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New Credit For a Developing Agriculture
In the past fifty years many changes have taken 

place in American agriculture— including changes 
in farming techniques and marketing practices, 
in size of farm, in amount of fixed and working 
capital requirements. These changes have brought 
about changed needs for farm credit, in amount, 
in type and in terms. At the middle of the 
twentieth century the types of loans and the 
procedures involved in extending credit are con
siderably different from those in existence at the 
close of the nineteenth century. In addition, new 
types of credit granting institutions have appeared.

It probably can be said fairly that farm credit 
practices of many lending institutions have kept 
pace with the needs resulting from the changes in 
farming generally. But also it must be said that 
a number of credit granting institutions have not 
brought their lending techniques up to date with 
recognized and existing practices of the more pro
gressive institutions. In such cases the primary 
results have been missed opportunities for sound 
credit extension with attendant missed opportuni
ties for earnings from such loans, and the rise of 
competing lending institutions in those communi
ties.

The average American farm today is a com
mercial enterprise, appreciably larger and more 
specialized than the essentially self-sufficient unit 
of fifty years ago. Capital requirements, both fixed 
and working, of the modern farm are substan
tially heavier than those of the farm of 1900. Free 
land is no longer available—the farm unit must be 
purchased and the hired hand or tenant has to 
command more funds to become an owner. Fre
quently investment in machinery and livestock 
exceeds that in land and buildings. Soil rebuilding.

in many cases an absolute necessity after years of 
exploitation, requires substantial capital input. 
Rural electrification has made it desirable to add 
living and working comforts not possible a half 
century ago. And, in addition, day to day need 
for cash has increased with the growth in speciali
zation and rise in operating costs.

A rise in capital requirements ordinarily means 
a rise in demand for credit. This has been true 
of agriculture in the past and, as it returns to a 
more normal situation, it probably will be true in 
the future. In other words, the total volume of 
farm credit may be expected to increase materially 
over the long pull ahead. And probably the rise 
in production or operating credit will be greater 
relatively than the increase in farm mortgage credit.

These are the two basic types of farm credit 
extended— short-term or production credit which 
is expected to be liquidated fully in one production 
cycle as the farmer produces and markets his out
put, and longer-term credit ordinarily secured by 
a mortgage. The latter, of course, also has to 
be liquidated out of income but over a longer period 
of time than one production cycle.

PRODUCTION CREDIT
Farmers’ non-real estate loans (short-term credit 

mostly) totaled over $6 billion at the beginning of 
1949. Of this amount almost $1.2 billion repre
sented Commodity Credit Corporation price sup
port loans, which are not liabilities of farmers in 
the usual sense. About $2.2 billion represented 
both credits and loans from merchants, dealers, 
finance companies, private lenders, etc. Much of 
this was “convenience” credit.

The major institutional supplier of farm produc
tion credit has been and still is the commercial
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bank. As of January, 1949, commercial banks held 
more than $2 billion in outstanding non-real estate 
loans to farmers. In addition, of course, the banks 
held much of the loans guaranteed by the Com
modity Credit Corporation. Of the 13,354 insured 
banks in the United States, 12,301 reported having 
loans to farmers as of January, 1947. While these 
included both non-real and real estate loans, prac
tically all of these banks had some farm production 
credit extended. On the same date, only 141 of 
the seven district states' 2,957 banks reported no 
farm loans.

Credit extension to farmers thus is an important 
and widespread commercial banking activity. In 
this region it accounts for a substantial share of 
bank earnings. In 1948, the banks in the seven 
states of the Eighth District held almost $500 
million in farm loans (of all types)—a figure which 
represented more than one-fifth of their total loan 
portfolio. Farm loans were just about twice as 
important in bank loan portfolios in this area as 
in the nation as a whole.

T O T A L  F A R M  L O A N S  H E L D  B Y  C O M M E R C IA L  B A N K S  A N D  
P E R C E N T  O F  F A R M  L O A N S  T O  T O T A L  L O A N S,

1940 A N D  1948 
(Thousands o f dollars)

1940 1948
% of Total %  of Total

Farm Loans and Farm Loans and
Loans Discounts Loans Discounts

Arkansas ......................... $ 21,397 33.6% $ 30,959 43.9%
Illinois ...........................  99,580 10.3 114,300 19.5
Indiana ...........................  49,545 17.7 84,296 25.6
Kentucky .......................  37,577 17.1 69,682 25.8
Mississippi ..................... 17,917 27.3 27,330 21.6
Missouri .........................  78,116 16.6 113,341 14.9
Tennessee .......................  60,472 23.7 54,743 31.2
Eighth District States. 364,604 15.7 494,651 21.3
U. S. Total..................... 1,628,562 9.7 2,403,148 11.1
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It should also be pointed out that the relative 
importance of farm loans to the district's banks has 
increased in the past few years. In 1940, farm 
loans made up 16 per cent of total loans in banks 
in the seven district states. In 1948, the figure was
21 per cent.

Government Credit Sources—An appreciable 
amount of farm production credit is supplied by 
Government credit agencies. In their present form 
these are relative newcomers to the short-term 
farm credit field. Government got into farm fi
nance with the Federal Farm Loan Act of 1916. 
After the severe post-World War I depression 
which hit agriculture particularly hard, this Act 
was amended in 1923. Ten years later the whole 
Government farm finance organization was re
vamped. That in existence today is essentially the 
same as was created in the reorganization of the 
1930’s.

Operating in the same field as the commercial 
banks in making funds available for farm produc
tion and operation are the Production Credit As
sociations, cooperatives composed of farmer bor
rowers who elect their own boards of directors 
and appoint an executive officer, the secretary- 
treasurer. These Associations are scattered across 
the nation. At mid-1948 they had $460 million out
standing in loans—less than one-fifth of the amount 
of bank-extended farm credit. The Associations 
are supervised by twelve Production Credit Cor
porations, one in each farm credit district. The 
Corporations were created in 1933 and supplied 
then and later with a total of $120 million in capital 
in Government funds.

In 1944 a revolving fund program for returning 
the funds to the Treasury was begun. The Govern
ment Appropriations Act of 1949 required an addi
tional $30 million to be returned during fiscal 1949. 
As a result of these two actions the amount of 
government capital outstanding has been reduced 
to $46 million.

No interest is paid on these funds, and so, in 
effect, earnings from them amount to a subsidy. 
The Corporations in turn supply much of the initial 
capital for the Associations and help them get 
started. Neither the capital of the Corporations 
nor of the Associations actually is used for lending 
to farmers. It is mainly invested in securities to 
provide income over and above that from other 
sources. Some capital is available to the Associ
ations from their members. Any borrower is re
quired to purchase $5 in Association stock for 
every $100 borrowed.

The chief sources of loanable funds for the As
sociations are the Federal Intermediate Credit
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Banks which lend to and discount paper for the 
Associations. In turn this paper is used as security 
behind annual issues of debentures of the Inter
mediate Credit Banks. The debentures are obliga
tions of all the Banks and are not Government- 
guaranteed. The Bank discount rate cannot be 
more than 1 per cent higher than the yield on the 
immediately previous debenture issue, except with 
the permission of the Governor of the Farm Credit 
Administration. Since 1940 face rates have varied 
from a high of 3.39 per cent to a low of 0.71 per 
cent. That for 1948 was 1.53 per cent.

The Intermediate Credit Banks have the power 
to lend to or discount paper for almost any type 
of institution that makes short-term loans to farm
ers. As originally set up in 1923 it was antici
pated that they would work with commercial banks. 
There were so many restrictions in the way of 
banks’ borrowing from them, however, that they 
were little used by the banks.

The Intermediate Credit Banks charged the As
sociations a 2 per cent discount rate from the time 
they were created until 1939, when rates were 
reduced to X1/̂  per cent. The discount rate started 
upward again in 1947 and by July 1, 1948 stood at
2 per cent throughout the country, except in the 
Omaha and St. Louis districts, where the rates were 
\x/z and per cent, respectively. The Omaha 
rate went to 2 per cent last fall. Banks in two 
districts have raised their rates to 2^4 per cent in 
1949.

For some years, the rate of interest which the 
Associations could charge farmers on loans dis
counted at the Intermediate Credit Banks was 
limited to not more than 3 per cent above the 
discount rate of the Intermediate Credit Banks. 
This regulation was amended June 1, 1948, per
mitting the Banks to discount paper on which in
terest charged borrowers was not more than 4 
per cent above the discount rate. By June 30, 1949, 
the interest margin had been increased above 3 per 
cent in 290 Associations to meet higher operating 
costs and accumulate resources more rapidly. Most 
Associations also charge loan service fees which 
represent costs of reviewing borrowers’ operations, 
drawing up loan papers, searching lien records and 
recording security instruments. These fees 
amounted to 0.33 per cent of loans during 1948.

Another Government agency in the production 
credit field is the Farmers Home Administration 
which in its original form began in 1918 with the 
purpose of making Government loans to distressed 
farmers. These activities were on a small scale 
until the 1930’s. In 1946 such lending activities

were combined with the Farm Security Administra
tion’s rehabilitation loan function.
COMPETITION BETWEEN COMMERCIAL BANKS 

AND GOVERNMENT CREDIT AGENCIES 
The commercial bank and the Production Credit 

Association have tended to be directly competitive 
for short-term farm loans. The Farmers Home Ad
ministration lending program generally is regarded 
as non-competitive with the banks, since it aims 
at distress cases which most banks believe are in
eligible for typical bank credit.

The PCA brought with it two major develop
ments in short-term farm credit. While some com
mercial banks had employed similar practices prior 
to this time, the establishment of the PCA’s made 
them nationwide in scope. Its secretary went out 
to the farmer and almost literally brought farm 
credit facilities to his front door. And in extending 
credit a definite attempt was made to tailor both 
advances and repayments to suit the particular type 
of farm operation. In addition better farm credit 
files were developed.

Progressive commercial bankers soon recognized 
that these two developments were desirable and 
moved to meet the new competition. In sections 
where the bankers were active in farm credit the 
banks maintained competitive positions. In other 
areas they lost ground. On balance, however, the 
commercial banks more than held their own. The 
proportion of total non-real estate farm credit 
supplied by the banks has grown, particularly in 
recent years.

There are very natural reasons for this. Given 
use of the newer techniques and procedures the 
bank is in even better competitive position. The 
farmer is used to dealing with the banker who 
is conveniently located for him in most cases. 
And many banks have been adding farm credit 
specialists to their staffs. These men go out to 
the farms and get first hand knowledge of the 
operations and management character which are 
vital in credit extension.

FARM MORTGAGE LOANS T
Commercial banks are not equally important 

in the farm real estate loan field. Currently, in 
this district the banks hold about one-fifth of the 
farm mortgage debt. On a national scale, at the 
beginning of 1949, insured banks held about one- 
sixth of the $5.1 billion in farm mortgage debt

P E R C E N T  O F  T O T A L  F A R M  M O R T G A G E  D E B T  H E L D  
B Y  C O M M E R C IA L  B A N K S , 1940-1948

1940 1945 1946 1947 1948
...... 4.8 5.3 7.7 1 1 .6 12.1
...... 5.7 7.6 8.7 11.4 13.5

14.1 16.6 21.3 23.8
24.7 28.9 38.4 43.3

Mississippi .............................. ...... 8.1 6 .6 7.7 1 1 .0 1 1 .2
...... 8.3 11.3 12.5 16.1 17.3

19.3 24.1 31.7 34.8
Eighth District S tates ...... ...... 8.8 11.6 13.7 18.2 20.4
United States ....................... ...... 8.1 9.1 10.8 14.3 16.3
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FARM MORTGAGE DEBT 
HELD BY PRINCIPAL LENDER GROUPS  

UNITED STATES, 1910*1948

Billions of Dollors Billions of Dolkurs

outstanding. The principal lenders in this field are 
life insurance companies, government credit sources 
(each group with about $1 billion in farm mortgage 
debt in 1949) and individuals and others (with 
about $2 billion in 1949).

Farm real estate loans are an important source 
of commercial bank earnings, however, and have 
grown in importance over the past few years. 
After the widespread difficulties with farm mort
gages of the early depression years, many people 
thought commercial banks would not again become 
a significant source of farm mortgage credit. The 
banks have increased their loan volume in this 
field by almost 60 per cent in the past ten years, 
despite the general downward trend in total farm 
mortgage debt outstanding, off 22 per cent since 
1940. Except for the Farmers Home Administra
tion, commercial banks constituted the only impor
tant lender group whose outstanding farm real 
estate loans were substantially larger in total in 
1949 than in 1940. Life insurance loans were up 
just 5 per cent, those made by individuals and 
others were down 10 per cent, and Federal Land 
Bank and Federal Farm Mortgage Corporation 
loans off 65 per cent, 1949 relative to 1940. As a 
result, commercial banks in the United States in
creased their share of the farm mortgage debt 
outstanding from 8 per cent in 1940 to 17 per cent 
in 1949. The gain at Eighth District banks was 
even more striking—from 9 per cent to over 20 
per cent.

Originally national banks were not permitted 
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to make real estate loans. That provision was grad
ually relaxed after 1913, and today national banks 
may lend on improved real estate. If the loan is 
amortized, it may be made for a longer period than 
an unamortized one.

The creation of the Federal Land Banks in 1916 
brought Government into the field of farm real 
estate finance. Going through much the same 
process of reorganization as Government short-term 
farm credit institutions, the Land Banks today are 
a major factor in financing farm real estate. Loan 
volume has been declining since the 1937 peak of 
almost $3 billion, however, and at the beginning of 
1949 outstandings were below $900 million. Two 
major factors account for this development: (1) The 
general drop in farm mortgage debt as farmers used 
high incomes to pay off debt, and (2) increased 
competition.

The Farmers Home Administration also makes 
long-term loans to farmers but again these are 
mainly distress and rehabilitation cases not re
garded as directly competitive by banks. Loans 
are made up to 40 years in term.

Life insurance companies historically have been 
a major source of farm mortgage loans, but their 
total outstandings have s h o w n  relatively little 
change over the past several years—holding at 
about $1 billion. About 40 per cent of farm real 
estate loans are made by individuals and a host 
of various types of financing agencies.

NEW LENDING PRACTICES
To meet the changed farm credit requirements 

lending policies and procedures have had to be 
changed—both in respect to short-term and long
term farm credit. Longer-term loans, lower interest 
rates, budgeted disbursements and amortized pay
ments, variable payments and prepayments, closer 
managerial supervision, better credit records and 
many other developments have occurred. Generally 
speaking, new techniques have been developed to 
meet the needs; the problem has been mainly one of 
getting the new techniques adopted on a widespread 
scale. Progressive lending institutions have made 
use of differing procedures and have done a good 
job in meeting the farm credit needs of their com
munities.

Long-Term Lending—The Farmers Home Ad
ministration contributed to improved farm mort
gage lending practices. This organization, originally 
called the Farm Security Administration, was set 
up in 1933 to help low income farm families and 
included a tenant purchase plan. Local operations 
are carried on by a county committee of three 
farmers who make all tenant selections. Prior to 
the granting of credit, the tenant, assisted by
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trained technicians, has to work out a complete 
farm and home management plan and agree to keep 
a complete record of his business. Credit is then 
extended both for the purchase of the farm and 
for building up the soil. An optional variable pay
ment plan is presented to borrowers, with payments 
based on the amount of net cash income available 
after necessary business expenses are deducted. 
Those not electing the variable payment plan may 
make as many and as large prepayments as they 
wish. By the second plan, however, extra principal 
payments do not place the borrower ahead of 
schedule.

A second progressive step has been made by a 
number of insurance companies and the Federal 
Land Banks, which permit borrowers to build up 
reserves for making later payments. This method 
allows farmers to accumulate payments during high 
income years for paying off or reducing debts and 
to forego payments during low income periods. 
Either the variable repayment system or the built 
up reserve system seems superior to the regular 
amortization plan. Farm income is irregular and 
debts can be paid much more easily at one time than 
at another. Regular amortization very well might 
be supplemented by prepayment privileges for best 
results both to lender and farmer.

Another area in which progress has been made is 
in credit for land improvement. Many good native 
soils have been depleted and now have low produc
tivity. Others have been eroded and need erosion 
controls, seeding and sodding as well as fertilizers. 
Some land needs drainage. Other needs also are 
pressing. The problem is particularly important in 
the southern portion of the Eighth District where 
soils have been cropped for a longer time without 
attention. Much ground has suffered from soil ero
sion and the other wastes of poor soil management.

Conventional farm mortgage lending techniques

are not suited very well to furnishing credit for a 
soil rebuilding program or for shifts in type of farm 
output over a period of time. A new technique has 
been developed, however, that makes possible ade
quate financing of such a program. It was origin
ally developed at St. Joseph, Missouri, where the 
local bankers and the county farm agent, with the 
help of the agricultural economist of the Federal 
Reserve Bank of St. Louis, worked out a program 
that offers great promise.

The program consists of a series of steps. First, 
a complete w a t e r  and soil management plan is 
drawn up for the farm. Both the banker and the 
farmer rely on technically trained men for this job—  
either a trained man already employed by the bank, 
or a county agent or soil conservation technician. 
Second, an appraisal system that recognizes im
provements is established. Thus, instead of ap
praising the farm unit before the program is begun 
and holding that appraisal constant throughout the 
life of the loan, the bank gives recognition to the 
capital input and rise in productivity as the program 
advances. Third, disbursement is made to the 
farmer over the life of the improvement program 
rather than in a lump sum. Scheduled improve
ments thus are matched with scheduled disburse
ments, in each case with supervision from the 
technical man. Finally, repayments are scheduled 
out of the increased production resulting from the 
improvements—a substantial portion of that in
crease going to liquidate the loan.

Such a loan thus is a modification of a conven
tional farm mortgage. It is amortized but payments 
are varied in anticipation of probable increased pro
duction—a reasonably accurate estimate of this 
usually can be made. Technical management is 
tied in.

The advantages of this type of credit are obvious. 
First, there is little danger that the burden of debt
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will impair the productivity of the farm, and, inci
dentally, impair the borrower’s ability to pay debts 
and destroy the lender’s collateral. Second, it pro
vides for gradual repayment in line with produc
tion and income, thereby permitting the farmer to 
enjoy a reasonable standard of living while repaying 
the debt and a higher standard of living after the 
debt is repaid.

Also important, the widespread acceptance of 
balanced farming can have a tremendous effect upon 
the local business life of any community. On the 
basis of studies of balanced farm programs through
out the Eighth Federal Reserve District, it can be 
said safely that a sound balanced farm plan put into 
operation on at least one-third of a county’s land 
could bring the county, at average prices, about 
$1 million yearly in new income. This would be 
the same as acquiring a new factory which would 
employ 480 workers at an average pay check of $40 
a week. Progress of this sort for the rural com
munity as well as for the individual farmer greatly 
depends upon a new and flexible procedure for ex
tending agricultural credit. The banker as well as 
the farmer will find such a forward step profitable.

Short-Term Credit—In the non-real estate credit 
field a number of commercial banks and the Pro

In August and early September the national 
economy continued to show signs of recovery from 
the mid-year low, and prospects for a stable fourth 
quarter are encouraging. The Eighth District 
economy was lagging a little, however, as a rela
tively short cotton crop and a major railroad strike 
apparently were offsetting other factors of strength.

In part the upturn from the low point reached 
in mid-year is seasonal, just as the decline in many 
individual industries probably was influenced by 
seasonal factors. But the recovery also is receiving 
additional impetus from nonseasonal forces. The 
apparent resumption of inventory buying to rebuild 
depleted stocks, for example, is providing a con
siderable amount of upward pressure on the level 
of operations in a number of industries.

The drive to replenish stocks in some lines has 
resulted from the fact that consumers’ purchases 
throughout the year held at a level somewhat 
higher than was expected by most retailers and 
manufacturers. Expenditures for furniture and 
household equipment, for example, leveled off in 
the first half of 1949 following the decline from an

duction Credit Associations have started using a 
budgeted loan system. This type of loan usually 
covers the farmer’s entire credit needs for the year. 
The funds are disbursed to the farmer as needed 
for carrying out farming operations and repaid as 
c r o p s  and livestock are marketed. Interest is 
usually charged on each dollar borrowed for the 
actual number of days it is outstanding. The farmer 
thus saves by paying interest only on money ac
tually used and the lender can spread his available 
funds out to more customers. This type of loan is 
generally made on one note with one chattel mort
gage covering the entire amount to be disbursed to 
a customer during the season.

Probably farm credit requirements will continue 
to change in the future as they have in the past. In 
most cases the problems involved probably will be 
those of procedures and techniques rather than the 
making of large additional volume available even 
though total requirements seem likely to show some 
increase over the future. In other words what is 
and will be needed in the farm credit field is what 
has been needed in the past—imagination and 
willingness to fit the credit to the needs of the 
borrower who has a sound proposition.

Clifton B. Luttrell

annual rate of $12.1 billion in the third quarter of
1948 to $10.4 billion in the fourth quarter. Through 
June, 1949 these expenditures were virtually un
changed from the rate in the fourth quarter of 1948. 
Aggregate purchases of other durable goods, exclud
ing automobiles which increased during these nine 
months, also held steady. In the nondurable goods 
lines, most of the decline in consumers’ expendi
tures has been in outlays for clothing, shoes, food 
and drink—where lower prices largely account for 
the decrease in aggregate expenditures. Yet in the 
face of continued demand at a relatively high level, 
inventories underwent substantial liquidation. Now, 
with income and expenditures continuing to be 
maintained, stocks once more are being replaced, 
and the resulting orders are reflecting in increased 
output and employment at the manufacturing level.

In general, there is little likelihood that the re
covery movement will fail to carry through the 
fourth quarter—provided it is not interrupted by 
work stoppages in major industries where collective 
bargaining problems now exist. Even a brief cessa
tion of operations in the steel industry would be

Survey of Current Conditions
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