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Insurance companies do more than sell insurance. They also make loans, and 
they are an important source of long-term credit for farmers in Sixth District 
states. In fact, insurance com pany lending to District farmers has grown rapidly 
since 1950, although the rate of growth has been less constant than for most 
other lenders.

Data published by the U SD A  show  that insurance com panies have 
accounted for more than one-tenth of the total credit supplied to District 
farmers during most of the past two decades. However, these data do not 
reveal the loan volum e of particular insurance companies. To determine the 
amount of farm credit provided by companies headquartered outside the 
District, loan data of individual insurance companies were analyzed, using two 
sources: the insurance com pany yearbook, The S pec ta to r , and annual reports 
filed with state insurance commissioners.

Relative Importance of
Insurance Com panies

Accord ing to this analysis, more than 300 individual insurance companies have 
made mortgage loans of some type within the Sixth District in the period from  
1950-1970. In each state, however, less than fifteen companies have accounted 
for more than 90 percent of the agricultural loan volume.

Individual com pany data further reveal that only a m inor portion of credit 
comes from companies located within southern states. Table 2 shows that 
of the total insurance com pany credit in the District, 98 percent of farm loans 
and 74 percent of other mortgage loans are supplied by companies head
quartered outside the South. Thus, farmers are provided with a 
significant source of funds from nonlocal lenders. In fact, a handful of
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TABLE 1

Agricultural Loans in Sixth District States

Total Insurance Companies
$ Million $ Million % of Total

1950 874.1 72.1 8.3
1954 1,296.6 146.1 11.3
1959 1,625.0 225.3 13.9
1964 2,912.6 380.0 13.0
1970 5,977.6 690.5 11.6

Source: Compiled from data furnished by the Economic 
Research Service, USDA.

companies headquartered in four northeastern 
states— New  Jersey, New  York, Connecticut, and 
Massachusetts— provide 90 percent of the 
agricultural loan volume.

Lending Trends

Insurance com pany lending has grown with ex
panded use of agricultural credit. District farm 
loans by insurance companies amounted to 
$72 m illion in 1950, but increased 9 V 2  times 
to $690 million by 1970. Total farm credit increased 
slightly less, about 6.8 times.

Insurance companies tend to restrict loans 
to larger and more successful farms, especially 
to those with relatively low risk of loss. In 
this District, farm loan departments have favored 
the more productive types of farming such as 
cotton, peanut, citrus, rice, and sugar production. 
Therefore, insurance companies have not viewed 
District states as equals in potential for profit
able use of funds. They have shown strong 
preferences for operations in Florida and 
Mississippi where loan growth patterns have been

similar, increasing from less than $30 million  
to approximately $200 million in each state from
1951 to 1970.

Louisiana was the only other District 
state displaying a pattern of loan growth similar 
to Florida and Mississippi. Insurance company 
loans in Louisiana did not begin to increase 
dramatically, however, until 1963. This volum e  
has since expanded by well over $100 million, 
show ing the most spectacular growth in 1966.

In the other three District states, such loans have 
grown more moderately. Georgia's volum e in
1970 was twice that of Tennessee, with Alabam a's 
falling between the two.

Ratio of Agricultural 
to Other Loans

Although agricultural loans have traditionally 
made up a very small portion of the mortgage

Sixth District sta tes  have attracted varying am ounts 
of insurance com pany farm loans.r ' Million $
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loans extended by insurance companies, they 
have fluctuated significantly over the years.
W e  can see this from examining the ratio of 
agricultural to other types of insurance company 
loans. This ratio grew about half the time over 
the 1951-1970 period; otherwise it declined or 
remained relatively stable.

M ore specifically, the ratio rose rather sharply 
from 1951 to 1952, then trended downward  
through 1960. Beginning in 1961, it began to in
crease again, and that growth continued almost 
without interruption for seven years. In 1969, this 
ratio again turned down, followed by a drop in 
actual dollar volume of loans in 1970, a period 
remembered for extremely tight credit.

The Influence of M oney  
Market Conditions

Fluctuations in farm lending are related to 
changes in credit conditions and interest rates.

TABLE 2

Head Office Locations of Insurance Companies 
Supplying Credit to Sixth District States, 1951-70

% of Dollar Volume

Location of Headquarters
Farm Other 
Loans Loans

Sixth District States 1.10 18.73
Other Southern States 0.70 7.34
Outside South 98.25 73.92

All Areas 100.00 100.00

NOTE: Detail will not necessarily add to totals due 
to rounding.
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but that proportion has varied significantly  from year 
to  year.
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or decrease in credit availability as a result of 
changes in monetary policy and general credit 
conditions.

Agricultural Loans Related 
to Interest Rate Variations

The accom panying chart shows the relationship 
between agricultural loan volum e of insurance 
companies and long-term interest rates (corporate 
bond rates). W hen interest rates moved up, the 
growth of insurance com pany lending to Sixth 
District farmers tended to slow  down. Loan volum e  
actually declined when interest rates were excep
tionally high.2

The volum e of agricultural credit held by 
insurance companies grew at a rather steady rate 
from 1951 through 1956. In 1957, an abrupt 
slackening in loan volum e growth coincided with 
a sharp rise in long-term interest rates. In 1958, 
when long-term rates were rather steady and 
actually tended to pull back somewhat, the growth 
of agricultural loan volum e showed a revival 
and that growth rate even accelerated somewhat 
until 1968. There were no significant increases 
in long-term interest rates during this period until

Since interest on loans is a prime source of income 
to insurance companies, they attempt to keep 
available funds employed where they earn the 
most money. W hen interest rates are high and 
non-farm uses offer higher returns than agricultural 
loans, insurance companies typically move rather 
quickly to divert new funds into fields other than 
agriculture.1 In contrast, local lenders such as 
bankers have a sense of loyalty to customers 
in their communities and are usually more 
reluctant to shift funds to other areas during such 
periods. Those lenders w ho might be inclined 
to do so have fewer opportunities for alternate 
uses of funds than do national insurance companies.

W hen interest rates recede to a point where 
agricultural loans are again attractive compared  
to other uses of funds, insurance companies 
typically resume farm lending. This vacillating 
pattern of credit extensions is part of the evidence 
indicating that agriculture experiences an increase

’Usury laws sometimes prohibit insurance companies from making 
agricultural loans at competitive interest rates. Emanuel 
Melichar in Agricultural Finance Review, Vol. 33, July 1972, 
mentions two other important influences on the volume of farm 
credit provided by insurance companies: (1) the trend in their 
cash flow, which depends in turn on trends in policy premiums, 
policy loans, and the repayment rate of previous loans and 
investments, and (2) that farm lending has relatively short 
commitment periods and so can be expanded or contracted 
on short notice when the cash flow of insurance companies either 
exceeds or falls short of outstanding commitments in commercial 
lending.

Insurance com pany loans tend to  
to interest rates.
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the latter portion of the Sixties. In fact, rates on 
long-term corporate bonds actually declined  
slightly from 1960 through 1965, the period when 
the volum e of District agricultural loans held by 
insurance companies was m aking the most rapid 
growth.

Although long-term rates began to climb  
rapidly in 1966 and continued to rise irregularly

2Changes in the farm loan volume of insurance companies were 
negatively correlated with changes in long-term corporate bond 
rates although the coefficient of —.218 was not statistically 
significant.
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through 1970, it was not until 1969 that the growth 
in insurance com pany farm loan volum e appeared 
to be curbed. These loans showed little growth 
from 1968 to 1969 and actually shrank in 1970.
It was during 1969 and 1970 that the increase in 
policy loans and delay in some loan repayments 
severely curtailed the flow  of funds available to 
insurance companies. M any farm loan offices 
of insurance companies virtually ceased operations, 
drying up a source of funds for new agricultural 
loans.

T h e  F u t u r e  o f  I n s u r a n c e  C o m p a n y  

L o a n s  t o  A g r i c u l t u r e

Fluctuations in farm lending will undoubtedly con
tinue to occur as business conditions change, but 
farm loans are expected to offer a relatively safe 
and profitable investment for insurance company  
funds over the long run. Growth in farm size and 
increased capitalization of commercial farm opera
tions have enlarged credit demands of individual

farmers as well as of agriculture as a whole. 
Insurance com pany management typically prefers 
to make large loans because of the economies 
involved in handling large amounts of money in 
single transactions. Paper work connected with 
servicing and collecting large loans is in many 
cases no greater than that involved in servicing 
relatively small loans. Thus, the cost of lending 
money is substantially reduced when loans are 
made to large farming operations and the 
opportunity to make those large loans is increasing.

Insurance companies will continue to be a 
prime source of long-term credit for farmers, 
particularly in areas of well established and 
highly productive types of agriculture. It is not 
likely, however, that farmers in the marginal 
high-risk categories will enjoy any freer access to 
insurance com pany funds than in the past. The 
management of farm loan departments will 
probably continue to avoid credit demands of 
such farming operations.®

Bank Announcements
(Continued from p. 209)

president; John C. Matthews, vice president. 
Capital, $750,000; surplus and other capital funds, 
$750,000.

November 14, 1972
N O R T H W E S T E R N  B A N K  O F  B R O W A R D  C O U N T Y
Margate, Florida

Opened for business. Officers: Robert L. Kester, 
president and chairman; Paul E. Basye, assistant to 
the president; Samuel C. Phillips, executive vice 
president; Robert E. Hunnicutt, Jr., cashier. Capital, 
$500,000; surplus and other capital funds, $500,000.

November 15, 1972 
S U N S H IN E  S TA TE  B A N K
South Miami, Florida

Opened for business as a par-remitting nonmem
ber. Officers: A. D. Harrison, Sr., president; Harry 
Joe King, executive vice president. Capital, 
$800,000; surplus and other capital funds, $400,000.

November 16, 1972 
E X C H A N G E  N A T IO N A L  B A N K  
O F  P IN ELLA S  P A R K
Pinellas Park, Florida

Opened for business. Officers: H. E. Long, chair
man and president; Edward C. Jenkins, vice presi
dent; Richard M. Hayes, cashier. Capital, $500,000; 
surplus and other capital funds, $500,000.

November 16, 1972
L IB E R T Y  B A N K  A N D  T R U S T  C O M P A N Y
New Orleans, Louisiana

Opened for business as a par-remitting nonmem
ber. Officers: Alden J. McDonald, Jr., president; 
John S. Keller, vice president. Capital, $1,200,000; 
surplus and other capital funds, $950,000.

November 16, 1972 
W A LK E R  C O U N T Y  B A N K
Lafayette, Georgia

Opened for business as a par-remitting nonmem
ber. Officers: H. J. Middleton, Jr., president; K. 
Lamar Thomas, vice president. Capital, $350,000; 
surplus and other capital funds, $350,000.
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