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Bank Loans to Farmers
The farm loan estimates presented in this article are 

based on the results oj recent nationwide surveys con
ducted by the Federal Reserve System and Federal 
Deposit Insurance Corporation. Ninety-five Eighth 
District insured banks, 38 of them Federal Reserve 
member and 57 nonmember banks, participated in each 
survey.

To determine the sample, banks were classified in 
groups by size, class and geographic area, and individ
ual banks zvere drawn at random from each group. 
The sample banks provided data on every fifth raw- 
real estate loan to farmers and every farm mortgage 
loan in their portfolios. Respondent banks which were 
members of the Federal Reserve System filled out the 
questionnaires as of June 20,1947, while questionnaires 
for nonmember banks zvere filled out by the bank ex
aminers of the Federal Deposit Insurance Corporation 
in the course of their bank examinations conducted 
during the period June 2 to July 18.

The volume of farm debt recently turned up
ward after declining during most of the war period. 
Commercial banks have always been an important 
source of credit to farmers and recently bank loans 
to farmers have risen both absolutely and relative 
to credit from other lending agencies. A major 
purpose of the agricultural loan surveys was to ex
amine the amount and terms upon which commer
cial banks are extending credit to farmers.

Farmers came out of the war in a much im
proved financial position, and their position has 
continued to improve since. From the end of 1939

to the end of 1946 total farm assets more than 
doubled, increasing from $54 billion to $111 billion. 
A record level of income has enabled farmers to 
save substantial amounts and their liquid asset 
holdings (cash, bank deposits and Government 
securities) alone increased from about $5 billion 
at the end of 1939 to about $22 billion at the end 
of 1946. Farm indebtedness decreased from about 
$10 billion to about $8 billion during the same pe
riod despite a general rise in prices of goods farm
ers buy, and in expenses of production. As a re
sult the farmer has increased his ownership equity 
considerably, the ratio of total farm assets to total 
farm liabilities increasing from about 5 to 1 at the 
end of 1939 to 13 to 1 at the end of 1946.

Trends in Farm Indebtedness—Farm indebted
ness customarily has shown wide fluctuations in 
total amount outstanding and in the relative 
amount held by various lenders. During the de
cade, 1910-1920, total farm indebtedness increased 
sharply. The amount outstanding was estimated 
at $4.5 billion in 1910, $6.7 billion in 1915, and $12.3 
billion in 1920. The earlier part of this period was 
characterized by expanding farm production with 
relatively stable prices. With the outbreak of 
World War I, however, higher farm production 
costs resulted in a substantial increase in short
term loans to farmers. Agricultural prices rose and 
higher farm income initiated and nourished a spirit 
of optimism which soon manifested itself in heavy 
speculation in farm real estate. The index of farm 
land value per acre jumped from 103 in 1915 to 
170 in 1920. Farm mortgage debt which was esti
mated at $3 billion in 1910 increased to over $10
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billion by the end of 1920, most of the gain oc
curring in the war and early postwar periods.

The depression which began in the latter part 
of 1920 brought a sharp drop in prices received by 
farmers relative to prices paid, greatly impairing 
capacity to meet expenses and debt payments. 
There was a sharp drop in short-term farm loans 
but mortgage loans increased due in part to the 
refunding of short-term loans into longer term 
mortgages. Following the readjustments brought 
about by the depression, the volume of farm in
debtedness remained fairly stable during the re
mainder of the Twenties.

The period, 1930-1933, was one of severe defla
tion which was especially drastic in agriculture. 
The gap between farm income and expenses was 
widened, resulting in a severe adverse balance of 
payments for agriculture. A wave of farm failures 
caused banks to curtail loans in the face of an in
creasing need for farm credit. As a result many 
farm loans were foreclosed. The generally distressed 
financial condition in agriculture led to the organ
ization of new Federal credit agencies. Farm pro
duction loans dropped from $2.5 billion outstand
ing at the beginning of 1930 to $900 million at 
the end of 1933. Inability to repay or to refund 
short-term loans into long-term mortgages, to
gether with heavy foreclosures, brought a drop 
in farm mortgage loans outstanding from $9.6 bil
lion to $7.7 billion during the same period. After 
the drastic liquidation in the early Thirties the 
volume of farm indebtedness leveled off and 
showed little change during the remainder of the 
decade.

One of the most significant features of the trend 
in farm indebtedness over the past quarter century

is the contrast between what happened in World 
War II and World War I. World War II brought 
a sharp increase in prices received relative to 
prices paid by farmers which resulted in a sub
stantial rise in net farm income. Instead of using 
this surplus as a down payment to buy more land 
at inflated prices thus increasing the volume of 
farm loans, it was used to pay off outstanding 
debts and to accumulate liquid assets. From the 
end of 1939 to the end of 1945 farm mortgage loans 
outstanding decreased more than 20 per cent in 
contrast to an increase of nearly 100 per cent 
from the end of 1915 to the end of 1920. In 1946, 
however, farm mortgage debt turned upward and 
registered a gain of about $170 million.

Another contrast with World War I was that 
despite many factors which increased farm costs, 
there was no substantial change in the volume of 
short-term farm loans during World War II. Some 
increase occurred in 1940 and 1941; if loans granted 
by the Commodity Credit Corporation are excluded, 
the peak of the war period was reached in 1942.

The trend of farm indebtedness in Eighth Dis
trict states has been similar to that in the nation 
as a whole. Liquidation of farm mortgage loans 
was somewhat faster during the early Thirties with 
the result that Eighth District states’ percentage 
of the national total decreased from 18.3 at the 
end of 1929 to 17.6 at the end of 1932. During the 
latter part of the Thirties farm mortgage debt 
outstanding in Eighth District states decreased 
somewhat more slowly than nationally, resulting 
in a slight increase in these states* proportion of 
the national total. At the end of 1945 Eighth Dis
trict states accounted for 19.2 per cent,of all farm 
mortgage loans outstanding 'in the United States.
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Distribution Among Lenders— Between 1929 and 
1939 there wrere significant shifts in the distribu
tion of farm mortgage indebtedness by lenders. 
The major development was the steadily decreas
ing importance of life insurance companies in the 
farm mortgage field and the increasing importance 
of Federal Land Banks and the Federal Farm 
Mortgage Corporation. At the end of 1929, life 
insurance companies held 22 per cent of farm 
mortgages outstanding and the Federal Land 
Banks held only 12^2 per cent. At the end of 1939, 
however, life insurance companies held less than 
15 per cent of farm mortgages, Federal Land Banks 
held over 30 per cent, and the Federal Farm Mort
gage Corporation held 11 per cent of the total.

Commercial banks and other lenders, including 
individuals, also supplied a decreasing proportion 
of farm mortgage credit during the Thirties. At 
the end of 1929 non-institutional lenders held nearly 
50 per cent of the total farm mortgage debt and 
insured commercial banks held 10.4 per cent, but 
by the end of 1939 non-institutional lenders held 
less than 34 per cent and insured commercial banks 
accounted for only 8.1 per cent.

There were several factors responsible for the 
shift of farm mortgage indebtedness from private 
lending agencies during the decade of the 1930’s. 
The most important factor was the financial dis
tress of the farmer which made him an unsound 
credit risk in the eyes of private lending sources. 
Another important factor was the severe curtail
ment of loans by private lenders induced by the 
general economic collapse. The large number of 
farm bankruptcies and the shortage of credit on 
suitable terms led to the establishment by the Gov
ernment of special credit agencies to help the 
farmer and to liberalization of credit terms by some 
existing Federally sponsored agencies. For exam
ple, the Federal Land Banks broadened their max
imum loan limits and reduced their interest rates. 
In 1934, Federally sponsored agencies made $1.3 
billion in farm mortgage loans or nearly three- 
fourths of the total recorded by all lenders. Many 
borrowers refinanced their loans with the Federal 
Land Banks and the Farm Mortgage Corporation.

During the present decade farm mortgage lend
ing has shifted back towTard the private agencies. 
At the end of 1945 life insurance companies had 
increased their proportion of total farm mortgage 
debt outstanding to 17.4 per cent, non-institutional 
lenders to 43 per cent, and commercial banks to 10 
per cent.

Several factors were involved in this shift back 
toward the private lenders. High farm real estate

FARM MORTGAGE DEBT OUTSTANDING IN U S  
BY LENDER GROUPS 1930-1946

1930 1932 1934 1936 1938 1940 1942 !944 1946
* FEDERAL FARM MORTGAGE CORP. FARM SECURITY ADMINISTRATION. 

JOINT STOCK LAND BANKS

prices led to the sale of many real estate holdings 
which had been foreclosed in the early Thirties. 
Such sales often resulted in new loans to the pur
chasers and since more of these sales were made 
by private lenders than Government-sponsored 
agencies, the effect was to maintain or even in
crease their relative share of farm’ mortgages. The 
large increase in farm mortgages held by individ
uals since 1940 also suggests that many real estate 
sales resulted in the liquidation of institutional 
loans and a relative gain in mortgages held by indi
viduals. Finally, individuals and private institu
tions have experienced a substantial increase in 
available funds and therefore have sought an outlet 
for these funds in loans and investments. The es
tablishment of farm loan departments by many 
country banks is evidence of their interest in the 
•farm loan market.

There are some important differences between 
the lender distribution of farm mortgage loans in 
Eighth District states and in the United States. 
Life insurance companies and insured commercial 
banks hold a larger proportion of the loans in this 
area than nationally, and Federal agencies and the 
“ other” group, mostly individuals, account for a 
smaller proportion of the total. Insured commer
cial banks accounted for nearly 13 per cent of the 
total in district states at the end of 1945 as com
pared to 10 per cent for the country as a whole.
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Considerable variation also existed am ong Eighth 
District states in the proportion o f total farm 
m ortgage debt held by com mercial banks. Indiana, 
Kentucky and Tennessee were above the district 
average at the end of 1945, with percentages of
15, 24, and 26, respectively. On the other hand, 
Mississippi, Illinois and Arkansas were substanti
ally below  the regional average, com m ercial banks 
holding 8, 8, and 7 per cent, respectively.

Commercial banks have been the largest holders 
of short-term farm loans both nationally and in 
Eighth District states. Data for insured com 
mercial banks are available since the beginning of 
1935. A t that time this group of banks held slightly 
more than 70 per cent of the total o f such loans 
(including loans guaranteed by the Com m odity 
Credit Corporation) held by com m ercial banks, 
Production Credit Associations, Federal Interm edi
ate Credit Ranks, Regional Agricultural Credit C or
porations, Em ergency Crop and Feed Loan O ffice, 
and the Farm Security Adm inistration. Insured 
com mercial banks in Eighth District states sup
plied an even larger proportion o f the total— 74 
per cent. The proportion supplied by com m ercial 
banks decreased during the latter part o f the 
Thirties, and reached a low  o f approxim ately 47 
per cent in July, 1936. There was som e recovery 
after that, but in the nation as a whole, insured 
com mercial banks held only 54 per cent o f the 
short-term farm loans held in July, 1942 by 
the institutional lenders m entioned above. The 
banks have im proved their position considerably 
since that time and in July, 1946 it was estimated 
that they held approxim ately 63 per cent o f the 
short-term loans to farmers. In E ighth District 
states the proportion supplied by insured com m er
cial banks ranged from  60 to 74 per cent during 
the period 1939 to July, 1946.

Just as com m ercial banks are an important source 
of credit for the farmer, so is the farmer an im
portant market for com m ercial bank loans. Farm 
loans constitute an important part o f the loan 
portfolio of com m ercial banks both nationally and 
in Eighth District states. For example, at the end 
of 1939 farm loans constituted 16 per cent o f all 
Eighth D istrict mem ber bank loans. This pro
portion, ' however, decreased steadily during the 
war and postw ar periods. It amounted to only
6 per cent at the end o f 1946. This decrease was 
due to tw o factors: ( I )  a contraction in farm loans, 
especially farm production loans reflecting the im
proved financial position o f  farmers, and (2 ) the 
rapid expansion in business and consum er loans, 
especially since the end o f  the war, which reduced 
farm loans relative to total loans.

The ratio o f farm to total loans held in member
• bank portfolios, however, is not an accurate indica
tion o f the importance o f farm credit to  the indi
vidual bank. Naturally, farm loans are more im
portant to banks in rural areas. A t the end of 1939, 
real estate and non-real estate farm loans consti
tuted 20 per cent o f the total loans o f all country 
member banks in the Eighth District. A lthough 
the proportion is at present som ewhat smaller, such 
loans still constitute one of the m ajor parts of the 
country bank portfolio. Furtherm ore, farm loans 
are much more im portant for many of the small 
banks in rural areas than even this average in
dicates.

NON-REAL ESTATE FARM LOANS*
Insured com m ercial banks in the Eighth District 

held approximately 320,200 non-real estate loans 
(exclusive o f CCC loans) to farmers in mid-
1947 for an aggregate of $140 million. Thus, the 
average loan of this type held by district com m er
cial banks was about $440.

Banks with total deposits under $2 million had
42 per cent of the total dollar loan volume, those 
with deposits o f $2 to $10 million, 51 per cent, 
and those with deposits of over $10 million, 7 
per cent. In number of loans they held 52, 46, 
and 3 per cent, respectively.

Terms of Loans— O ver one-half o f the non-real 
estate loans to farmers made by insured com m ercial 
banks were for less than $250. The total dollar 
value o f such loans amounted to only 12 per cent of 
the dollar value o f all non-real estate farm loans 
made by these banks. A bout 86 per cent of these 
loans were for less than $1,000 each and their dollar 
value amounted to 44 per cent o f the total. Loans 
o f less than $1,000 provided 47 per cent of the 
incom e insured com m ercial banks received in the 
form  o f interest on non-real estate farm loans.

The typical rate charged by district com m er
cial banks was 6 per cent. Non-real estate 
farm loans which bore an annual interest 
rate of 6 to 6.9 per cent accounted for 53 per cent of 
the total number, 54 per cent of the total dollar 
amount, and provided the banks with 52 per cent 
o f their total interest incom e from  this type of farm 
loan.

* This section deals with all bank loans not secured by real estate to 
farmers. Such loans are for a variety of purposes— production ex
penses, living costs, refinancing, etc. In terms of dollar amount, by far 
the largest share o f such loans is for production expenses. There are, 
however, a substantial number of loans (m ostly small) for living ex
penses. M ost of the loans are classified in the ca,ll report under “ other 
loans to farmers”  but some o f them are classed under consumer loans 
and other categories. I*oans guaranteed by the Commodity Credit 
Corporation are not included.
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Non-Real Estate Farm Loans of Eighth District Insured
Commercial Banks, by Interest Rate, Mid-1947

Annual Dollar Percentage
Rate No. of Amount Distribution

Charged Loans (M illions) No. Amount
Under 5% .........................................  11,100 $ 12.4 3%  9%
5 to 5.9 .............................................  11,800 17.7 4 12
6 to 6.9 .............................................  16H,.S00 76.2 5* 54
7 to 7.9 .............................................. 22,800 8.0 7 6
8 to 8.9 .............................................. 60,800 14.7 19 11
9 and over .........................................  45,400 11.7 14 8

Total ...........................................  320,200 $140.1 100% 100%

It is significant to note that the loans which car
ried a low  rate o f interest accounted for a larger 
proportion of the total dollar amount than of the 
total number. O ver one-half of the loans for $5,000 
and above were made at rates below  6 per cent as 
com pared to less than 5 per cent of the loans for 
amounts of less than $500.

The production cycle in agriculture is usually 
less than one year. This is reflected in the maturity 
distribution of non-real estate farm loans. Over 
95 per cent of such loans held by district insured 
com m ercial banks matured within one year, and 
more than two-thirds within 6 months. Those

Non-Real Estate Farm Loans of Eighth District Insured 
Commercial Banks, by Maturity, Mid-1947

Dollar Percentage
Mature N o. o f Amount Distribution
Within Loans (M illions) No. Amount
3 months* .................................... 69,700 $ 28.6 22%  21%
3 to 6 months ........ '........................ 152,100 61.8 48 44
6 to 9 months ................................  48,500 19.7 15 14
9 mos. to 1 year............................ 34,600 20.8 11 15
Over 1 year....................................... 11,000 7.2 3 5
Past Due ..........................................  4,900 2.0 1 1

Total ...........................................  320,200 $140.1 100% 100%
*  Tr»rllir1*»<a I n a n e

maturing in 9 to 12 months accounted for 11 per 
cent of the total number, but 15 per cent of the 
dollar amount, and those repayable in over one 
year accounted for only 3 per cent of the number 
and 5 per cent of the total amount. Loans for the 
longer maturities, though small in number, were 
above average in size.

A  large m ajority o f the non-real estate farm 
loans— 93 per cent— were repayable in a single 
payment. This was to be expected, since most 
non-real estate farm loans are repaid out of prod
ucts which in a m ajority o f cases yield an income 
return only once or twice during the life of the 
loan. H ow ever, about .5 per cent o f these loans 
were repayable in regular instalments and 2 per 
cent in irregular instalments.

Term s of repayment varied both with respect to 
size of loan and type of farm. The proportion o f 
instalment to total loans increased with the size of 
loan until the rather large loans were reached. F or 
example, only 4 per cent o f the loans for amounts 
under $250 were repayable in instalments, the pro
portion gradually increasing until it reached 14 
per cent of the total number of loans in the

$1,500 to $2,490 and $2,500 to $4,999 brackets. None 
of the large loans ($5,000 and over) were payable 
in installments. The highest proportion of instal
ment loans went to borrowers engaged in truck, 
dairy and poultry farming. Receipts from market
ing in these lines are distributed over a period of 
time at fairly regular intervals. N o instalment 
loans were recorded in fruit farming where re
ceipts are concentrated in one period of the year.

Non-Real Estate Farm Loans of Eighth District Insured 
Commercial Banks, by Type of Security, Mid-1947

Dollar Percentage
0 No. of Amount Distribution
Secunty Loans (M illions) No. Amount 
U nsecured:

Not endorsed .............................. . 104,000 $41.8 33% 30%
Endorsed, comaker .....................  62,100 20.5 20 14

Livestock ...........................................  71,600 30.8 22 22
Combination of crops, machinery

and livestock ................................  52,000 29.4 16 21
Machinery .........................................  13,900 9.6 4 7
Crops ....................................................  2,200 0.9 1 1
G .I. guarantee ..................................  1,000 1.2 a 1
Other security ................................... 9,400 4.2 3 3
Unknown ............................... ............ 4,000 1.7 1 1

Total .......................................  320,200 $140.1 100% 100%

a Less than ^  of 1 per cent.

A  little over half o f the non-real estate farm 
loans held by district com mercial banks were unse
cured, if endorsed and comaker notes are included 
in this category. H ow ever, they accounted for but
44 per cent o f the total dollar amount. The en
dorsed and com aker notes, which were consider
ably below  average in size, constituted one-fifth 
of the total number but only 14 per cent o f the 
dollar volume. The next largest group o f non- 
real estate farm loans were those secured by live
stock, this category making up 22 per cent of the 
number and dollar amount. A  large number of 
farm borrowers offered a combination of crops, 
livestock and machinery as security for their loans.
G.I. guarantees secured about 1,000 loans for a 
total of $1.2 million. These loans and those 
secured by machinery were above average in size 
as both groups made up a larger proportion of 
the dollar volum e than of the total number.

Characteristics of Borrowers— The typical dis
trict non-real estate farm borrow er was engaged 
in general farming, was operating a farm o f from 
70 to 140 acres, and had a net worth of $2,000 to 
$10,000. Borrowers, however, included a rela
tively large number of very small operators and 
a small number o f large-scale operators with net 
worth o f $100,000 and over.

The survey showed that the principal farm pro
duction credit market for district com m ercial 
banks was the general farmer. Operators engaged 
in general farm ing supplied about 47 per cent of 
the interest received by these banks from non-real
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estate farm loans. T h ey  also accounted for one- 
half o f the loans which aggregated 48 per cent o f 
the total dollar amount. In terms o f num ber of 
loans, livestock farmers ranked second with 14 
per cent o f the total, cotton farmers were third 
with 12 per cent, and tobacco and dairy farmers 
were next with 7 per cent each.

Non-Real Estate Farm Loans by Size of Farm and Net 
Worth of Borrower, Mid-1947

Dollar Percentage

Size of Farm in Acres
N o. of 
Loans

Amount
(M illions)

Distribution 
N o. Amount

Under 3 0 .................................. $ 4.8 8% 4%
30-69 ......................................... 13.2 17 9
70-139 .......... - .......................... 36.6 37 26
140-259 .................................... 42.8 25 31
260 and over............................ 32.3 8 23
Unknown ................................ ..........  14,700 10.4 5 7

Total ............................. ......... 320,200 $140.1 100% 100%

Net W orth of Borrower

Under $2,000 ......................... $ 19.7 33% 14%
$2,000-9,999 ............................ ..........  161,600 61.5 51 44
$10,000-24,999 ........................ 29.2 11 21
$25,000 and over................... ..........  13,500 28.1 4 20
Unknown ................................ .......... 4,200 1.6 1 1

Total ............................ ............  320,200 $140.1 100% 100%

District com m ercial banks appear to be taking 
care of the credit needs of the operators of 
small farms which are typical of this district. 
Over 14,000 loans were extended to operators 
with less than 10 acres o f land and over
100.000 loans, or one-third o f the total number, to 
farm borrow ers with a net worth o f less than 
$2,000. Operators with farms of less than 140 
acres received nearly two-thirds of the loans. The 
relatively large operators, however, accounted for 
an important part o f the loan volum e and of total 
interest receipts from  farm production loans. 
Operators with 140 acres and over, took over one- 
half of the total loan volum e and provided over 
one-half o f the interest district com m ercial banks 
received from  farm production loans. Those with 
500 acres and over ow ed district com m ercial banks 
over $11 m illion or 8 per cent o f the total.

In terms of net worth, 83 per cent o f the loans 
for 58 per cent of the total amount were made to 
farm borrowers with net worth of less than $10,000. 
A  considerable number of loans were made, h ow 
ever, to borrow ers with substantial financial re
sources. There were over 12,000 loans to operators 
with net worth of $25,000 to $100,000, and over
1.000 loans to borrow ers with net worth o f $100,(XX) 
and over. These tw o groups accounted for 20 
per cent of the farm production loan volum e and 
about 17 per cent of the annual interest paid district 
insured com m ercial banks on such loans.

FARM REAL ESTATE LOANS
Eighth District insured com m ercial banks held 

an estimated 39,600 farm m ortgage loans for a total 
o f approxim ately $78 m illion in mid-1947. The 
annual interest received from  these loans was 
slightly over $4 m illion or an average return of 
about 5 cents per dollar o f such loans held.

Banks with total deposits of less than $2 million 
held 48 per cent of the loans and 41 per cent of 
the dollar amount. The next size group, with 
deposits of $2 to $10 million, held approxim ately 
the same number o f farm m ortgages for an aggre
gate o f $39 million or 50 per cent of the total 
dollar volum e. Banks with deposits o f $10 million 
and over, held on the average larger loans which, 
although accounting for only 4 per cent o f the 
number, made up 9 per cent o f the total amount.

A bout two-thirds o f the loans held by insured 
com m ercial banks were made for the purchase of 
land, about 8 per cent for the repair and construc
tion of buildings, and about 18 per cent for 
miscellaneous purposes. A  relatively small number 
o f m ortgages were unclassified as to purpose.

Despite the fact that the m ajority o f the loans 
were for the purchase o f land, the average size 
loan was relatively small. F orty  per cent o f the 
farm m ortgages held were for less than $1,000, 
and over 90 per cent o f them were for less than 
$5,000. A pproxim ately 50 per cent of the loans 
were for amounts from  $1,000 to $5,000.

Terms of Loans— Slightly m ore than one-half 
the number and 45 per cent o f the dollar amount 
o f farm m ortgage loans held by district insured 
banks were repayable within one year. Farm 
m ortgages maturing within one to five years ac
counted for 26 per cent of the number and 29 per 
cent o f the total dollar volum e. Only 12 per cent 
o f the number and 21 per cent o f the total dollar 
volum e had maturities in excess o f five years.

Percentage Distribution of Number of Farm Mortgage 
Loans held by Eighth District Insured Commercial Banks, 

by Maturity and Purpose of Loan, Mid-1947
r-----------------Purpose of Loan----------------->

Construct or 
Repair

Mature W ithin Total T o Buy Land Buildings Other
6 months* ....................... ... 16% ' 16% 13% 17%
6 to 12 months.............. ... 37 34 45 47
1 to 3 years.......................12 12 16 12
3 to 5 years...................... 14 13 16 14
5 to 10 years.................... 8 10 3 3
Over 10 years................. 4 5 3 **
Past due .......................... 9 10 4 7

Total .....................  100% 100% 100% 100%

* Includes 800 demand loans for a total of $1.2 million.
** Less than 0.05% .

The purpose o f a loan is usually an important 
factor in determ ining the length o f time funds are 
needed by the borrow er. Purpose o f the loan, 
however, has had only a limited effect on the length
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of m aturity of the farm m ortgage loans covered 
in this survey, although the purchase of land made 
up a large proportion of the total in the longer 
term loans. Even in the short-term  loans maturing 
within one year, approxim ately two-thirds were for 
the purpose o f buying land. A  very large m ajority 
o f the loans maturing in over five years were for 
this purpose.

T w o  factors probably contributed to the high 
proportion o f short-term farm real estate loans. 
One was the policy that som e banks have of 
m aking a loan for a short period of time with the 
understanding that it will be renewed at maturity 
if necessary. The other was that a large propor
tion o f the loans held on June 20 were made in 
the last tw o years when farm prices, farm income, 
and liquid asset holdings were at record levels. 
The im proved financial condition o f the farmer 
has tended to decrease both the length o f time 
and amount of credit needed.

Since a m ajority o f the farm real estate loans 
were short-term , it is not surprising that a m ajority 
were also repayable in a lump sum. Tw o-thirds 
o f the loans aggregating 59 per cent of the dollar 
volum e were single payment and only one-third 
for 41 per cent o f the total dollar amount were 
repayable in installments.

There was some variation in method of repay
ment with respect to the type o f farm ing in which 
the borrow er was engaged. Instalment loans 
made up an above-average proportion o f the total 
to borrow ers engaged in cotton, truck, poultry, 
dairy and general farming. S ixty per cent of the 
loans to cotton farmers were repayable in instal
ments as com pared to only 33 per cent o f all farm 
m ortgage loans held by insured com m ercial banks. 
Fruit, tobacco, livestock and grain farm m ortgages 
included a large proportion of single paym ent loans.

The survey showed that the instalment method 
of repayment was grow ing in popularity. Prac
tically all notes which were made prior to the 
war and were still being held in district com m ercial 
bank farm m ortgage loan portfolios were single 
payment. The proportion o f instalment loans in
creased som ewhat during the w ar; and 41 per cent 
of the notes which were made in 1946 and still 
in the note portfolio were repayable in instalments.

Interest rates on farm m ortgage loans clustered 
around 6 per cent, this being the rate paid on 60 
per cent o f such loans held by district insured 
banks. A pproxim ately 88 per cent o f the loans 
held, carried an annual rate o f 6 per cent or less. 
A  decline in farm m ortgage interest rates was 
indicated by  the fact that a larger proportion o f

Annual Rate Paid on Farm Real Estate Loans Held by 
District Insured Commercial Banks, Mid-1947

Average Size 
Number of Dollar Amount of L,oan 

Annual Rate (per cent) I^oans (M illions) Outstanding

4 and under*...........................  5,900 $24.0 $4,070
5  .......................... 5,500 16.5 3,000
6   23,600 34.5 1,460
7 and over................................  4,600 3.0 650

Total .............................. 39,600 $78.0 $1,970

* Includes less than 50 loans at 3 per cent.

the loans made in the last tw o years bore rates of 
6 per cent or less, than had been the case in 
prior years. M oreover, practically all o f the loans 
bearing a rate of 4 per cent or less were made 
after 1944.

The effect of the size of loan on interest rate 
was also evident. The small loans naturally 
carried the higher rates, those for 7 per cent and 
above averaging $650 per loan as compared to an 
average of nearly $2,000 for all farm real estate 
loans outstanding. On the other hand, the low 
rate loans of 4 and 5 per cent interest were con
siderably above average in size.

Data supplied by a sample of insured banks 
indicate that they are not willing to lend as 
large a proportion of the current selling price 
of farm real estate now as in 1940. In 1940 over 
nine-tenths of the banks which reported were 
willing to lend from 50 to 66%  per cent of the 
selling price at that time. A bout 5 per cent were 
unwilling to lend even 50 per cent of the selling 
price. In 1947, however, about one-fourth of the re
porting banks were making loans only up to 40 per 
cent of the current selling price and only tw o banks 
of those surveyed were willing to make loans up to 
60 per cent or more.

Characteristics of Borrowers— A  large propor
tion of the farm m ortgage loans held by district 
insured commercial banks were made to borrowers 
engaged in general farming. This group of 
borrowers accounted for 62 per cent of the number 
of mortgages and 60 per cent of the total dollar 
amount. The next largest number— 3,600 or 9 
per cent of the total— were advanced to operators 
of livestock farms. Other types of farming of 
importance in the district and the per cent of the 
total number of farm real estate loans each ac
counted for w ere: grain, 7 per cent; tobacco, 6 
per cent; dairy, 5 per cent, and cotton, 4 per cent.

The relatively small farm provided the largest 
market for farm real estate loans. Borrowers
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Average Size 
Number of Dollar Amount of Loan

Farm Real Estate Loans Outstanding at District
Insured Commercial Banks, by Size of Farm,* Mid-1947

Size of Farm in Acres Loans (M illions) Outstanding

Under 30 ....................................... 3,600 $ 4.4 $1,220
30 to 69 .........................................  10,500 13.6 1,300
70 to 139 ....................................... 14,900 24.9 1,670
140 to 259 ..................................... 7,400 20.6 2.780
260 and over ................................  2,800 13.7 4,890
Unknown ................... .................  400 0.8 2,000

Total ..............................  39,600 $78.0 $1,970

* Based on number of acres of land mortgaged.

operating less than 140 acres of land obtained

nearly three-fourths of the loans, aggregating 55 
per cent o f the total dollar amount. M oreover, 
these operators supplied insured com m ercial banks 
with 57 per cent of their annual interest earned 
from  farm real estate loans. D istrict insured com 
mercial banks held approxim ately 2,800 real estate 
loans to farmers with 260 acres and over. Loans 
to these operators were large, averaging nearly 
$5,000 per loan as com pared to an average of about 
$2,000 for all farm real estate loans.

Clay J. Anderson

Survey of Current Conditions
The sharp increase in prices during recent weeks 

points to ever-grow ing dangers in the econom ic 
situation. Continued and intensified price malad
justments are persistently narrowing the chances 
for moderate readjustments of econom ic distor
tions. W hile  no immediate severe slump seems 
likely, the probability of an eventual large-scale 
break is becom ing greater.

The fact that prices have continued to move 
upward during the past year is not the result of 
a low  absolute level of production. Actually, the 
physical volum e of total industrial output since 
O ctober, 1946, has averaged about 85 per cent 
larger than in 1935-39, and 15 per cent larger than 
in 1941. O bviously, the quantity of finished goods 
produced in the last twelve months is less than 
m ight be inferred from  total production figures, 
since these indexes also measure the output of 
raw materials and sem i-processed goods. Never
theless, the supply situation at the consumers’ 
level is vastly im proved over a year ago, with auto
m obiles and housing constituting the most obvious 
exceptions.

A lthough production has held at a high level, 
the quantity o f goods produced has not been large 
enough to offset inflationary pressures resulting 
from  a tremendous demand for goods. For a 
number o f months the domestic econom y has 
operated at or near capacity-—in terms of output 
and em ploym ent. Full employment and record 
incom e have provided more people with more 
m oney than they have ever had before —  and 
Am erican consumers traditionally buy what is 
available when they have the money, or credit, 
to do so. A dded to dom estic demand are export 
requirements, a factor of particular importance in 
the demand for certain items. Just what the 
volum e of future foreign shipments will be is 
som ewhat uncertain at present. As far as domestic 
demand is concerned there are few convincing
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signs it is in serious danger of a slump in the near 
future. Consumers are protesting verbally against 
current prices but these protests have yet to be 
translated into any widespread refusal to buy, at 
any rate a refusal effective enough to result in a 
break in prices.

It is obvious, of course, that w ithout com pensat
ing incom e increases, rising prices will force many 
consumers out of the market for more and more 
items. W hen the basic necessities have first claim 
on an abnorm ally large part of an individual’s 
income, less m oney is available for purchasing 
other items. Consequently, unless consum er in
com e continues to rise coincident with price in
creases, a continuation o f recent trends in food costs, 
for example, would tend to force reductions in con
sum ers’ expenditures for non-food items which in 
turn w ould be reflected in production and em ploy
ment cut-backs in the industries producing such 
goods.

It is worth noting that a break in the price 
structure similar in severity to that in 1920-1922 
still w ould not mean extrem ely low  prices. A s a 
matter of fact, a decline o f that magnitude applied 
to present prices w ould drop consum ers’ prices to 
about the same level as in the second quarter o f 
1946— just prior to the end of O P A . A verage 
wholesale prices wrould be at approxim ately the 
1942 level, while wholesale prices of manufactured 
goods w ould be about where they were in 1943.

EMPLOYMENT
Total em ploym ent in the nation dropped slightly 

below  60 million during August as agricultural 
em ploym ent declined seasonally. Nonagricultural 
em ploym ent continued to  increase and reached an 
all-time high in the month. U nem ploym ent 
dropped almost half a million, as many persons who 
had tem porarily entered the labor force in early 
summer had left it or found jobs by August.
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