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Develoring Effective Rural Credit Institutions

Back in the mid-thirties, about 32 years ago, we started a
program ¢f supervised credit, a program of trying to combine credit
and gsowe professional counsellng into an effective tool in the
glimination of rural poverty.

Speaking frankly I must sav that we have been only moderately
successful. 11alf or the poor people in the United States today live
in rural areas. And rural areas hold far less than half the total

population,
These are not statistics that wo can use to claim total vicrory.

But we can use this admission of zhe fact that we do have rural
poverty and rural problems, as an introduction to some remarks we

would like to wake about rural institutions and rur2il credit systems.

For we would hope that in so doing you would understand thar
when we espouse some ideas and propose some principles we are doing

s0 in a spirit of huwmility.

The most tnat we can really claim is that our programs have
been successful in varying degrees. We can not possibly claim that

they have been completely successful. And of course we would aot



attempt to clalm that what we have tried to do with some success

is necessarily the solution to enother countyy's problems.
Y p

Jdithiu this framework, allow me to talk about some of our ideas,

our dreams, our suggestions.

Wa noticed hack in 193%, and we have continued to observe, that
tihe orher lending institutions do not fully meet the needs of the

rural community.

dJe were not alone in msking this observation. Obviously others
wade the same observation or our organization would never have been

brougiht into existence.

Obviously others have noted through the ensuing years that there
were areas not served by other credit systems, olherwise our activitiecs

would not have been enlarged and expanded.

In shoxt, you could describe the role o0i the Farmers Home
Administration as that of an agency that fills the gay left by other
credit agencies in serving the reeds, of ithe poor, the distressed,

rhe handicapped, and in generxrsal the "little fellow'" ia rural Am:rica.

This Is not a bad definition for it creates a strong if somewhat

blurred image of an agency that is ou the side c¢f justice and right.



1t is a poor definition in that it in no way explains just what

de will come to a more detailed description of ali of our

geti vities later.

But right now pursuing the linme of thought fthat I have

established let me tell vou some move about my kind of agency.

I believe that the role of an agency devotz=d to rural develop-
ment is the role of ferreting oui and interpreting the needs of

the disadvantaged.
The poor do not have pressure groups.
At least they should have skilied counsel at the bar.
Through the years we have attempt to perform this function.

In the very beginning my agency was creataed by an Fxecutive
Order of President Roosevelt. And that was as it shovld have

been.

The zrural poor in the thirties did not have lobbyists to

represent them in Jashington.

So the Pregident represented the rural poor before the

committees of Congress.



This happened again in 1937 wvhen the law was passed that

ted us vo mzke 100 percent loans to terant farmers vepayable

over =0 yearg at three percent interest for the purchase of farwms.

That law caine aboutr because a Presidential! Commission served
as a focal point fox all of the liberal groups that abhored the

-~

plight of our teénant farmers.

The tenant farmers did not ccme o Jdashington to lobby in their

W bepalf.

The sawe procedure is taking place today.

T the past five years some amazing changes have taken place

in cur suthovicies. Je have been given authority te serve a wider

=

band ef family farwers including pevt-time farmers @nd farwers with
very limiied resources. We have bees given authority to make loars
to families av the botiom nf the economic ladder for a wide variety
of purposes iucluding swall businesses and service trades. Vor

example we now make loane for michine repair shops, for Fishing
I P Ps, g

boats, for country stores.

de have been given authority to mwake loans for housing adapred

to ihe neads of elderty people, for farwm labor housing, for housing

projacts in which low-incowe fawilies build the houses aud we
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furnish the the supervision.

de have been given authority co wake loans and grants to

>
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poor comwuaeities that wneed water and sewer systems.

ALl these, and more, authorities have been given to us.

And by and large they have been given because we pointed out the

need.

Today as thirty years age, fhe people 2t the bottom of the scale

do not have lobbyigts in dashington.

There is, toda an awakening taliine place among the low-income
2 y, ) Jp 2

eavle in the United States. They have spokesmen today that they

~

-

lacked even fwo years ago.

uture in wy country the poor wiil be able to

exprz$s their needs in a highly audible fashion before Congress.

But that has riot been the case iy the past

And unuil that day comes I believe that a basic functiom of

an instituvlon corceruned with rural development is ¢
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rural constinuency iv whatever chambers a hesaring is granmted. But

especially in Congressional chambers. And such an agency must go
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beyond making recoumendations for basic legislation. Such an agency
must review existing legislation each year and suggest needed
modifications. In other words such an agency must make way for

tomorrow, such an agency must chellenge the status quo.

1 also believe that a rural development agency to be successful

must be staffed with a rather special type of person.

First of all its mewbers mugt be for the mest part rural people,
born and raised in rural areas. There is absolutely no substitution
for this. Je see today in Jashington urban people who with all the
good will in the world try to understand and even prescribe for,

rural problems. These people are doomed to failure.

In addition & rural development agency must have a staff that

is well trained. Rural problems are not to be handled by amateurs.

And the staff members must have analytical minds and be able to

work with people and be interested in neople.

Morecver such an organization must have both auvthority and

technical skill.

I cannot overstress this point.



To have the authority to make loans in rural areas for farm
development, for housing, for community development and to lack the
teclmical skill to determine whether or not such projects are
economicslly feasible or to lack the skill to motivate tihe people

concerned is to waste the authority.

Conversely to have the technical skill to farm and to build
houses and to give instruction in thegse fields is of little use
without the athority that comes when you can provide the credit

needed to carry out the projects planned.

Too many technicians, lacking the authority, also lack the
discipline that the authority brings with it, and lacling this

discipline dream impractical dreams and give impractical advice.

Equally important, is that a rural development agency must
have its authority properly distributed at various levels. To the
maximum degree possible authority should be delegated to the field
level, to the office that is in direct contact with the rural people
served. To the maximum degree possible the rewaining authority
should be delegated to the offices that supervise the bottom
echelou. And this principle should prevail until the top group

has little if any authority in making day to day decisions.



I believe that generslly speaking in a rural development
agency the policy that goserns the agency's activities should be

formulated at the nationil level, executed at the field level.

Now what we have jist saild iInfers that the field level offices

will make most of the cecisions.

How can these oflices be equipped to perform this service?

By a carefully worked out set of loan making and servicing

procedures.

Je believe iiat with, of course, the proper training you can
place a man in 1 JVield level office, give him a proper set of guide-

lines and t'¢n him .oose to help local people solve local problems.

W have tested this theory for 30 years. It is sound.

Another governing principle for rural institutions is that they
aust conduct their affairs so that the benefits of rural development
accrue fo the people who were responsible for the development and

not to some distant landholder.

This also is wot an easy principle to apply. 1f a tenpant is

to improve his land and benefit from the improvement, the lease he






Some mistakes should be nede,

toat is being followed is oo consevvanive.

what 7 awm saying is chat

development agency precedes along a gilven

and takiag into congideration, &il

3

parh, all of the forks in the road, all of the

the strveaws Yo he

T would also point out the merits

hat

insticutions

For some vears ncw we have been able

provide us with the funds we uneed to help

and ilmprove farvms.

to Induce private banks

Otherwise the course of action

in a geneval, broad, way, no rural

nath without being aware of,

that iie aleong that

hridges and all of

in bullding rural

yae privabe caplital ip finaw ing rural development.

o

family farmexrs purchase

This principle of funding has now been extended toc cover our

nousing programe and our community facilirty prograwms.

The asystem woirks in the followine manner:
y 5

maks Ifunds available tc my agency, the Farmers
We use the funds te wmake loang, we sevvice the

coliection of repayments, and we gusrantee the

investors of theiy capital, with interesc.
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em bhas several polnts to justify

Private invesgtors
Home Administration.
loans inciuding the

return to the private

its adowtion.
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Firet of all by wsing privete funds we ave able to finance

protects atr o scale never oossible with federal funds.
p !

Second it enabless local banks to serve their communities,

o]

develop cugtomers and prosper withouf taking visks that wicht destroy

thaw. ¥For the banks are in no position to provide the supervision
p

we uive thege lpans.

|

Third it creates a public awareness of what is zoing on and a

public support that no purely federal program could aupire to.

Fourth ir draws funds ocut of the cities and returns this

capital to its point of origin - the countryside.

How withh these bread principles stated, allow me to discuss
gaome of the methods that we have Zound useful in serving rural

eople and theiy communivies,
peop

First of all we srart owt on the theory that we are not alone.

There are scores of organizaivions that we can worh with.

And most important of all, we have the sirongest partner
imaginable--the individual or tite organization ibat wants the kind

,o
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help we can provide.

And we start with the strength gained from the knowledge that we
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provide both authority in terms of funds, and technical skiil in

termg of farm and figancial wmanagement and family counseling

techniques.

1 will not go into detail on the way we supervise our farm loans.

i

vois are famiiiar with supervised farm credit. You have demonstrated
its value,

Sur let me tell you what happened when our agency began to expand
its

services frowm farm people to vrurcl people as a2 whole.

when this expansion took place what happened to supervision?

Supervision, in our ecuninion, s

Today in addition teo farm loans we make housing loans.

With each housing loan goes det

o

ailed counseling

in regard to

the elements of & good house, 'he necs

W

sa3ity of plauping for expansion,
the choice of site, lzndscapin-, the £

» meriits of one type of building

gasarkse oo A

wmaterial versus another, the a good {loor plan.

And when the house is unde: constvuctlon cur people periodically
ilder to moka q

check every move of tha bu certain chat foundations are

SRV

properly poured, plumbing is pruperly installed, and wiring meets

local codes.
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This is supervision.

nd this kiod of supervisior in the housing field enables ws

~

to make a LGU percent loan for the constyuction of a tiowme before
i

7

the Fivst shovel of dirt s meveo on ohe cite.  This kind of

supervision produces & house thai sat.zfles vhe bevvowsr and
provides security of a velue that lg over and above tihe amount

of the loan.

dere is another example.

Today in additvion to farm loans we make loans for rural

commun ity vater gystems.

dhen leaders Lo @ rural community cowe to uo and tell us rhey

want to tall about bovvowing ensugh monzy to build ¢ water sysztem,
Y2 i de 31 e }. ‘e D fTeey H v Qe sy Doy f' e 1 l wm ) =) woo* f-. 5 1
w2 g withn tnem step by slep aiong Lo reas that ieads TO [ina

compiation of such & syszvem,

we help them tesi the warket for funds.

We encourage them to make 2 survey that will show how many of

their neighbors would suppori 2 commurity walter sysrem.

W& suggest that they get a preliminary plan for thejr water

B

gystem from an engineer before they go to any further expense.
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We review the preliminary plan and advise them as to whether or

not the project is feusible.

And we continue to work with them in this fashion until the
project is completed. And after the project is completed we meet

with them once a yecar to review their progress.

This is the ind of supervision that enables us to make loans
for the construc ion of rural varer and waste disposal systems in

areas where no (ther credit source will venture capital.

Now this aupervisory techuique did not develop to the point it

has reached today without many years of trial and error.

It a1l started witl: farm mamagement supervision thirty years ago
and I franlly admit that when we started out:
e could not make a faram plan.
ve could not analyze a farm business to determine its strong
points and its wrak.
. we could not reorganize a farm so as to turnm an unsuccessful
operation into a successful one.

., we did not know how to make landowmers out of tenanis.

Hmndreds of meetings snd thousends of discussions have been held

uring the thirty years that have passed since we started to build a



supervised credit system. Somz of our seople have this merhod so
deeply iwbued in their system that thev practice the fiume art without

realizing what they ave doing.

.

Whether or not we can transfer these skilles to the youngsiers
that ¢ve joining our staff is a serious problem. But we seem to be

macing the vransicion. (e have an ir-service training program thac

works wonders with new employees.

Now T have talked abour the transier of our supervisory

ieciniques from individuals 2o groups.

et ae fell veou in 2 licile more detail about the expzrience

;-1

we have had in wor.irz wirh gronrs. These notes are significant
here are cervtain fecilitiss that farm and other

we pelieve hecause ¢

.

rural pesple nead ithat can be obtained cnly on 2 zroup basis. And
moreover the very formation of groups may lead tfo something signifi-
cant in tavms of people working togeuhier on a broad basis for sceial,

economic and ain.

Pirst of 211 when we talk about wovkilng with groups we are

0

speaking of any group of rural familiee in which the families are
work ing iogetner for a& common objective. Such groups cav be formally

crganized or informally organized. This includes cooperativas,


















In conclusion may { summarize the basic principles that we
welieve are essential i1a any supervised credit program:

1. The planning with the applicant of the enterprise to be

finenced with the loan, the making of the loan, the assistance

in carrying cut the plan, the collection of the payments due

on the loan--ail of these functions should be carried on by

the ¢ame perxrson.

2. The approval of a loan application should be based on the
repavment ability of the applicant, not on the amount of

security that can be offered.

3. To the extent possible all of the applicant's needs should
be adequately Iinanced. 1In stating this principle we recognize
that apolicants that arve handicapped by lack of education, poor
health, and underdeveloped skills cannot utilize all of the
capital that would be needed to raise their level of living

to the optimum level.

4, Repayments should be scheduled to fall due when income
produced with the aid of loan funds becomes available.

S . Borrowers should be so motivated and supervised that Fhe
cecisions made in planning the use of loan funds and carrying

cut the nlans are their decisions.






