pp. 94-58), which involved a complete re-shaping of the
methods of credit conbrol and the introduction of a broadly based reserve
asset roquirement Ffor the banking system as a vhole, as well as the

abandoning of ‘ceiling' contrcls on bank lending and a substantial wodification
of open market policy in respect of gili-edged securities, ixternally, the

situotion was dominated by the measures talien by the United States in Aupust

e

>

1971, including the suspension of dollar convertibility and the ensuing
uncertainty in international monebary arrangements, culmiunating in tbe
Washington agreement of December 1971, At the same time, Jritain's balance
of payments remeined strong. It was the state ol the domestic- economy that was
diseppointing, with unemployment rising and hopes of a recovery of production
continually deferred. The budget of liarch 1971 had been litile more than
neutral, but Bank rate was reduced from 7 to 6 per cent., on April 1. bxpansicaary
measures were taken in July, including the witharawal of terms control Sn
instalment credit trensesctions. Dlonetary conditions became progressively
easier during the year as restrictions on bank lending were first eased and
then removed and Bank rete was lowered again to 5 per cent. on September 2.
In the same month, the clearing banks abandoned their collective interest rate
agreements and shortly afterwards all of them reduced their Base Rates for
advances by ¥ per.cent. The general trend of market rates of interest vas
firmly downwards throughout the early part of the period, although there was
latterly some upturn, This was a period when much new investment was underiaken
in agriculture, greatly encouraged by the increased availability of credit.,
It is probable, however, that much of this new investment may have been undertelien
? , without due consideration of the related interest costs and, as these again began
to rise, many farmers st have had misgivings.

In his 1972 Budget statement, 4the Chancellor estimated that the growvia

in gross;domestic product in the second half of 1971 was pround 5 per cent, at

.an snnual rate, but accepted that some sloving down was likely by the first held
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of 1973, He concluded that a further stimnulus to demand was necessary and
introduced measures designed to increase output in the first half of 1973 Ey
2 per cent., so as to obtain an annual rate of growth bf 5 per cert., The measures
included further incentives tO'in;estment through tax allowences and grants, sud
widely spfead income tax relief likely to encourage spending., It had already
been announced thet repayment of the outstanding post-war credits, amounting *o
£30 million,would begin in April and be spread over about 6 months. The net ‘
effect of these measures was expected to be an increase in uvne ixchequer's borrowing !
requirement of about £2,000 million in the current financial year. » 1

Pressure on the United Xingdom's balance of peyments again becane

evident in 1972; the current account was now more or less in balance as compared
vith a surplus of just over £1,000 million in 1971. There was also a substantial
outflov of capital following the even greater inflow of lhe previous year.
Msanvhile, the expansion of the domestic econory gathered strength and in the
12 months to April 1973 unemployment fell even more swiftly than it had risen in
the previous 12 months. Throughout this period, thqvachievement, and then
the maintenance, of a high rate of eéonomic growth remaine&‘the‘over-riding
objective of official policy. It ﬁas:this“bbjective thatrexplaihed two
developuments of particular significance. When sterling came under heav& pressure
in June 1972, the attempt to maintain the parity éstablished-6 months previotsly

under the Smithsonian Agreement was shortlived; the decision was quickly taken

R EY PTGt LT

to aliow the pound to float and no measures to testrain the economy were

L e e

introduced. Thus was seen an early implementation of the intention, as
expressed by the Chencellor in his 1972 Budget speech, that economic growth
should not be frustrated by attempts to maintain en unrealistic exchange rate. 2

The other important decision was to counter growing inflationary pressures by the 1

" introduction of statutory controls over prices and incomes ~ attempts to reach
voluntary agreement having fdiled - rather than by resorting to deflationary
measures, This again reflected the determination not to jeopardise the |
growth of the economy, reaffirmed by the Chancellor in his 1973 Budget speech-

as follows: 'We must not find ourselves comp2lled to bring growth to a halt in
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order to deal with difficulties which oughtio be tacizled in other ways, waether
those difficulties are concerned with inflation or with the consequences of
inflation for the balance of pmymgntsk

Because of the growth objective, the authorities were likewise

reluctant to impose constraints on monetary expansion which developed strongly

‘as the economy rescted to official stimulus and the ready availability of

credit, and as inflation gathered pace. In the second half of 1972, however,
the rate of growth of the money supply begén to receive increasing atteﬁtion,
and action to contein it gave a strong upward twist to interest ratés, which
early in 1973 reached high levels,

The United Kingdom, together with Denmark and the Republic of Ireland,
became 2 full member of the European Economic Community on Jaauvary 1, 1973
and the five-year transition period began. The first reduction, of 20 per cent.,
in tariffs on trade and industrial products between Britain and the Community
took place on 1 April. On 1 February, the United Kingdom adopted the Common
Agricultural Policy, having previously accepited that sterling should be regarded
as having been devalued by 9.2 per cent., to facilitate operation of the policy.
At & meeting held in Paris in October 1972 heads of state end government of the
Common Market countries, including epplicant members, reaffirmed ther
determination 'irreversibly to achieve the economic and monetary union', with
a view to its completion not later than December 31, 1950. They also agreed
that fixed but aajustable parities bétwenn their currencies constituted an
essential basis for achievement of the union and expressed their determinetion
to set up within the Community mechanisms for the defence and rutual support of
currencies. Witn this in mind, it wes decided to séﬁ up a European Monetary
Cb-operation Fund and this began operations on April 6, 1973, Initially, the

Fund had only limited functions, namely the administration of existing short-tern

credit lines betveen members and the co-ordination of central banlt co-operation

necessary for the joint float of currencies,
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Durine 1873, the officizl policy of & 'dash for growth' was continued,
despite increasing criticis. of its appropriatencss under changing conditions,
In 1972, the sleck in the economy had enabled a substential rate of expansion
to be generated without undue éigns of strain. Bub by 1973 these had become
increasingly eviderd. Labour shortages, parbticulerly in some trades, began to
be reported, as did lengbhening of delivery dates. The growth in the voluue
of imports eccelerated aund the trade gap widened, while the evidence lefd
room for dispube aboul vhether the economy had actually becowe 'overheated',
it nevertheless posed with increasing empbasis the question as to whether the
rate of cupausion could be modnbained at a time when reserves of capacity were
being used up; also vhebher it should not be decelerated towards a rate which
the loung—run growth of productive capacity could sustain,

However, the need for restraint was not accepted by the Goverment
until late in the year. Uf those who supported the Government's view, sone
wvere influenced by the belief that, in the absence of the constraint imposed
by a fixed exchanze rate, it would be possible to break through into & period
of growth which could be sustained at a higher level than had been achieved in
the past. A wider segment of opinion was less opitimistic, but claimed thatb,
on previous cocasions when the econony had showa signs of overheating, the
brakes had been epplied too soon and too indiscrimirately. Although the
balance of payments was clearly deteriorating, the floating exchange rate
relieved the immediate pressure upon expension and the case for postponing
restrictive measurés was strengthened by the tendency of investment <o leg
behind the growth of output - and to a rather unusual extent. It was also
ergued that the expansion was potentially self-correcting and this was supported

v
credit extended fell bebween the third and fourth guarters arnd bank lending to

the personcl sector stopped rising after the swmer. The volume of consumers'
P 3

expendibure in the fourth guarter was virbtually unchanged as compared with the

by signs surgesting an easing of the growth of consumer expenditure. New consumcr

Wl b
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previous three months, although the volume of retail sales continued to

expand at much the same rate. Although the development of supply shorbages
probably played a significant part, the growth of consumer demand may clso

have been under resiraint because of the squeeze on real personal disposable
income due to rising import prices; also to Stage II of the incomes policy

and to the effect of marginal income tax. Although Stage 11 ended in October
1973, it was possible to hope that Stege III would secure the acquiescence, even
if it lacked the agreement, of the trade unions and that some of the inflationary
consequences of maintaining the expansion could thereby be contained.

It was not until November 1973, when the prospect was Turther clouded
by the impending 'energy crisis' that the Chancellor publicly acknowledged vhe
need to moderate the growth of deménd, but in the middle of the year a series
of measures’of monetary restraint‘had been initiated. These were partly designed
to counter further depreciation of sterling, under pressure of the upward trend
of interest rates overseas, particularly in the United Sta{es, while domestic
rates were moving dovnwards; but they also reflected increasing concern at the
rapid growth of the money supply, particﬁlarly as broedly defined (}B).l This
continued at the high rate of 1972, which was itself exceptional compared with
previous years. The basis for the monetary expansion was the Government's
commitment to the expansion of the econormy, as reflected in its fiscal policy,
This alloved the current and capital expenditure of the public sector - vhich
includes the nationalised indusbries as well as central and local goverment -
to exceed its revemie to an even larger extent than in 1972, resulting in a very

.substantial'domestic borroving requirement. Although a large part of this was

1. The narrow dafinition (1) consists of private sector current accouunt balonces
vith the benlis plus notes and coin in circulation. fThe broad definition (i3)

includes in addition private sector deposit accounts, private sector non-sterlin:
deposits and public sector deposits. The difference between the itwo is thus
largely in terns of interest—bearing deposits.

,
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met by the sale of Govermment stock to the noun-baunk privave sector, a
substantial balance remained to be taken up in the first place by the banks,
whose assets and deposits increased accordingly. (By the beginniag of 1974,
this had virtually all been tﬁkén avay from the banks by calls for increased
special deposits, port of vhich were later released. The banks met this
situabion in the meantime by expanding their call money and running down their
excess holdings of reserve assets.) To avoid this creation of crédit, it would
have beén nccessary to have induced the rest of the private sector to absordb
even more Government stock., If this could have been achieved it would probably
have caused sn even sharper rise in interest rates, which would have operated
against the policy of expansion of %he economy at large, aand in particular
against the hoped-for growth of investment in support of it as the year
progressed. Although the case for foderating the expansion wes steadily gainingv
strength, the Government's unwillingness to accept it involved their turning a
blind eye to the scale on which credit was being created.

While fiscal policy provided the besis for the abnormal moﬁetary expansion,
the greater part of it took the form of. advances by the commercial banks. In
this context, the road had been opened by the removal, as part of the
Competition and Credit Control arrangements introduced in September 1971, of
direct restraint on bank advances. But the banks' ability to move along it,
vhile maintaining their reserve ratios above the required minirum, was intially
fuelled by the reserve assets with which the finaneing of the public sector's .
deficit had effectively supplied them; Nevertheless, the degree to which
competition between banks had intensified since 1971 seems to have allowed the
expansion of the money supply, as measured by'bB, to have gone further than would
otherwise have been thé case.

While the increase in bank advances was the major pard, ﬁhough not the ’
besic cause, of the monetary expension, it necessarily arose nét only becausevthe
banks were in a position to supply but also because there were custohers to

demand them, Yet the increase was without doub’ abnormally large in relation to
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the private sector's need to borrow for investment, including stockbuildine,
Part of this reflects the substantial fall in new capital issues, since if

this had not occurred part of the private scctor's accumulation of banik

deposits would have been drawn into new issues and extinguished as the proceeds
vere used to repay bank advances, 7The disinclination to fund bank borrowing

in this vay itself reflected a growing lack of confidence in the possibility

of maintaining the expansion of the econoiy in the face of & deteriorating
balance of payments and +the incipient difficulties that became apparent

later in the year in‘the field of the supply of energy both at home and abroad.
4lso, this lack of confidence enhanced the liquidity preferences of the public,
At the same time, until nominal interest rates m;ved sharply upwards in the
second half of 1973, the‘inflationary climate diminished the apparent risk of
borrowing at short-term to invest in existing assets, particularly propewrty,
whose prices were expected to apprecjate. The biggest expansion of bank
advances was indeed to the financial and property sectors, Yet in the infla-
tionary climate that prevailed, it is unlikely that even very severe restrictions
on'bank lending to this sector would have achieved more than a diversion of the
funds which the banks were in a position to lend to other sectors, where they
might effectively have been employed for similar purposes.

Hitherto, fhe money supply has been discussed under its broader

definition  (M3). But a particular feature of the fiscal year 1973/74 was

the divergeat behaviour of the narrover measure (!1), whose rate of growth on
the monfhly measufe reached a peak in the middle of 1973 and declined almost
continuously thereafter. This relatively slow growth in this megnitude no doubt
reflected the sharp rises in interest rates during the second half of 1973,
vhich increased the relative attractiveness of interest-bearing as’agaihst
current accounts, while the competitive bidding for deposits, which added to the
growth of I3, made depositors more aware of opporitunities for economising in the

size of the balances they needed to hold against current transactions.
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Lgpinst the baclground of the monetary expension, a number o
measures were taken by the suthorities in the second half of 1973, which
resulted in interest rates reaching unprecedentedly high levels, In the Tirsi
half of 1973, the ease of fiscal policy was matched by that of monctary policy.
The minimwa lending rate of the Bank of csngland dropped downwards from 9 to 7+
per cent., but there was a growing expectation of some increase in rates later
in the yeav, Lor various reasons, One was the Govermment's cxceplionally
large need to borrow because of the easy budget; another was the feeling,
in some quarters at least, that signs of overheating were developing in the
econorty ard would nced to be checked. In July 1973, the Bank of lingland
celled for a further 1 per cent. of special deposits from the banks, raising
them from 3 to 4 per cent. of eligible liabilities. This immediately touched
off o sharp rise in interest rates - an effect which had seemingly been intenied
by the authorities with the object of offsetting the relative upward movemont
of interest rates abroad. In the course of two weels the Bank of England's
pinirun lending reate jumped by 4 per cent.- from 7% to 114 per cent. ‘'he baris
wvere somewinat reluctant to raise their Base Rates to this extent, even though the
feilure to do so would leave scope for undesirsble arbitrage transactions,
Early in August, Base Rates were generally raised from 8 to 10 per cent, and
later in the month to 11 per cent.

The minimum lending rate fell by 7 to 11l% per cent. in Cctober 1973, but in
November the Bankt of HEngland temporarily suspended the formula for calculatiag
it by reference to the average Treasury bill tender rate and raised it
adwinistratively to 13 per cent. (The following week the tender rate came into
line and the foymuls was reinstated.) At the same time, calls Ffor special
deposits of 2 per cent. of eligible liabilities were announced. (These would
hove raised the level of special deposits to 6 per cent. but two 1 per cent. calls

were later rescinded.) This time the banlis promptly followed - with some

official guidance - raising their Base Rates frem 11 to 13 per cent.
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During this period, when the autiorities were actively seecling io
lever interest rates upwards and control the growth of the woney supply,
their efforts were impeded by the 'arbitrage' operations referred to shove,

As competitive bidding for deposits developed, rates in the 'wholesale!
sterling money markets became highly volatile., Bank Besc Rates were changed
relatively infrequently and at times it becene profitable for large custoners
to borrow from the banks under agreed overdraft avrangements and deposit

the funds elsewvhere in the financial markets at a higher rate., This becane
known as ‘active' or 'hard arbitrage!, as distinct from the 'passive' or

'soft arbitrage which arose when some borrovers (notably local authorities)
switched between bank overdralts and shorit-tern borrowiné through the narietv
in accordance with relative rates o interest. The swelling of M3 as & result
of hard arbitrage was probably reduced as the relative interest rate
differentials were reversed, but it seems likely that some customers continued
to hold some of their funds in wholesale deposits, perhaps as a Pprecaution
against the possibility that some restrictions might be placed on bank lending;
and their existence later seemed to ease the liquidity problems arising from
the threc-day week in Januvary and February 1974.

The November 1973 measures, which were expected at the time, seem to have
been touched off by the annpuncement of a record overseas trade deficit for
Gctober, with the prospects of further deterioration. because of the oil
situation. But the Chancellor stated that, while the imnmediate purpose wes %o
protect sterling, the longer term objective was to sustain a balanced expansion
of the economy. The previous growth rate of 5 per cent. or nmore per arnum, which
had been possible while surplus capacity was being brought into operation, could
no loager be maintained, and the 'tough credit squeeze', as he called it, wvas
introduced to moderate growth to a rate which could then be expected to be about

' . . ,
3% per cent. per aunum. The measures were also intended to help moderate the



-172 -

growih o) the meney supply, which vas being fed by a contiimed rapid
grovth of bank lendiung,

By this time, it had become clear that the full weight of restraint
was being inmposed upon meonetary policy vhile fiscal policy continued to be
highly expansionary. Howvever din the following month (December 1973), the
Chancellor anwounced cuts of £1,200 million in public expenditure and
restrictions on instalment credit. (He also introduced the new scheme For
peualising excessive growth of the interest—bearing deposits of the banlsg
sec Pp.57=-58),

By this tine, Stage IIL of the incomes poley was rumning into

difficulties anrd the Government's decision to resist the claim by “the miners'union

for increases outside