
Bank Lending to Farmers and Small Businesses
Farmers have long maintained that they are not able to 
get as much credit and on the same terms as other types 
of businesses. Small businessmen, too, have complained 
that they have difficulty in borrowing from banks on the 
same terms as other businesses. Do these two groups— 
small businessmen and farmers—compete on equal terms 
in arranging for loans from Sixth District banks? Are they 
able to get sufficiently large amounts of bank credit? Are 
they charged the same rates, and if not, is the difference 
in rates attributable to variations in the terms, such as 
maturity and security, rather than to the borrower’s being 
a farmer or small businessman?

Definition of Small Business
Assets:

under $5,000,000: Sales finance com panies and m anufacturers o f m etal, 
petro leu m , chem ical, and rubber p rodu cts. 

under $1,000,000: M anufacturers o f fo o d , liquor, tobacco , textiles, 
apparel, and leather p rodu cts . 

under $250,000: W holesale trade and real estate firms, com m odity  
dealers, and o ther m anufacturers. 

under $50,000: A ll  firms.

Data are available from two surveys conducted by the 
Federal Reserve Bank of Atlanta that shed some light on 
these questions—the Agricultural Loan Survey of June 
30, 1956, and the Survey of Commercial and Industrial 
Loans as of October 5, 1955. The Agricultural Loan 
Survey provides data on farm lending by 1,296 commer
cial banks in the Sixth District and the Business Loan 
Survey provides detailed information about business loans 
at the 377 member banks in the District.

Major Borrowers
The farming operation in the Sixth District is generally 
recognized as a small enterprise. There is some disagree
ment as to when a business is small or large. Although 
farmers and small businesses may not be strictly com
parable in size, some generalizations about the terms on 
which credit is made available to them may be valid.

Data from the two surveys reveal that borrowing is 
very common by both farmers and small businesses. 
Sixth District member banks had $405 million in loans 
outstanding to small business on October 5, 1955. This 
represented over a fourth of the $1,373 million outstand
ing to all businesses. Loans to small businesses amounted 
to about 13 percent of the dollar amount of all loans out
standing. Bank lending to small businesses was also 
large when measured by number of loans outstanding, 
47,658 on the survey date.

About eight months later, on June 30, 1956, farm 
loans outstanding at commercial banks in the Sixth Dis
trict totaled $336 million. This total represented about
300,000 individual notes to 220,000 farmers. The dollar 
amount of farm loans accounted for 7 percent of total 
loans to all borrowers at commercial banks, a somewhat 
smaller proportion than that for small business loans.

Bankers in the Sixth District not only are supplying 
large amounts of credit to many farmers and small busi

nesses, but the amount has increased rapidly in recent 
years. The dollar amount of loans to farmers was about 
three times larger in 1956 than in 1947, the date of a 
previous survey. Small business loans more than doubled 
during the same period. In contrast, total loans of all 
types were about 2% times larger in 1956.

Interest Kates Vary with Loan Terms
Do bankers charge farmers the same interest rates that 
they charge small businessmen? Small business borrowers 
paid an average of 5.07 percent on their loans outstand
ing at Sixth District member banks on October 5, 1955; 
in mid-1956, the average farmer paid 6.45 percent. 
Farmers pay a higher rate, therefore, even if we allow 
for some increase in the rate on small business loans be
tween the two survey dates.

Small Business and Farm Loans
Sixth District Banks

October 5, 1955, and June 30, 1956

Number 
of Loans

Amount
Outstanding

($000)

Average 
$ Size 

of Loan

Average
Interest

Rate

Farm loans, a ll 
commercial banks, 
June 30, 1956 . . . 300,791 336,247 1,118 6.45

Maturity 
Less than 3 months . 48,367 50,582 1,046 6.14
3 months to 1 year . 199 274 195,618 982 6.52
1 year to 5 years . . . 50,082 77,279 1,543 6.74
Over 5 years . . . . 12,768 4,136 4.96

Security 
Secured ....................... . 267,704 308,941 1,154 6.50
Unsecured...................... 27,306 825 5.94

Repayment Method 
Single payment . . . . 229,706 239,001 1,040 6.36
Instalment, interest on 

original amount . . . 44,657 31,435 704 8.62
Instalment, interest on 

unpaid balance . . . 26,320 65,754 2,498 5.75
Small business loans, 

member banks, 
October 5, 1955 .

a ll

. 47,658 404,934 9,678 5.07
Maturity 

Less than 3 months . 25,523 254,797 10,904 4.84
3 months to 1  year . 11,717 89,035 8,383 5.06
1 year to 5 years . . 8,898 39,260 6,369 6.27
Over 5 years . . . . 21,842 18,449 5.02

Security 
Secured ...................... . 35,370 299,445 9,876 5.20

105,489 9,107 4.69
Repayment Method 

Single payment . . * . 32,542 322,532 10,757 4.82
Instalment, interest on 

original amount . . 8,921 20,668 3,311 8.29
Instalment, interest on 

unpaid balance . . 6,195 61,734 13,179 4.99

This can be partly explained by characteristics of the 
average farm and small business loan. On the average, 
farm loans were much smaller and were made for longer 
periods; farmers relied more heavily on secured loans and 
on loans repayable in instalments.

The average farm note outstanding on June 30, 1956, 
was $1,118, whereas the average small business loan 
amounted to $9,678. Banks tend to charge a higher rate 
on small loans than on large loans even when made to 
businesses or farmers of equal size and credit standing. 
The larger average size of small business loans may be 
attributed in part to borrowing by larger firms within the 
small business group, however, rather than to a basic 
tendency for farm loans to be small.
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Difference in maturity may offer a further explanation of 
the higher rates that District farmers pay on bank loans. 
Over one-half of the dollar amount of loans outstanding 
to small businesses was due within three months. A large 
proportion of these loans probably represented loans to 
purchase inventories. In contrast only about 15 percent 
of farm loans had such a short maturity. Similarly, loans 
with maturities of over a year were more important in 
farm loans than in small business loans, 27 percent com
pared with 15 percent. Bankers usually charge a lower 
rate on short-term loans than on long-term loans.

The survey data reveal that unsecured loans to both 
farmers and small businesses carry a lower rate than 
secured loans. The rate on unsecured small business 
loans averaged 4.69 percent, whereas that for secured 
loans was 5.20 percent. Corresponding rates on farm 
loans averaged 5.94 percent and 6.50 percent. That the 
rate on unsecured loans was lower was probably because 
most of them were made on a short-term basis to farmers 
and to small businesses with sizable net worths and there
fore entailed little risk.

A much larger proportion of farm loans than small 
business loans was concentrated in the secured class. 
Almost 92 percent of total farm loans were secured, com
pared with only 74 percent of small business loans. Since 
many farm loans are used for crop production, bankers

probably feel some security is necessary because of the 
risks inherent in growing crops subject to weather damage.

Average interest rates reflect also the method by which 
loans are repaid. Here again we find that the loan with 
the lowest rate is less important in farm lending than in 
the small business lending. About 80 percent of small 
business loans were single-payment loans, compared with 
71 percent for farm loans. In addition, instalment loans 
with interest computed on the original amount of the loan, 
which usually means a higher effective rate, were much 
more important in the case of farm loans than small busi
ness loans. Farmers commonly use instalment loans to 
finance intermediate-term investments in tractors and 
other machinery and brood herds and to modernize build
ings. The rapid rise in farm investments of these types 
during recent years probably accounts for the greater im
portance of instalment loans in farm lending.

It is not possible to conclude positively from data 
available that farmers and small businessmen are treated 
equally in bargaining for bank credit. We have found, 
however, that the higher rates that farmers pay depend 
in part on the nature of the loan. Moreover, the large 
number and dollar amount of farm and small business 
loans outstanding suggest that both types of borrowers 
have free access to commercial banks.

W. M. D a v is

Food Processing: A Major Ingredient in the 
District’s Economy

Whether a connoisseur of fine foods or a partaker of 
more common fare, each of us knows that food is im
portant. In the last five years, United States consumers as 
a group have spent about 25 percent of their annual in
come after taxes on food. The great importance of food 
purchases in the average family budget, a rising popu
lation, and the modern methods of food processing have 
combined to make food processing one of the most im
portant segments of the country’s economy. The will
ingness of the American consumer to buy more services 
in the form of prepared foods and the variety of foods 
supplied by the industry add complexity to its importance. 
The food processing industry includes all establishments 
manufacturing foods and beverages for human consump
tion as well as certain related products.

Sixth District Plants
Considering that certain types of food processing plants 
are located most economically when they are near their 
markets or near their sources of supply and that the Sixth 
District not only has a large and growing population but 
is also an important source of foodstuffs, it would be sur
prising, indeed, if a variety of food processing activities 
were not found in the region. In 1954, the last year for 
which detailed data on the structure of the industry are 
available, all segments of the food processing industry

were represented in the Sixth District. In that year, the 
dairy industry was the single most important segment of 
the industry in terms of value added by manufacture. It 
accounted for over 15 percent of the total for the six 
states, all or part of which make up the Sixth Federal 
Reserve District—Alabama, Florida, Georgia, Louisiana, 
Mississippi, and Tennessee. Value added measures the 
value added to the product by the manufacturing process 
and is arrived at by subtracting the cost of materials and 
fuel used in manufacture from the value of shipments. 
This figure is commonly thought of as the best measure of 
the comparative economic importance of different manu
facturing activities.

Very close to the dairy industry in importance in 1954 
was the bakery business, accounting for slightly more than 
14 percent of total value added by food processing. Man
ufacture of beverages; canning, freezing, and otherwise 
preserving of fruits, vegetables, and seafoods; and prepa
ration of meat products each accounted f o r  1 1  to 1 2  per
cent of total value added by the food processing industry 
in 1954. Grain milling, candy manufacturing, and sugar 
refining accounted, respectively, for about 9 percent, 4 
percent, and 2 percent, while the remaining portion of 
value added by manufacture was contributed by a number 
of miscellaneous food processing activities.
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