
F a r m  L o a n s  a t  S o u t h e r n  B a n k s

Today’s average farmer operates a larger, more 
specialized and mechanized farm. With the adop
tion of advanced techniques in all phases of pro
duction and marketing, the nature of his assets 
and expenditures has changed and total produc
tion costs have risen. Mechanization and expand
ing livestock herds have caused capital invest
ments for equipment and livestock to expand at 
very rapid rates. The expenditure for more ferti
lizer, chemicals, fuel and oil, repair and mainte
nance, and other items has caused the relative 
importance of farmers’ own labor or home-grown 
productive supplies to diminish, resulting in higher 
cash operating expenses and slower growth rates 
in net farm incomes.

While these changes mirror the adjustments 
taking place in agricultural production, their 
impact on the farmer’s credit needs may not be 
readily apparent to the casual observer. The 
necessity to purchase larger and more efficient 
farm machinery has caused increasingly more
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farmers to request bigger and longer-term loans. 
Farmers who buy breeding stock and farm real 
estate are following suit.

Meanwhile, the full impact of agricultural ad
justment is being felt at commercial banks mak
ing farm loans. Most banks holding farm loans 
are located in rural areas, where credit demands 
have advanced sharply. However, factors affect
ing the supply of loanable funds depend, in 
part, on the success of last year’s crop, nonfarm 
loan demands, yields on Government securities, 
rates on savings accounts, and numerous other 
considerations. Furthermore, even if aggregate 
loan demands can be satisfied, large individual 
loan requests exceeding legal lending limits are 
appearing more frequently. And the orientation 
of farm loan portfolios toward longer maturities 
may be less acceptable because of reduced flexi
bility in meeting seasonal loan demands or ad
justing to fluctuating deposits.

Thus, the interaction of these forces affecting 
the demand and supply of loanable funds is re
flected in the characteristics of final loans. 
Various production, marketing, and other bor- 
rower-related considerations dominate certain 
loan characteristics, such as size, purpose, ma
turity, and the renewal status. However, the
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security, method of repayment, interest charge, 
and the purchase of farm loans from business and 
other lending institutions exemplify the banker’s 
need for security and profits. The interest rates 
on farm loans are probably negotiated more vig
orously than any other loan characteristics, and 
final rates reflect bank policy and the relative bar
gaining strength of a farmer and his banker.

Farm Needs Affect Loan Requests

Amount of Loan Marked advances in farm loan 
sizes and total outstandings at southern agri
cultural banks measure the magnitude of today’s 
credit needs. Since 1956, the shift to more 
specialized crops and livestock production has 
been accompanied by greater and more particular 
credit demands. For example, the average bank 
debt for farm borrowers specializing in poultry, 
meat animals, cash grain, and sugarcane ex
ceeded $5,000 in 1966. However, the declining 
number of borrowers with general farms or em
phasizing traditional crops (cotton, tobacco, and 
vegetables) were reported to have average bank 
debts of less than $3,000.

In addition to shifts in the type of farm 
production, the general increase in farm size, 
mechanization, and technology has also caused 
farmers to seek more and larger loans. Since 
1956, the total number of farm loans outstanding 
advanced over 18,000, or 6 percent, even though 
the number of farm borrowers declined by 
12,000. Thus, the combined effect of these and 
other forces caused the average farm loan at 
commercial banks in the Sixth Federal Reserve 
District to increase from $1,254 in 1956 to $2,840 
ten years later, or a gain of 126 percent. The 
total volume of loans outstanding moved from 
$336 million to $792 million during the same 
period.

Farm Loans
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Loan Purpose The diverse nature of agricultural 
adjustment and borrower demands for credit are 
more apparent when loans are grouped by pur
pose. In 1956, 55 percent of all farm loans at 
District banks were used for current expenses. 
By 1966, loans for these purposes declined to 
47 percent of the total number, representing an 
approximate reduction of 16,000 notes. The dollar 
volume of loans outstanding for current expenses 
rose to $285 million, or nearly double in ten 
years, but less than the gain for all loans. This 
lower increase is largely attributed to the declin
ing number of farm borrowers. However, the re
maining farmers negotiated much larger loans

Current Expenses
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Loan s to m echan ize  and m odern ize southeastern  agricultu re 
have expanded m ore rapid ly than borrow ing for operating 
e xpenses and other m ajor uses.
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because operating expenditures skyrocketed.
Meanwhile, the reduction in loans for current 

expenses was more than offset by a 28,000 gain 
in intermediate-term loans. These funds were 
used to purchase breeding stock, machinery and 
equipment, autos, and to finance improvements 
in land and buildings. Notes of this type in
creased 29 percent from ten years ago and now 
account for 39 percent of all loans. Similarly, the 
dollar volume of loans jumped from $104 million 
to $284 million, matching the levels for current 
expenses.

Insight into the magnitude of the rapid 
mechanization is revealed by the near tripling in 
dollar volume of loans to purchase machinery 
and equipment. An increase in the average loan 
size to $2,045 measures both the purchase of 
larger, more modern implements, as well as 
significant price rises. Similarly, the growing 
importance of the Southeast as a livestock region 
is evidenced by sizable advances both in the 
number and amount of loans used to purchase 
breeding stock, primarily cattle.

Loans negotiated to buy farm real estate

amounted to $148 million, or about 19 percent, of 
the total loan volume in 1966. An apparent 
tendency for borrowers to consolidate farming 
units further and to seek real estate loans with 
longer maturities accounts for the gain in the 
number of real estate notes outstanding. Sim
ilarly, larger farm units and higher land prices 
were probably the major forces pushing the 
average real estate loan from $3,664 to $7,012 
in just ten years.

Maturity The number and dollar volume of notes 
in various maturity classifications have also 
changed. In 1966, loans with maturities of less 
than one year totaled over 167,000 in number, 
or 24,000 less than ten years ago. This reduction 
parallels a decline in the number of loans for 
current operating expenses. Even though the 
outstanding value of these short-term notes 
nearly doubled, they represent only 40 percent 
of the total outstandings, compared with 49 per
cent ten years ago. Average loan sizes jumped 
from $852 to $1,890.

Reflecting the relatively faster growth in

Farm Loans at Sixth District Insured Banks

C lassification N um ber of Loan s 
1956 1966

O utstand ing  A m oun t 
(T housand s of Dollars) 

1956 1966

A verage* 
S ize  of Loan 

(Dollars) 
1956 1966

Average 
Effective 

Interest Rate 
(Percent) 

1966

M E T H O D  O F R E P A Y M E N T  A N D
IN T E R E S T  C H A R G E

S in g le  Paym ent 229,648 249,021 239,013 572,630 1,073 2,501 6.6
Insta lm ent

On O utstand ing  Ba lance 26,318 27,155 65,752 150,882 3,317 7,105 6.4
Add-on 44,656 j 31,218

31,435
( 55,421

966
j 2,287 11.0

D iscount } 11,649 } 13,315 11,619 13.3
Not Reported 108 57 581

P U R P O S E

C urrent Expenses 165,295 149,367 144,983 284,951 927 2,080 6.8
Feeder L ivestock 5,274 9,156 16,623 38,807 4,140 4,638 6.5
Other O perating Expenses

160,021 |
114,124

128,360
( 228,526

821
j 2,145 6.8

Fam ily  L iv in g 26,087 / 17,618 / 899 7.5

Interm ediate-Term  Investm ent 97,306 125,284 103,912 284,056 1,277 2,688 7.2
All O ther L ivestock 14,723 21,191 22,438 73,037 1,906 3,833 6.6
M ach in e ry  and Equ ipm ent 49,419 72,259 45,827 123,888 1,099 2,045 7.6
Im prove Land  and  B u ild in g s 14,836 13,015 27,405 66,074 2,092 6,208 6.4
A utom ob ile s

18,328
j 15,316 \ 19,754 ( 1,662 9.2

O ther C on su m e r D urab le s ] 3,502
8,242 } 1,303 591 j 439 8.5

B u y  Farm  Real Estate 18,031 24,298 56,640 147,649 3,664 7,012 6.8

Conso lidate  or Pay O ther Debts 8,704 10,192 14,203 37,227 1,825 4,264 6.9

Other 10,686 9,902 15,631 38,365 1,554 4,516 6.5

Not Reported 708 890 1,468

T O TA L 300,730 319,043 336,259 792,249

A V E R A G E 1,254 2,840 6.9

Note: Totals, the sam e  for “ Method of Repaym ent and Interest C ha rge” and “ Purpose,” m ay not add because  of rounding.
*W eighted  average s ize  of the orig ina l loan.
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credit demand to finance intermediate-term in
vestments, the number, dollar volume, and 
average loan size for notes maturing in one to 
three years increased markedly. These loans now 
represent over 40 percent of the number and 
dollar volume of loans outstanding, compared 
with 32 and 35 percent, respectively, in 1956. A 
large proportion of the loans with maturities of 
four years and over were used to purchase farm 
lands, so their characteristics correspond rather 
closely with those of real estate loans. Notes with 
maturities between four to ten years averaged 
$9,200 each, while loans written for ten years or 
more averaged nearly $16,000.

Effective interest rates charged on loans with 
various maturity dates did not vary as expected. 
Normally, rates are higher on small, short-term 
loans because the servicing cost per dollar lent 
is greater. For all loans maturing in less than 
one year, however, the average rate was 6.7 per
cent, while rates on intermediate-term and 
longer-term loans were 7.3 and 6.9 percent, re
spectively.

Since most notes maturing in less than one 
year are probably single payment loans, the 
stated rate on the note equaled the effective or 
simple interest charges. However, intermediate- 
term loans for machinery purchases and other 
uses often have annual, semi-annual, or monthly 
payments. Although these loans have longer ma
turities and are larger on average, many bankers 
computed the interest charges on a “discount” or 
“add-on” method which raises net yields. How
ever, average effective rates for real estate and 
other long-term loans were lower because rates 
are generally computed on the outstanding bal
ance.

Slight reductions in the number of demand 
notes, while the average loan size and total out
standings have more than quadrupled, show 
another significant trend in southern farm loans. 
Except for real estate loans, the demand note 
exceeds the average size of every other type of 
loan. These notes are granted for all purposes, 
and effective interest rates average 6.2 percent. 
Unlike the demand loan of former years, many of 
these loans now have a regular repayment sched
ule and are substituted for instalment loans by 
many bankers.

Renewal Status Historically, farm borrowers have 
been relatively good credit risks. Trends in the 
last ten years do not indicate any significant 
departure from this pattern, although average 
debt-to-asset ratios of many farmers have in

creased markedly. In both 1956 and 1966, 92 per
cent of all loans outstanding either had not been 
renewed or the renewal was based on a mutual 
agreement between the farm borrower and banker 
when the original note was made. The remaining 
loans were unplanned renewals caused by ad
verse developments in the borrower’s farm in
comes and numerous other reasons. Less than
12,000 loans were renewed for reasons of low 
income. Approximately 4 percent of the low in
come renewals had overdue payments, compared 
with less than one percent for loans not re
newed. Low income renewals appeared most 
frequently in loans to consolidate or pay debts, 
to purchase equipment, and for current operat
ing and family living expenses.

Bank Practices Change Little

Security Just as the nature of agricultural pro
duction and the structure of the farm com
munity largely dictate the general form of many 
loan characteristics, the needs of bankers as 
suppliers of farm credit will dominate others. 
Apparently, bankers are requiring that farmers 
secure their loans as fully as they did ten years 
ago. However, there has been a slight shift 
away from real estate mortgages as the major 
security instrument. This trend is evident from 
the reduction of 10,000 loans secured by farm 
mortgages since 1956. Similarly, even though 
the dollar value of mortgage loans has more than 
doubled, they now represent 37 percent of total 
farm loans outstanding, compared with 40 per
cent a decade earlier.

Despite the tendency to rely less heavily on 
real estate as the major security for farm loans, 
many bankers still require this type of security, 
regardless of the loan amount, purpose, bor
rower’s repayment ability, and other considera
tions. Partial evidence of this practice is ap
parent when the $296 million in notes secured 
by farm real estate is compared with $214 mil
lion in loans used to purchase real estate and 
to improve land and buildings.

Chattel mortgages remain the major type of 
security required by bankers. In 1966, 170,000 
loans—representing 53 percent of all loans and a 
gain of 8,000 since 1956—were secured in this 
manner. Because most of these loans were for 
operating expenses to purchase equipment and 
other short and intermediate purposes, the av
erage note size was less than $2,200, well un
der the overall average.
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Unsecured loans are becoming more common 
today. This trend apparently reflects improved 
net worths, income flows, and repayment ca
pacity of many farm borrowers. Usually, the 
probability of default is considered nil before 
unsecured notes will be granted. And even 
though the average unsecured note totaled only 
$1,877, the average effective interest rate was 
only 6.3. Only yields on Government guaranteed 
or insured loans were lower.

Method of Repayment and Interest Charge Repay
ment terms have not changed much in the last 
ten years. Single payment notes still account for 
over 75 percent of the number and 70 percent of 
the dollar volume of notes outstanding. Because 
the bulk of these are for current expenses with 
maturities of one year or less, their average size 
was $2,500, or nearly $340 less than the average 
for all loans. The effective rate was 6.6 percent, 
compared with 6.9 for all loans.

Effective interest rates charged on instalment 
loans are usually well above the average rate. 
Instalment loans in which the interest charge 
was computed by the “add-on” and “discount” 
methods had effective rates of 11.0 ami 13.3 per
cent, respectively. Notes with these higher rates 
equaled $69 million, or 9 percent, of all farm 
loans outstanding in 1966. Generally, bankers are 
discounting more instalment loans than ten 
years ago, but these increases have been matched 
by similar reductions in “add-on” notes.

Instalment notes in which the interest charge 
is computed on the outstanding balance had 
the lowest average rate of 6.4 percent. In 1966, 
$151 million, or 19 percent, of all outstanding 
loans were instalment notes of this type. Most 
of these loans were used to purchase real estate.

Purchased Notes Most farm loans held by Dis
trict bankers were the result of direct negotia
tions between the banker and the farm borrower. 
However, $61 million, or about 8 percent, of the 
total outstandings were purchased from other 
institutional lenders or businesses. (In 1956, 11 
percent of the farm loan volume had been pur
chased.) Over two-thirds of the dollar value of

purchased notes came from various merchants 
and dealers who had financed merchandise sales 
for farm customers. Generally, these loans were 
relatively small and carried an average effective 
yield of 7.9 percent. Loans purchased from other 
banks and the Farmers Home Administration 
were well above average in size, with yields near 
6 percent. However, they accounted for only one 
percent of the total value of outstandings.

Interest Rates Perhaps of all the characteristics 
associated with farm loans, the interest rate is 
negotiated most vigorously at certain banks and 
with particular customers. However, other banks’ 
rates are well established and quite rigid. And 
some borrowers may not actively seek lower 
rates.

The tendency toward an institution’s rigidity 
of rates is reflected in the volume of farm loans 
granted with effective yields near 6, 7, or 8 per
cent. In 1966, over 86 percent of all loans repre
senting a like amount of total outstandings were 
written with effective rates at these levels. And 
over one-half of the total dollar volume had 
rates between 6.0 and 6.9 percent. Notes with 
yields between 6.0 and 7.9 percent averaged near
ly $3,400 each and were mainly single payment 
notes for short-term expenditures. However, sev
eral real estate and other instalment loans with 
interest charged on the outstanding balance fell 
into this group. The significant drop to $1,500 in 
the average size of loans with 8 percent interest 
reflects the policy of many banks to charge higher 
rates for small loans.

Virtually all of the loans with effective rates 
over 9 percent were written with a lower rate 
stated on the loan. However, discounting or 
computing interest using the “add-on” basis 
raised effective yields significantly. It was noted 
earlier that these loans were used largely to 
purchase intermediate-term investments. The 
group of loans with the lowest rates, 5.9 and less, 
also averaged the largest in size. Most of these 
notes were either long-term loans to purchase 
real estate or were relatively large notes from 
prime bank customers.

R o b e r t  E .  S w e e n e y
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