
The Cost of Money for Farming
The rate of interest that bankers charge on funds they 
lend to farmers often stirs debate. With agriculture be
coming more commercialized, interest rates are becoming 
increasingly significant—to both bankers and farmers. 
Lenders are advancing larger amounts than ever before 
for investment in our region’s farm plant; they are also ad
vancing more funds to farmers to enable them to use 
their new capital effectively. Thus, the farmer would have 
to pay out more for interest even if the rate were holding 
steady. To him, therefore, the cost of borrowing money 
is an expense that he tries to keep at a minimum. To the 
banker, on the other hand, interest is a major source of 
income. For this reason, bankers find it helpful to compare 
the rates they charge with those of other banks as well 
as the rate on farm loans with that of other loans. To help 
bankers keep up with developments in farm credit, the 
Federal Reserve System made a survey on bank loans 
outstanding to farmers as of June 30, 1956.

Basically, the cost of borrowing money to farm with 
is regulated by interest rates prevailing in the general 
economy. When a banker receives a farmer’s request for 
a loan, he considers the risks and cost of making the loan 
in relation to his other opportunities for investing the 
funds. He must decide which investments will bring the 
greatest returns. In making this decision, he considers 
such things as the size of the loan, the security offered, 
and the costs involved in making the loan. Since these 
factors vary with different types of loans, the banker 
usually finds that he must charge different rates for dif
ferent kinds of loans.

Bankers vary interest rates according to the size of 
the loan more often than with any other characteristic of 
the loan. Most of the farm loans outstanding at District 
commercial banks in mid-1956 with an original size of 
500 dollars or more, for example, were made for 5 or 6 
Percent. Notes of,less than 500 dollars, however, more 
°ften had rates of 7 or 8 percent. The same pattern is 
evident in average interest rates: On all farm loans interest 
averaged 6.4 percent; the average rate was highest, 7.6 
Percent, on notes of less than 500 dollars. As the size of 
note increased, the average rate declined; it was 5.3 per
cent on notes of 10,000 dollars and over.

Apparently that characteristic is not peculiar to farm 
! *°ans. Business borrowers at District banks pay 6.1 per- 
i cent on loans averaging 2,400 dollars, according to a 
I survey made about nine months earlier, and the average 
I rate on all business loans is 4.6 percent. The survey 
I revealed that smaller business loans carry substantially 
| higher interest rates than large loans. It costs about as 

^uch to make and service a small loan as it does a large 
i °ne. Yet if the rate were the same on all loans, the return 
| from lending small amounts probably would not afford 
I satisfactory returns to the banker.

Security has a secondary influence on the rate of 
j ^terest bankers charge. Unsecured, or open notes, car- 
I r*ed significantly lower rates than loans made with any

security except those guaranteed by Government agencies. 
Government guaranteed loans have lower rates because 
they are, in effect, fully secured. Furthermore, they gener
ally are larger loans with longer-than-average maturities. 
The low average rate on unsecured loans, however, is 
more difficult to understand until we see that they were 
made to borrowers with large net worths: 85 percent of 
them were made to borrowers with a net worth of 10,000 
dollars or more. Moreover these loans were larger than 
average. Rates on loans secured by endorsements, chattels, 
and real estate averaged about the same, varying perhaps 
one-half of one percent.

The method borrowers select to repay their loans 
apparently directly influences the rate of interest bankers 
charge. The average rate on all loans repaid in instalments 
was 8.6 percent, compared with 6.4 percent for single
payment loans. The higher average rate on instalment 
loans, however, does not represent substantial additions

Interest Rates on Farm Loans by Size of Bank 
and Size of Loan

Insured Commercial Banks, Sixth District, June 30, 1956

Original Size of Loan
Size o f Bank 
(Total Deposits)

Under
$500

$500-
999

$1,000-
4,999

$5,000-
9,999

$10,000 
& Over

A ll
Sizes

U n d er $3 M illion 7.6 7.2 6.8 6.2 5.9 6.8
$3.0-$9.9 M illion 7.3 7.1 6.5 5.9 5.4 6.3
$10 M illion  & O v er 8.3 7.7 6.9 5.7 5.1 6.2

A ll B anks 7.6 7.3 6.7 6.0 5.3 6.4

to the cost of borrowing money to farm. This average 
includes relatively high interest charges on loans made 
for the most part to finance purchases of automobiles, 
refrigerators, and other major household durables. On 
these loans, interest was calculated on the original amount.

In the case of the instalment loans that can be con
sidered farm production loans, made primarily to finance 
purchases of farm machinery and equipment, interest was 
generally calculated on the unpaid balance. This type 
loan accounted for about two-thirds of the instalment 
loans made to farmers. Too, these loans were generally 
larger than instalment loans to finance farmers’ consumer 
goods buying. Here, the average interest rate was 5.6 
percent—lower even than on single-payment farm pro
duction loans.

The size of bank granting the loan is another factor 
that apparently influences interest rates. Small banks, 
those with less than 3 million dollars in deposits, charged 
an average interest rate of 6.8 percent on their farm loans. 
Those banks held 38 percent of the farm loans outstand
ing in mid-1956. Banks with deposits of 3 million-10 
million dollars held 35 percent of the farm loans and 
charged an average rate of 6.3 percent. Larger banks 
held 27 percent of the farm loans and charged 6.2 per
cent. The larger banks generally charged 0.6 percent less 
than the smaller banks.

One would expect small banks to demand higher in
terest rates from their customers, located as they usually
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are in smaller towns with little competition from other 
lenders. The information at hand, however, does not 
suggest that bankers exploit such opportunities even if they 
exist.

Farmers’ outlay for borrowed money will probably 
rise further in the next few years. Bankers, however, 
will likely keep their rates to farmers in line with those 
to other businessmen. The size of farm loans and the cost 
of servicing them apparently justify the small differentials 
that exist between interest rates on farm and business 
loans. Since larger loans are usually made at lower rates, 
some farmers could lower their cost of borrowing by 
concentrating their debts with one lender.

John T. H arris

This concludes a series of articles discussing the farm 
loan survey made by the Federal Reserve System in mid-
1956. Copies of the articles, listed below, are available 
upon request from this Bank.

Bank Financing for Farmers, Monthly Review, October 
and November, 1956.

Bank Credit for Farmers’ Current Expenses, Bankers 
Farm Bulletin, January, 1957.

Bank Credit for Buying Farm Real Estate, Bankers 
Farm Bulletin, March, 1957.

Bankers Finance Intermediate-term Farm Investments, 
Monthly Review, May, 1957.

The Cost of Money for Farming, Monthly Review, 
August, 1957.

Articles analyzing the farm loan survey information for 
the nation are available in a reprint Farm Loans at Com
mercial Banks. This publication is available from this 
Bank or from the Board of Governors of the Federal 
Reserve System, Washington 25, D. C.

Lumbering Activity Slow
Operators of logging camps and sawmills in Alabama, 
Florida, Georgia, Mississippi, Louisiana, and Tennessee 
have been watching their lumbering activities slow down 
over the last year or so. Their business just hasn’t been 
as brisk as it was when home builders were putting up 
houses at a record pace. Residential building, their main 
source of demand, has been declining for nearly two 
years. For a short time, rising demands from other types 
of construction sustained lumbering operations in the 
Sixth Federal Reserve District. The drop in home building, 
however, soon determined the trend in operations.

We can see from the employment figures in the chart 
that the drop started in the early part of 1956. Operators 
of logging camps and sawmills hired more men last fall, 
but a couple of months later they reduced their crews 
again. Since March, they have made few changes other 
than those normal for the time of year.

Our concern with these figures comes from the lumber
ing industry’s importance to this District. It employed 
about 13 of every 100 factory workers here last year, 
second only to the textile industry as an employer. If the 
loggers, sawyers, stackers, and others who are laid off in 
times of declining activity did not find other jobs, in-

Manufacturing Employment 
Sixth District States 1955-57

comes in the region would suffer considerably. Fortu
nately, however, employers in some other lines hired more 
people during the recent slump in lumbering. Total manu
facturing employment, therefore, has stayed relatively high.

Besides reducing the number of workers in the crews, 
lumbermen have also shortened the work-week. In May, 
the men worked about 40 hours each week, compared 
with about 41 hours during late 1956. In December 1955, 
just before the recent downtrend began, they worked 
an average of 43 hours.

Although putting in a shorter work week in 1956 
than in 1955, logging and sawmill workers enjoyed an 
increase in their average weekly earnings through the 
first three quarters of last year. Increases in their hourly 
earnings made this possible. On March 1, 1956, employers 
increased the minimum wage to one dollar an hour, in 
accordance with an amendment to the Fair Labor 
Standards Act. This raised hourly earnings substantially 
at that time. More gradual increases have occurred since 
then, probably reflecting continued competitive pressure 
from higher paying industries in the District.

While paying higher wages, District lumber manufac
turers have had to contend with falling prices for their 
products since April of last year. By June this year, 
average prices of lumber products important in the Sixth 
District were about 5 percent below April 1956. Prices 
of Southern pine, the major product, were, down about 
the same rate, while prices of hardwoods and plywood 
decreased more. Relatively stable millwork prices offset 
to some extent these sharper downward tendencies.

P h i l i p  M. W e b s te r

B a n k  A n n o u n c e m e n t
On July 23 the National Bank of Fort Benning, Fori 
Benning, Georgia, opened for business as a member of 
the Federal Reserve System. Officers are Manton S. 
Eddy, Chairman of the Board; C. W. Pence, President; 
William A. Lyman, Executive Vice President and 
Cashier; E. G. Sparks, Assistant Cashier; L. M. Mc
Dowell, Jr., Assistant Cashier. The capital stock of the 
bank totals $200,000 and surplus $150,000.
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