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Eugene Burns Pickler

ABSTRACT

The purpose of this study is to determine if lack of
credit has been a contributing factor in the presant condi-
tions of despair in Northern Michigan Agriculture and if
credit can be used as a tool to improve the present depressed
conditions,

A six county area was selected from economic area la
to be studied, This area consisted of Lake, Mecosta,
Miscaukee, Newaygo, Osceola, and Wexford counties, Within
the six counties the rural geographic area was divided into
segments containing eight to ten families and sample segments
were drawn at random. Three hundred and forty-one famllies
were interviewed concerning their physiczl and human re-
sources and particulsrly concerning their credit use, credit
availability, debt situation, snd financial position.

Farm and managerial characteristics that were thought
to be factors in the use of credit were tested by analysis
of variance, The factors found to be most closely associated
with credit use were size of farm, educstion of family head,
and gross farm lncome.

A survey was also made of all major lending agencies
in six counties to give further insight into the agri-
cultural credit situation from the lenders side. The primary
lending agencies consisted of eighteen banks, three Froduc-
tion Credit Association Offices, three Farmers Home Adminis-
tration Offices, and two offices of the Federal Land Bank.
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These agencies were asked questions of fact and of
opinion, Their lending policies were reviewed as to interest
rate and as to limits on loan size, equity, and length. Lend-
ers were asked what chsracteristics they desired in borrowers
and whet information they wanted before making s loan. They
were asked opinions of the current agricultural situation in
thelr area and to what they attributed its present condition,
The lenders also checked off the borrowers from the 1list of
the farm survey interviewees as a check on the accuracy of
the farm survey data.

The conclusion was drawn thet there has been no lack
of credit in the last decade considering the attitudes of
lenders and borrowers thet existed. However, credit could
have been used to help prevent the present dituation had dif-
ferent attitudes existed.

A further conclusion was drawn thet credit cannot be
used successfully under the existing institutional framework
to improve the present conditions. However, with the edu-
cation of both lenders and borrowers to the potentials of
credit when used as a tool in agricultursl production and
with the changing of legal restrictions from emphasis on col-
lateral to emphasis on esrning power, credit can become a
very valuable tool to aid in the economic improvement of ag-

riculture in an area such as Northern Michigan.
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INTRODICTION

In any dynam.c economy sadjustiients must be ace.
Concitions in the factor markets cresnge and facteors becone
coiibined in different .avs and in diff'erent yrovortions.
Conditions in tie vroauct marset and consum tion and invest-
ment patterns change, leavuins some rroaucts rore mlentiful
and so~e nroducts iess nient:.ful than before, Ilany ol these
cirancecs are the result of neople's thougnts znc sctionz,

A few of them are thie result of sone forcez, as yet, corprletcly
bevyond the control of tiie human element. Regerdless of the
source cf the forces tiiat csuse tne economy to remoin dynamic,
the realizstion that constant adjustments must be made and

are being made is not difficult to recognize,

In this dynamic economy in +hicnh everyone is an
involuntsry rrisoner, adjustments dao not alvays bring im-rove-
ment for all secments of tlie societv. As sowe rhases of cur
cconomy exnand, others way contract, Tiils contraction may
be & very rainful vrocess ilien the neorle involved do not
want to contrect or chanze their act.vities. Cut of this
painful rrocess often corme angualishe nrotests which enliost
the sympethies of society in an attennt to esse the pain

o«
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throuch ;overmuental acticn by whztever r.eans ro.sible and
feasible. This study 1s ithe recsult of Jjust such cond.tions.

Agriculture 1s a very vital rart of the econcmy of
this nation. Asricuiture, as must tre otner cectors of ihe
econonmy, r.akes adjusztment: because of changing ccnditions.
In trhls dynamic vwrocess, scrie segments of arriculture fall
by the .ayside, comparatively, resulting in eccnomic despair
for some regions, lidchigan has an area wiich 1s rrecently
in this situation, Thiz study is dcsipned to tavke a2 small
rart of tre State of lichiran, examine tiie conditions there-
in, and attemmt to ceteriuine if credit has been a factor
either contribut.ing to or rhelping to prevent th.s situation
from ceveloping.

Howvever, before tine objectives of this study are
made more explicit, sorne baclkground informotion chould be
rresented to give the reader a better understancing of the
srea under study and its nistory.

Concditions in liortlern licilgan are uncer study here.
This is the rerion commonly retferred to as the "cutover
region, 1t was into tiiis region thet zettlers beran to

.
i

e 13C0's. Thne settler> wecre mrcceded

[o))

move sfter the m.d
by the lumber Jaclr who cut arey the vircin forests of pine
and hard-.oous thet abounded .n the arca. With trne timber

gone, the land was left open for the cettlers to ectablish

farms, Thc settlers cane by the hundreus znd thece ferms



were e:tablished.l

Tor g mecre dctailed study of conditionz in this
area, 2 six county area in the lower renincsula of lichigan
was selected. This coneslstes of Lake, llccosta, lissaukee,

liewago, Osceola and Wexford ccuntiles,

Farmers moved into this a2rea with iittle kncwledre
of the so0il or the prcductivities of the different soils
in the area., Az is true in many of the clsciated areas in
the northern United 3tates, the solls vary tre..cuncdously
even within o cdistance of a few feet. The real differences

in the soil were not avrparent when it was vircin soil, but

Lsonn . Stone, "The Relationshic of Land Use to
Land Character in Otseso County, Micrigan'" (unrublished
thesi-, Michig~n State Collere, 19,0), p. 3.
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as the farmcrs rlowed the land year after 7eor and plented
it to crons, much of the vircin fertilit, was lost =and tre
regl differences 1n the soll auality vesan to arpear,

Durin- tne l=ct 15 weers trere n2: been a deciine
in tne number of farms in this ¢ix county erea th~-t =ubstan-
tially exceeds te Unites States'! avernrse for decline in
farm nurmbers. According to the Un.ted States Census trere
were 30.1 percent oz any ferms in 1654 as in 1639 .hile in
tnese s1x counties there were onl, 57.8 percent as .any farms
in 1954 a3 in 1939, 1t 1s zeneral knowledse theot farm size
has been incres=sing in the United States, because changlng
technolocy recuired an increaced zize of oreraticns, 1nasrmuuch
a5 the total available farmland 1s nearly constant, an
increase in =ize meens a decreasse 1n number,

Therefore, it would arpear that the larie reduction
in farm nurmbers in this area rould riean a hignh yroportion
of larger and reemingly more efficient units, e units,
in fact, were lar~cr in 190L tien in 1939. while the land
in farms decreased 15.. reccent from 1,215,CCC acres in
1939 to 1,028,000 acres in 195l, the number of Tarms decreased
even more, liowever, tiie yroauctivity apparently did not
increase with size. The Cenzus data supeow th-t ti.e gross
farm incoiie ner [{arsm in 193G and 194l we:s arrroximately 63
percent of the nationel average, whitile by 19,9 =nd 1955 it
had drorped to only 50 percent of the naticnal sverage

gross ferm incone. This sarea, tnen, has ceclinecd relative
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to tne nationsal a:ricultural situstion. roreover zince this

w

50 percent figure anounted to only 257L in 199, it is the
author's opinion that the situatlion can safely be described
a3 one of economic cesnair.

It is evident that the arricuitarsl =2nc economic
concitions of this area have failed to %eer abrea=st of the
national economy. Tunere are doubtless many caucal factors
that come into play in tinis situation; however, this study
is an attem~t to study one mossible esu3zal factor—credit.

To be more exrlicit, the objectives of this study
can be stated az fcllows:

1., To aetermine if the lack of creuit or tiie miszuse
of credit by entrepreneurs has contributed to the prezent
conditions of despair, and

2. To ceterm:ne if credit can be used as a tool to
imrrove the present conditions.

The hynotheses to be accented or rejected in this

study follow:

1. Tiere hias been no shortace of credit in the past
decade for agriculture—given the attitudes that have
existed on the rart of the lenders and borrowers concerning
the malzing ~na use of loansa,

2. Most of the crecit used has been for concurintion
and short-term production credit.

3. There is no suortaye of crecit now concidering
tne current local demand.

i, Credit will not have a substanttial influence in



/.

improving present conditions if used only for short-term,
small chansres in rroauction methods,

5. The major factor determining whether a loan is
made to a farmer is the charscter of the man rather tiian
his »rccducing ability.

6., Major chenges in the criteria used in making
loans ere needed if farmers in an area such as tnis are
to progress at the same rate asz farmcrs elsewhere. These
inc.;ude new attitudes 2nd rules on tne rart of both the
borrcwer anc the lender.

With the general background informotion presented

on the area under study, withh the specific cbjectives vrresented,
and with tre hyrctheses in mind, the reader should be fully

equirred to move into the cdetails of this research project.



CHAPTER II
TI’EORETICAL FRAMLWORK

Nov thet some attem~t has been made to define the
problem being studled and to state the hypotheses that have
been formulated, attention should be directed to the theory
tiiat deals 'r.th the problem situstion. Before dealing with
carital specifically, some theory reloting to thils situation
is presented as a starting point from which tc formulete and
refine hypotrieses and from “hich to develop rrocedures leading

to tentative zolutions.

Vefinitions

In any technical diccussion it is necessary to
understand the terminology. The following cefinitions are
presented to 1incsure g nmutual understanding of the termin-
ology used.

Carital, defined in a strict sense, 1s an ag-regation
of economic goods used in the production of ctver goods in-
stead of being valusble for Immedi~te enjoyment. This def-
inition is beiieved to be too restrictive for the theory
wiiich will follow concirning ca-ital rationing. Therefore,
the aefinition which will be uzed can be stated as foilows:

-7-
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carital is an sgerecntion of economic ¢£o0ds used in the
production of other goods,., It Inc:ude=s thore economic goods
witlich can readily be converted froa production goodz to
consumption goods and those consurmrtion goods which can
reacily be converted to vrrcduction goods,

Tnis def.inition of caritalr includes wcrdalng and
fixed carital. GSome aifficulty exists in trying to distin-
guish between the t.so 1n theory aad in rractice. iowever,
the tine element is the distin-uishines f-ctor., in an
instantaneous time pericd all cnrital is fixed, in the
ultimate long run sgll capltal can be reg-rded as working
carital, =2nd in any reslistic time reriod there will be 2
combination of workine and fixed cavital.

Cther terminolory thet should be clarified involves
knowled:ie conditions. The terms, certalinity, rick, and
uncerta.nty will a:pesr quite often in tr-e dizcussion; con-
sequently, a clear unuerstaading of trieir eaning should be
assured,

Certainty can be uefined a2s a perfect ‘mowledge

situation., 1t is the case wnere all tne consequences of
a ;siven action are mown beforc the acticn is executed.
The ranarer in 2 drnanic economy t=ces g combination of
knowledge s.tuntions w icnh inc.ude certainty and those with
a rrobability of les=s thian one.

RisZ% refers to z.tuations w.ere the outcomes are

yreadictable, The rrobability of a sinrle occurrence iz not
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necessarily rredictabie but rather its occurrcuce in a large
number of cases is known., 3uch situ~tionz give tihe menacer
an oororturity to insure sgn.nst a detrimental result such
as fire, theft, or in csome 2ress, cron fallure.

In these cases the prebebility of a ~iven occurrence
can be cobtained by statistical inetilods using a Larce sample
ol the population. Tie manarer facinz a risk situstion can
measure the cost of allevating tne risik in terms of wollars
spent on insuranée preqiuii. Rrisk satuations centonuelly
confront the incivicual eona tne firm as nstural occurrcnces
in the dynemic econony.

Urcertointy is rurely subjective, 1t reifers to the

incividual's aprra.sal of the future. The probabilities of
occurrence are not known and no formal i1nsurance =schemes can
be develored for uncertainty. owever, tiie mansser muczt deal
witih uncertainty in the dynamic economy. Insurance against
uncertainty iz in terms cf forerone income resulting from
sometizing less than the optimum allocstion of rescurces by

the firm in its effort to rrotect i1tzclf against uncertsinty.

Caritalil Use ond Capital mationing
As the firm or the household divs 1Into the ztream
of economic informeotion that is reguired for its continued
existence in the economic =vastem, certain caprital rroblens
are faced, The farm firm nay use cepitel as canpital or

convert soire or all of it into consrumrtion goodw, As the

firm analyses the avallable slternctives there are uncer-
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teinties involved .n any decisicn thet thie firm melkes
concerning .ts use of canitel, Ior the nonfarm firm and the
household there exists much of thilis same uncertainty.
Capital rationing2 occurs larsely os 2 resronse to uncertsinty.
Lenaers of capital gcods are confronted with the roesibility
th-t the borrower mey not be acting n gcod falth 2and has
no intenticn of renavine tne funds torrowed. Tre lender
also is faced with the task of evaluating, to some extent,
the abl.ity cof the entrepreneur to use efficiently the funds
tihiat he hasas borrowed.3

Tne first of trhese uncerta.nties confronting the
lencer mev actuaily fall in the risk ceterory instead of
the uncertainty classificetion., If the lendcr is a large
firm and hes sufficient busliness to allow a distribution to
develor bet reen «ucecsful lcars and b-d debts, tien this
uncertainty ray beccre & known mrobesbility wnich can be
insured against =nd thus will becorme a risk .nstead of an
vncerteinty, However, 'Men the lencer is an ind.vicual or
a firm too =smell to knew this probability, the lender must

operate uncer concitlions of uncerta.nty. rven so, every

dCe;itQL rationing caen be defined as any s.tuation
where the lenuer or borrower restricts tne use of carital
by the firm to an emount shicrt of the gquant.ty tihat would
be used in the perfect knowledpe =.tuation,

30. Gale Johnson, Forward I'rices for Acriculture
(Chicagos: cnuivers.ty of Chlcago Iress, 1947), p. 3.
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lencer coes concsider st len:t rmomentaril:

the mossiblility
that the borrover is in=incere,.

Both internal and external canital rationing have
bcen civen attention, The first resides in the ideas and
in act.ons of the rotential borrowver, tre latter primarily
in the lending arencies. PFirst the situastion thiat results
in external crvitsl rationing should be examined more clo=ely,
Titiz a situ-~tion whiere the lending firm is withholding =ome
of the fundaz the borrower should have and/or would like to
have to expand his firm to the optimum size with the ovtimum
combination of the factors of production.,

in the statlic situstion capital woula be prr.ced by
the intere t rete ond chianges in either cdemend, sunply or
the interest rate would brinc about instantaneous adjuztments
of the other varisble: makinrs recerves znd rationing unnecessary.

However, where the dynamic situation is cons.dered
several variables are added to the victure. rcre the credit
firm is faced wvitn botn rislr and uncerta.nty. .in the dynamic
citurticn there is no verfect knowled:e =2nd no Instantaneous
ad justments., The interest rate, hich »riced credit in the
static situation, is no lonrer the pricing factor. ‘te

dynamic cituastion brings witn it vsriables tiot rust be

1

measured under a corimon cencminator wriich was

i

unnecessary
to use in the static situstion—marginal utility.

As a result of the effect: cf uncerta:nty, lencders
do not rrovide, excevt in a very limited numter of caces,

loaned fundsz in the amounts trh~t would ecualize, for the
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borrower, tine marsinsl rates of return and tire marginal

o0
L

rates of interest on the funcs, C &8sure gs: nesrly acs
rossible the reraimrment of btoth interest and principal,
restricticns are pleced on the enount whick the firm can
borros so that tiie ratio of borrowed to owmed cenital 1is
kent below =ome rrescribed level (to incure revsayment of
funds tiroush .egal seizure if necessary) and the rate of
return on caprital 1s kent purrosely at 2 high level.LL

Cne other peculiarity 1s true of the farm firm
waich will encourage the lending firm to rstion the canitd
extenced., Thne form firm and thre tousehold are usually
inseparable, Thus the lending firm may fear that the
capital loaned will not be put into vrocuctive u:ze but
4111 be "eaten up.™

Considersation now~ suould be given to the farm firm
and its uce of credit., The farm firm is "buying the credit”
from the lendinc firm. Any rurchase of credit oblicstes the
repayrent of tne loan at some future date. The firm's
flexibility may be decreased by the contract to repay the
borrowved funds at some future datc without the advantage
of decreased uncertainty of the future. If the farm firm
waits until there is 2an increased and favorable degree of
certainty about tiie future, it msy loze tiie szdvantace of
increased profits through atteining a riocre opt.rmum size

during thie wait_.ng reriod. 1t is ailso true tiwet no metter

uIbid., D. -3,
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how certoin tiie future maoy anpear in a dynamic economy,
enough uncertainty exists to make core dezree of flexibility
deslirable, Thus, as the firm increaces its cac-itsal use to
more nearly approach the optimum size, the rcturns from an
additional unit of credit may exceed the cost of credit,
but stilli fail to equal the returns (measured in terms of
utility) from maintaining thest degree of flexibility.5

Internal capital rationing is the limiting of carital
use by the firm 1tself., Under a situaticn of camnlete
certainty, internal carital rstioning would not occur because
there would be no need for flexibility. 1n other words,
creuit reseprve:z would be of no value except for rrecetermined
uses with known results, However, unuer cond.tions of
uncertainty some amount of flexibility will have a grester
merginal utiliity than no flexibility; thus sore effort will
be made to attein the desired flexibility through csprital

reserves in the form of caszh and unuced credit.

Consequences of Capital Rationing
The theoreticel consequences of cepital rationing
in the farm firm can be dealt with usinec the conventional
margingl analysis of the theory of the firm., Carital
rationing, either internal or external, mav have the effect

of 1limiting the farm firm in reaching its oprtium size and

5Glenn L. Jouneon, "Allocative wfficicncy of Agri-
cultural lriccs — As Affected by Changes in the General
Level of Employment," (unrublicred Pn. u. thesis, University
of Ciicago, 1949), rp. 11"-114,
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combinztionz, 1t ias nct beyond the realm of ros ibility
tnat the necessary eccnoriic aajustments can ve mace withicut
capital rationing becoming a limit.nz factor. Ilany such
ad justmenta of =2 relstively small size are often nade by
the more procressive farm firmes, HFHowever, as the size of
ad justment reculired to nlace the Iirm in an coprtirium position
ig increased, the vrobability that canital rostionins will
beccrie a limiting factor increases.

Wwhen the firm obtains the ortirmum combination of
factcrae, the morginal value rroducts of each factor of
production is exactly eaqusl tc the price of the last unit
of the factor. This can be resteted usins the following

equation:

——r)—x—-i.——-—— _Te_'— e @ & & o T —

When the factors are combined in such a way as to fit the
above ecuation the enterrr.ce is rrccucing at an opti-un

~osition. ‘

The ovtiraum conbination of enterpricze: is obtained

when E¥P(Xl--oxd)1l__ EVP(Xloooxd)Yz _ i hVP(Xl-‘-xd)Yi ) 1i/
(X1.,..v¢q) T(x1.. . %q) ST E(x,,.xg) )

where Xjp...Xg ere variasble inruts combined in least cost

combinations.,

Institutionel Frarework

in the soclet; in which entre,reneurs operate, the

(Lawrence A. Bradford and Glenn L, Joinson, Farm
Monegerient Analy:is, (Jew .ork: John wiley « Scns, L(1ic,,
1953)é p. 132,

°Ibid., r. 151.
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merginal utility framesoric 1z not the wnly one that must be
faced, ‘There cften exists =n Institutionsl frameworl that
condition® the utility considerations of the burinessman,
farmer, or bankcr. Tre institutional framewcrls iz particulerly
obvious when aealing waoth the bankins and credit ageancies of
thils countr;.

Although the interest rates in econonic tiieory
would be cetermined by tre sun-1ly end aemand for capital,
in an institutional framnework certa.rn rules sre ricidities
wili modify the form and the way in whichh the sur 1y =nd
demand for co-ital will interact. Lenuuing agjeiicles orerate
undaer relotively striect laws ol Uhe state and lendere tend
to fall into fixed habits under these _aws. in actusl
lenaing vractices the instituticnsl factors influcnce interest
rates much more thian the economic factors, 1f a banir i
in ti:e habit of Tiending miney at a —articular rate of interecst,
there is reascn to believe that the .nterest roates will not
chanse, or change only slowly, rezardleszs of the relction
of dernand to the zuprly of money. in these c.rcumstances
it would anpear thnt the lencer raximize: utility only by
conform.ng tc ias ona habit, or otancrwice stated, consziderable
energy and effort mucst be exrended in chenging the normal
pattern and most lenders rrefer notv to do so.

Other institutional factors also affect the smount
of the loans. Laws rcfulate the maximun cize of loans in

terms of collars thot a varticular lender can mate and limit
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the size in relestion to ensuity al-o. e institutionsl

|

limitations may not =stom «ith the laws,., fabit again comes

<

into the picture of credit. iiany lender:, particulsrly after
veara of exnerience, nave difficulty; odjucting to new lending
situationz, 'Thi~ means the lenders often ectablisih rules

of trumb th:t may or may not a2prly to the loan situation

and then foliow tnem dilirently. For troem, the grentest
utilit: comex from nabit w:ile mar~inal analysis cces not
inf'luence t..eir cecisions.

Anotner institutional faoctor is the regulation of
reserve: reculrcd ol tiae banks of t.oe l'ederel Reserve Zoard,
is ra. have the effect of changins the surply of funds
available =nd as a result may keep both borrower snd lender

)

from maximizing their utility through maxine a loan,



CIIAPTER I1il

TGS AT AUTALYSES

[

This study was promrted becaute a2 rrcblem of low
incorie was known to erist., The six counties under study
have been clessifiea by the Cen us Dureau as rmcterately
low# incorie zrea:s. They are l=beled as economic area la.
The fact thiat tle problem is known to exist, lowever, 1is
not sufficient for coluticon. Lucn rore intermeticn muct
be obtained before caus~l factors can be 1zclated and
tolutions :suggested.

To better understernc the a~ricultural situstion
a farm survey wes tsken. A total of 21 families were
interv.ewed in a greoprarhically strat.fied ranuom camrle,
The c=2ri-le was chozen q: fcilows., Tihe counties were srlit
into cerments with eight to ten famllies rer sermcnt ond
then segitents were selected at random. The interviews
were talen br a total of nine reoprle, including the author,
working Ifor varicus lensths of tine curing i.av, June, and
Jaly, 1997. The intervie«s were tallen from the hLead of
the family 1f he wgs aveilable, or from some other resyonsible
verzon 1f the fonily liead wac not there at trhe tirie., The
sample incluced L .S7 vercent of the rural rornulation based

-17-
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on the 1954y Census of A-riculture.

Tne cred.t problcm which tiils thesis is concicering
was studieu as a rnart of a larger study covering many
aczpects of the human and phyzlical recfources in nortiiern
Mickligan ascriculture. The larger study was concernecd with
land, human resources, occurational history, builcings and
equipment, form rroduction in 1%LAh, off-farm inccme and
erinlecyment, accuisition of lend, uses of credit, finesncisl
surmary, anc decisions for tne future, ror the rurpose of
thilis thesis, the sections on scoulsition of 1leond, uses of
credit, ~ncd the financisl summary were dra.n on most heavily.

Resrondents Jere asked when trney acquirec their
firet lanc anc from wnom tne rurchiase was riade. Frinancial

arran:erients were ohteined including lencth of loans, Inter est

c,

rates, and source cf funds .nen borrowed cavitsl was use
in the rurchate, This same inform-tion wva: obtained for
all additions to the originsl tract of land. Lecedles:s to
say, if the resroncent was re.ting, tiie land acculsition
nuesticns were irrelevant snd therefore, not essivea. Respond-
ents were alro asked 1f thev hed ever wanted to buy land
for farming overations an¢ did not do so beceu:e they either
could not or bel.eved they could not get credit.

Uses of short-term credit were also investigated,
Loan information Ior the past three vears wnas obtained
including vuarposes, amcunts, sources, interest rates, »nd

lengths of losns., These loans ~ere for yroduction and
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consumrtion,

The data were subjected to tests through analysis
of }ariance. The crecit use wes compared «with a number of
different factors believed influential in cetermining the
amount of credit used. These ccrparisons—such as farm
income, farm assets, end education of fariily head—were
tested by snalwsis of variance tests.

All the data from the farm survey interviews were
put on IZIK punch cerds so thet the information could be
sorted 1n many wavs in the lea~t vossible time and for the
least cost. The credit information wes sorted against
almost twenty other characteristics of the farm, and thre
credit use was related to these charactecristics,

A survey was made to obtain informestion about
practices, rolicles, and opinions of lend..g agencies, 1t
was felt tn=t adequate information could not be obtained
gbout tne actusl agricultural credit s.tuation if the farm
survey was the only scurce of information. Therefore, the
survey of the lending agencies wos a lozical arvroach to
the oroblemn.

Since the size of the lending agency population 1is
small, the entire poonulation of the lencing agencies making
ggricultural loans a large or major rortion of their business
was included instead of taing just a small sample. The
total porulation consisted of seventeen 3tate banks (including

several with brench offices), one Ratlonal bank, three
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Farmers home Administration O0ffices, tiree Procduction Credit
Assoclations COffices, and two rederal [Land RBank Offices.

All of these were visited and surveys taken by the authnor
during Aupust, 19E57.

The cuesticnnsire was designed to gain inform-tion
of fact 2onc some informetion of ovinion., It asked guestions
about loan volicies for ferners, =uch as¢ lengitl of lcans
made, maxirum monev loaned to cne rerson, intcrest rates,
and other relosted infcrmetion., This tyre of informetion was
obtained for btoth short-term and long-term loans.

Inasmuch as the humaen elerient is an imvortant factor
in deteraining credit rolicies and »ractices, cuestions of

\
orinion were also asked. 7They were asked if they consicered
somne farming enterprises more risky thnan others and if so,
shich were the most =2nc leesst risky. Questions were asked
about the decl.ining spricuitural situation of the area and
to what cause the lender attributed tilis decline. Srecific
questions were asked concerning agriculturai crecdit use,
inc luding whether lack of credit could have been a causal
factor.

Lenders were 21s0 quizzed concerning ovinions of
borrowers. They were asked what characteristics they liked
most in a prosrective borrower, They were asked about rart-
time farmers—what porticn ci their custoirers were rart-
time formers, and what aid they thinXk abcout part-time farmers
with resrect to risl:, Lastly, tney were asked .f they

thought credit could be used as a tool to irmirove the current
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declining situation in agriculture,

The roint should probably be made tict the gquestions
werz worded in such a way 28 to atternpt to get amnswers by
an incdirect avrproach, This was uvecrticularly true of questions
concerning 2vailability of credit and the agricultural de-
cline,

Recouse the survey of the lending arencles conta.ned
the entire rorulation instead of a sarmple, no elaborste
statistical rrocedurcs were used in the annlysis of the data.
The data were comriled into a number of tables zhowing the
exact reacticns of tne lenccrs to the various questions.

By using this simrle method tne reactions of the lending
porulation can be seen very ;lé¢n'y.

Some effort was nlso made to c:ieck the accuracy of
the credit data obtained from the farm survey. A list of
resvondents was comriled anc each lender was aslied to citeck
any name that had hed a loan during the last thiree years.
wnen this inform-tion wes checlied vith the farm surve; it
waz foand th st erveosinatels 25 vercent of those who the
lenders said borrowed money had renorted in the farm survey
that none had been berroved., To increase the accuracy of
loan inferr-tion, mort;are reccrds for tiis &5 rercent were
obtained in the county offices 2and tne:e loans «ere added
to the data. uanlortunately, this aia not correct for all
the unavailsble inlorrniation because =211 loans are not

recorded in tire mertecage records,

HJowever, tre checlk -ith the lenders c.d prrovide a
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basis for estimeotins the comrleteness of the loan infcrmation.
To compens~te for the incomplete loan dGcta, the assunption
was mace that the unknown 25 percent had thie same chsarac-
terictics and averages as the Xknown portion. On tne basis
of that assumption, tne 25 vrercent were comrensated for and
the analyslis proceeced,

One other socurce of data was used., 7The State bank-
ing Corunission, State THA Office, LB, end FCA offices pro-
vided dete on losned funce, The total armount of funds
lcaned plus =2 breaskdown of agricultural losns were obtszs.ned
for the six counties. These official =mounts rroved very
helvful in comr-ring accuracy of the loan amcunts obtained

from the vrorulation s-~mrle.
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CIHAFTER IV

The farm survey provided sorie data th-t prcved to
be of 1little value and no more tnan general descrintive
infeormation., Iliowever, this survey also rroviced data that
proved useful in nheloing the researcher bettoer to understand
sone of the underlying reasons for rresent creailt use.

“hree nuncred and forty-one Iinterviews were rmade in
the six counties studied. Only 54 resrondents derended
entirely on the farm 2s a source of incorie, wnile 131 had
both ferm snd non-ferm income and 105 had only off-farm

income sources.

Fresent Debt Situstion

In the farm zurvey the rresent cebt situ~tion was
asked of the resrcndents 25 to tct-l debts anu some break-
down of total debts into veriou:s catepgorics of cebts. A
summary of the rresent cebt situation of tie 31 families
in the wam-le is shown in Table 1.

Of the 341 individuals in the samrle, 150 sald they
had debts at the time of ti:e interview., owever, only 1Ll

of the 150 gave tne amount cof debts. To correct for the 12.7

-23-
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TARLE 1

PRESLYT LLRT SITUATION

Farm real estate $206,650
Other real est-te 25,CC0
Short-term farm 112,850
Short-term non-farm L2,310
Ferzonal notes 13,3L0
Cther ly, 960

Total @41C,110

percent who refused to give the amocunt of their debts, the
asswirtion was made thnt this 12.7 percent nad the same
averege debts as did the rortion which stated the amount.
Therefore, an adjusted rresent debt s.tuction for the samrle

was derived as shown in Table 2.

TASBLE 2

ADJUSTED IRESEFT DaBT SITUAT1ION

Farm real estate w23%,712
Other real estate 23,637
Short-term farm 129,25
short-termn non-farm L3465
Ferscnal notes 21,CC3
Other 5,h702
Total 69,771

To checlz: the accuracy cof the farm survey data from
the lenders' side, tre funds losned in June, 1957, by the
lending agencies were crecked against the sample., It should
be pointed out thet this is far from completely accurate
for two reasons., First, the assumcticn wos made theot funds
loaned by lenders located 1In the six countyv area to peorle

who lived outside the srea under study were ecual to loans
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made by lenders located outside tae area to peorle in the
eix counties, ‘This may be a false asswirtion, but unfortu-
netely it cannot be proven or disrroven. The other error
ccmes in the fact thet no check cculd be made as to funds
loaned by one incividual to another. OCnly the rutlic lend-
ers were incluced in the checlk, icrardless of the frults
of this check, 1t was felt worthwhile and the rezults are

coripiled in Table 3.

TARLE 3

FUNDS LOALED BY ORGALIZED CREDIT L[ioTiTUTICHS 1IN
WEX0RD, 1 133AULEE, LAFE, OSChULA, LAwAYGO,
1ECO3TA COULTIES, JULE, 1957 2

arm Real Total Loaned
Lender Estote Cther Farm FMands

State Z2anks w1,336,000 +3,601,C00 w26,272,000
National Eank 1C5,0C0 230,0C0 853,060
FCA 56l,C00 56l,CCo
LB 2,CL7,000 2,045,000
A 653,0C0 80%,ccCoe 1,445,000
Total w4, Ol , 000 w5,203,000 w31,20C,C00

— e D SR U ——

The Cipures in Taebles 2 and 3 are not comrarable

because one table is for .97 percent of the population,

wnile the seccond table is the total for tne pOpulation.lO

9Sources: licnigan state Banking Commission, irirst
Ilational Bank of Evart, lichigsen Farmers nome Adninistration
Cffice, and local offices of the rfederal Land Banlt end FPro-
duction Credit Associ=tion.

1OBased on 197 Census of Arriculture.
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When the sample date are expanded to 100 rercent of the
vorulation instead of 4.97 percent, the porulation cebt
situation as obtained from farm sample and from the lending

agencies compare as snown in Table .

TABLE L

COI'FARINLG DEBT DATA *RCIT TAO SOURCES

Farn Keal Otrier Loans

bstate to Farmers

Farm Samnle W, 762,317 W 5,6%9,316
Lending Population L, 64,000 5,203,000

Thiese data lead to the conclusion tnat the fsrm
sample information is s.irprisingly accurate in srite cf the
difficulty of discussing debt informstion with interviewees,
For tne samnle to be more accur=te, the aebt situation from
the sam=le chould calculate to some amount higher than the
debts revorted by the lendin- agencies. This 1is true be-
cause the ferm samprle inclucdez debts to inaiv.duals which
are not included in the amounts revorted from the lend.ng
acencies, These debt data, wiilie not naving particulsr
neaning in snua of themsclves, +vill be used w~hen 21l the

results are tiea together at tnhe end of trnis chanter.

IFactors Affecting short-term sorrowing
Three factors stand out ss being influential in the

amount of short-term credit used. These factors esre: size

cf farm, educotion of the family head, and gross ferm income.
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Trne size of farm was measured by the amount of crop-
land used. Total acres were not used as s mecasure since the
amount of crorland ured is 2 more meanincful measure of the
size of the econownic unit inciuded in the farm, rarticulsrly
in this area of Michican. 1In feneral, the amount of short-
term crecit ucsed increased as the amount cf crorlanc .n-
creased., with less than 10 acres cof cr:—land the sverar
amount of all short-term crecit used dariig the thiree-year
period, June 19504 throuch a7 1956, was 1,253, while those
naving 70 to 99.9 crop acres averaed (2,5c4 of short-term
borrowsings, and those using mcre tiian «CO crop ecres aver-
aged L,910. It snould be pointed out tiint tiicse averspes
refer only to the averare of those who used zore crecit.
1t i3 not the aver~pe of all ferms in the catesory unless
2ll farms in a ¢iven caterory b.anpencd to have uced credit,

wWien an analye_o of variance was anrlied to thece
data, tine size of fsim ss releted to amcunt of short-term
borrowing proved to be hichl: significant; thus it can be
conciuded thrt the size of far:- is a factor in the use of
short-term credit.

tducation of the family heod is the second charac-
teristic that avreared to be imrortant in the uve of short-
term credit, oeveral cate;ories uwere estsblisiied ranging
from no formal e.ucation to 17 or more vesrs of formal edu-
cation, "hne greatest number of indivicuals xac corpleted
elght yesrs of formal education, —ith <lmost half having

more tran eight vears of formal ecducstion, while less than
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15 percent had less than el-ihit yvears of form:1l ecucstion.,

It could be =zeen thrt generally the grester tne edu-
cation, the crester ¢ he “oe OF cre it, 'Jhose wlitn eight
years or less of formal educetion useda 2n average of 414Cl of
short-term credlt wiile tnose with more tran eirnt years edu-
cation used an averagse of 42457 of crecit during the some
three vear reriod.

The trird vart of tne cdescriptive infeormation that
has 1orortant influence on the nuse of crecit is gross form
income., Tris wes also cividew In vorious catecories accord-
g to emount of income and the credlt uszea., As slcnt have
been exrected, tihie use of crecit increased as the farm in-
coiie increased, The detailea infcriistion con be seen in
Table <,

when statistical tests were ap-lied to the data, the

vsasriance 1n credit use wes highly significent.

TASLE §

GROSS FAM 1RCU-w AL 3 0XT-Tali: CREDIT UsSE

Amount of Average Size

Income of Loan
Under $1C00 5 235
10C0-1999 1,37
200C-2959 1,572
3C0C-39%9 2,205
LOC0-L999 3,675
500C-49G9 3,334
700C-2999 3,357
90CC-11,999 l,333
12,000 and over c,31kL
llot re-crted 2,239

Trere were a nurmber of other craractericstics whilch




sere

N

o S N
O i 3 |
i E

©) et , |

5 # . ¢ M_.“ £ res “+> 5] i) nli 42 (] ()

o 3 as P} (&4 £ -7 £ 2 &

£a e a> o o @O g 3 &L @

o = 43 - £ w & ] <7
=1 =7




-20-

were relatea to tne use of sunort-tern credait. wone of tliese
were statistically significant, altnougn in a number of cases
associations were exvected. Tiese are presented below.

The age of the family head seerea to male little
difference., some of the younrer families used as much or
as little credit 2s the families 30 to 4O 3jears older with
no anrarent releotion between age ana cre.it use., This can

readily be seen in Table 5,

TADLE 6

AZE O WANMTILY JmAD AND SHORT-TBRIL CRkolT USKE

Aze of Average Size
Family Head of Loan
Under 25 $ 555
25-3L 1,79
35'&—1‘— 2,5/))4,
L5-84 1,539
ES-bl 1,740
A5 and over 2,353

There was no relaticn between size of househcid and
short-term credit use. All the household sizes averaged
very cloze to thre same arount of credit uze.

Tenure was another factor th-t had little rel-tion
to the credit uze. DMore than 90 »ercent of the households
interviewed fell into either the owner-operatcr, owner-operator
renting land, =and non-farm catepories, There was not any
significant wifference in crecit use bet.een tne:se grours
and taere were too few indivicuals falling .rnito other ten-
ure categories to be incluiced in the analysis of variance.

Theretore, i1t should be ernnasized thot tenure haa iittle
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anvarent effect on short-term creult use.

The last non-significant choractcrictic of credit
use tested is off-farm income. Eighty-four perceat of the
households interviewed nhad off-farmi: incomes; however, the
armount of thie off-farm income had little or no relation to
the credit u=ed, This can be seen in some detall in Table
7. The decline in loans as off-farm inccwe increased is

slow 2and irreculsr,
TABLL 7

Orp=TARM INCULE 4l SHORT-Tari. CRasiT USE

Averare Size

Cff-farm Income of Loan
lione w2557
ILess than 2,000 1,755
2,000-2,999 1,390
3,0C0-3,99G 2,078
LL,coCc-L,299 1,529
5,000-5,999 1,973
6,000-45,999 1,255
7,000-7,999 1,L00
R,000-9,9-9 1,°17
1¢,CC0 2ond over 1,050
lio revort 2,140

Descrintion of Short-term Rorroulng
Attention should be given to zome descrirt.on of
the actual uase of this creuit. Thaerc are four rajor roints
th=at snould be discussed—purpro=e cf loanz, interest rates,
sources of losans, =2nd lensth of loens,
AS one ~Jould exvect, the amount of the loans varies
vldely with thie »nurvose c¢f the loan. Loans for livestock

rurchase were the hirhest of all »nurposes, aversasing 2,471
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prer loan. IFarn enculrment loans were second tsrge-t, aver-
aging 41,255 prer loan. Auto loans averaged 503 and house
or housenold lo~ns had the lowest averare, amounting to ZlLb.
It should be noted thet most of the loans in the latter cate-
gory were used Tor furnitare and ermliancez and were, there-
fore, installment lceans, The non-form nortion (based on
use) of the short-term loens used amountec to 123 of 260,
the total number of loans; or in other weords aglmost one-half
of the loens. However, 1n dollar vo:ume the non-ferm losns
accousted for only cne-thnird of the total coilars borrowed.

One should not be surnrised to find that the cize
of loan varies +idelwy with the rurrosze of the loan, Fowever,
the number of loans th<t were used for non-farm nurroses
should point up an arpareant attitude that seems to be true
with urban and rural fsmilies alilke, Tiat is the attitude
that 1t is no longer necessary or often uecirable to walt
until you have the nescessary funds to purchase consumntion
goods, but rather that crecit is a means of obtaining added
consumption goods sooner tnan would otherwise be mossible.

interest rates, accaxing to economic theory, =re
determined by the supnly and demand of money for lending.
fiowever, in mractice this is not a comnlete exrlanation,
because of institutional natterns that enter into the bank-

ng systems in the United States. ‘Therefore,

o

ing end lend
it i1s not surrrising that the interest rates are groured

in the 5 rercent and 7 :ercent categories., Of the &7

individual short-term loans th=st were recorded from the
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interviews, about one-fourth licsted A mercent intere-t and
about cne-f-urth listed 7 rercent interest. COver one-third:
of tre farmcrs «id not revort tne interest rate. Only the
rerialning one-slixth or less of the .oans listed interest
rates of less than 4 rercent or grester than 7 perce:t.

One inaccuracy in the data should probably be pointed
out here, A high rercentere of the loans invclved in this
study were instaellment tyre loans. Triese are reorely a
straight 6 rercent or 7 rercent although it may cle-rly
state 6 rercent or 7 percent on the loan contract. 1In such
cases it is exprected thet the resnondents gave the stated
interest r-te while the actual interest rete was hirlier.
The exact rronortion cf the lo~ns th~t this involves is not
kmown, The autnor is sure that this has hso prenea in a
rumber of cases; hence, the data actually rcrorted an averare
interest rate lower thian tle true rate,

In this study, chort-term losns neve been delined
as loans otlier tnan thoce mace on reasl estate. The lencth
of loans was short in terms of years witn three-fourths of
them less than three years duration. 1In number, tiiere were
20 under one iear, 90 from one to two years, snd 50 from
tio to three years from a total of 237 short-term loans.
Cnly Z2 were for three t- five vears, with the remalin.ung
L5 of the 27 short-tcim lcens not reported with resrect

to len~th.

Une majcr source rrovided most of the shniort-ternm
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loans—1locgl banks. OUne hunared and seventy-eiont of thie
297 loans were obtaineda at the local b.niis wiltn only 15
obtainea from the FCA and 8 from the riiA. tighty-two loans
came from other sources including installment loans from

stores a2nd loans from friends or relatives,

Imrlications Ferteoinine to Sliort-term Loans

Presumably a vrroduction short-term loan iz used to
either enatle the econoric unit tc maintain its vresent
statuz or to exrand its size and r»roductive facilities,
when all of the asrects of tlie econounic units are in a
rrover vroportion =and size, cmort-term prcduction loans can
rmeet thiese objectives, .lowever, -icen onc of the necersary
asrects of Lhe econ mic unit is missing it will vrrevent
the maximum use of crcait facilities as a production tool.

All of the factors are not known rrecisely nor are
all the »rorer combinations known; however, tiiree factors
were sifrnificantly correlated ~ith the use of short-term
credit. 7The educntion of the family head proved to be
significant =2nd is r»rob-"1ly significant only becouce .t is
somewhat of » gaure of managerial 2bility. Ianagerial
ability cennot be mea-ured; however, in our society it is
usually asssumed thet education imvroves manarerial ability,
Although education was a significant factor in the use of
short-term crecit, managerent was vrobably the real factor,
and education is a factor in menagerisl abllity rather tihan

direcctly influencing credit use,
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Anothrer imrortant asvect of the economic unit is 1its
size. The old sayinsg thot it tekes money to mei e money may
not be tco far wrong. DBoth the size of ferm and the rross
farm income were related to borrowings, but t-.ey are also
indicators of s.ize and oroductive power of tne econcnmic
unit. Therefcre, the size of the econcmic unit effects and
may limit tne use of crecit ax a tool in meintaining its
size or expanding 1ts size.

Econoriic units may be limitecd bty present pnhysical
size or menacrerial sbility. 1f these limitatlions exist,
all the short-term credit available is of 1little value to
these units ir imrrcving their financial ovosition.

In this =study vnroduction and consumrtion loans have
been ccnsidered tosether., This has been done because farm
units require a different enrroasch from thet required if
urban units were under considersation,

Tr.e farm economic unit is a combinnstion of houcsehold
and business units thet is usuall; operated as one., There-
fore, the resl rurvose for a short-term loan 1s far from
clear., The loan may be to buy feeder cattle but is necessary
only becauze mcney has alrendr been spent to buy a» lisnces
for tiie horme. Conver-ely, cash may be used to buy feeder
cattle while s new electric range 1s purchased on install-
ment crecit. ‘Therefore, one rust be careful about the
implicaticns drewn from the distributicn of losn purnoses,

Frobably the only safe imnlication that can be drawn
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is tiiat to maintein the level of 1living desired snd to mein-
tain or exrand the rroductive unit, additional canital is
used. The narticulsr nurvose given for maling a loan may
not reflect trhe real reason or need for borrowing the money.

A final implication t..at =houlid be drawn at this
point deal:x «ith the lending »rencies., 1t as been shown
that the loc~l banizs are the mejor lending inctitutions in
the area under study. This leaves the banks in a noziticn
of tremendous influence on tie lending rrocedures =nd rvoli-
cles in the local corrmunities., Eank prolicies could stifle
economic rrowth in an arricultural area throucrh conszervative
and out-dated baniing vrrocedures, ond conversely could rro-
mcte the econcmic erowth end well berns of a comrmunity
through an agcrescive, educnmticnal, and screw =t 1libersl
lending rolicy.

In 211 feirness to the tanks!' situation in tnis ares,
it chould be remembered th=t most banks are nrimarily de-
vrendent on the arricultural sector c¢f tlie econony for their
livelihood and wculd not be expectea to stifle sgricultural
growth intentionally. What hanrens unintentionally cannot

be ascertained et this roint.

Lene-term Loans
Long-term loans are anotrer asnect of arricultural
credit th-t has not been discussed. These are loans made
on reel estate and, consenuently, run for much longer tirme

reriods tlhan do lecans secured by ncn-real estate items. 1In
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the farm survey sarmnle taken from tine six county area under
study, there were j06 changes of ownershin rercrted by tae
325 present owners, These |06 changes of ownershin included
the initial acouisition of lend by the prresent owner and
any additions to the original rlot of lIzand that have been
made.

Of the L05 title transfers th-t were recorded, L7
were inherited and 1Ll were obta.nea by cach purciases. The
remaining 215 were purchased via t:e use of some borrowed
funds and will, t-erefore, demsnd a closer examination in
this stucdy.

Lonc-term credit has been of substantial importance
over the rast 5C years. Table 8 shows the dates that vari-
ous title cnances too” place over the past 50 vears both
with the use of credit and the total purchaces wiich include

crecdit sand ceosh purchases.

TABLE 8

DATLS OF LAND PURCUASES

Date Total Purchases
Furchases Via Credit
Before 19G0 i 2
1500-1909 16 9
1910-1919 22 10
1920-1929 373 19
1930-1939 L2 31
1940-19.9 133 78
1950-1687 Q0 £1
Mo renort 9 5

Total 359 215
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Inasrmuch as a high percentage of present owners
would be exrected to have btougnt tnecir land in tlie more re-
cent years, it is not surprising trkat a high percentare of
the purchases have been made in the last 15 to 20 years.

Several sources of credit were of major imnortance
in long-term loans. Of the 215 purchases using credit, 56
used funds obtained from individuals, L7 obtained funds from

lie local bank, and 25 were financed by the Federal Land
Bank, OCnly 5 used Farmers home Administration Funds, while
79 of the 215 who borrowed funds failed to divulge the source
of the loan, The use of ti.e Federal Land Bank and Farmers
iome Aaministration points out that these federal agencies
account for a higher proportion of long term loans theon their
counterparts do for short-term creait.

The land contract tyre of credit has been most
ponular in this area. Under a land contract the lender
holds the title on the land w'.ile payment 1s due, but cannct
sell the land nor influence the use of the land so long as
the buyer is meeting the previousl; agreed upon payment plan,
This plan accounted for 103 of the 215 loans made on farms.
It is cormonly used by individuals when ti.ey lend money and
is used by many banks. It is not uncommon for tiic seller
to hold the land contract.

Interest rates for long-term loans varied much more
widely tnan for short-term loans., Table 9 on prare 33 1llus-

trates the range of interest rates paid on long term loans,
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TABLE 9

INT2Ra3T RATES CrF LCORG-TLRM LOAKS

Interest Rate Number

of Loans
Less than 3.9% 15
500“5.9;6 18
600"6.9/% '/‘)3
700-70970 15
No rerort 76
Total 215

It would svpesr that tne long term borrower has more
opportunities to get funds at different interest rates

than are avsilable to short-term borrowers. Inasmuch as
many individuals obtained funds from friends and relatives
rather t-an local ba-nks, lower interest rates are often
available to tiem., The Federal Land Bank snd the Farmers
llome Administration also provide loans at rates somewrat
lower tnen local arencies., Since the Federal Land Bank

is never available for czhort-term loans and since individuals
do not lend money as readily on short-term bases, lower
interest retes are simply not a: resdily available to short-
term borrowers,

The length of loans varies a great deal., Although
none of the farm nurchase loans were of less than one year
there were cuite a number in the four and five year category.
Fiftr were of no longer than five years and Bl were from six
to ten years in length. Table 10 on the next page gives

the detalled treakdown according to length of loans,
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TABLE 10

LENGTH CF LONG TzRN LCALS

\

Length of loan Number of

(years) Loans
1-5 co
5=10 cly
11-15 8
15-20 1
21-25 N
25=30 in
31-35 1
3% and over L
No report _15

Total

\V]
(o]
\n

It srould be noted that in this area cnly two of
tiie twenty-one local banks can make a loan of more to.an
10 years; therefore, it is not surprising that the majority
of the stated length of loans are under ten years. The
longest loans are rostly attributable to the Federal Land
Bank which can nos mske loans of 33 years in length 2na
tiich formerly could make loans up to LO years. These
long-term loans make it possible for thre farmer to get
relatively low prunciral payments end relatively low inter-
est rates; however, having a loan for that lengtn of time
adds to tiie inflexibility of the economic unit. All lenders
set payments so t. e loan would be pald off in the stated

number of years thaet the loan was to run.

Implications of Long-Term Data

With 215 of 359 land purchasers using some credit to




-L0-
make the purchase, 1t is rather obvious that long-term
credit is of great 1mnortance to agriculture in the area
under study. It 1s also tihhe author's observation that there
are more possibilities for obtaining funds fcr land purchase
than 1s the case for production snd consumntion credit,
There is resason to believe tnst tre gre-~ter number of sources
are available because the original sources (mostly local
banks) proved to be inadequate in long-term credit, there-
fore prcviding the stinulus fcer the foundation c¢f such agen-
cies as the Feceral Lend Bank and the Farmers nome Adminis-
tration, Zvidence to suppecrt this statement lias not been
presented as of now; however, discussion of tie Interviews
with the lending agencies will add sunport to t.is reason-

ing.

Lending Agencies

To better understand the actual credit situstion in
the gix counties under :=tudy, the primary lending agrcncies
were interviewed in an attempt to obtain information vner-
taining to lending rractices. They were alco asked for orin-
ions as to tiie role of credit in agriculture and 1ts possi-
bilities as a tool in agricultural production. The Federel
Land Bank, Farmers nome Administration, and the Froduction
Credit Association nhave established rules to follow which
are fairly inflexible. Their practices and policies will be

given a short diszcussion later. Bank policies are not =o

uniform, =snd will be aiscussecd below.
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There are 17 State banks: and one Nationsl bank in
the 8ix counties. In addition, several of tre State baks
have branches, so that a total of 23 bank offices are avail-
able to the public in the six counties. All of the offices
were visited and interviews were made at 21 of the 23. The
two remaining banks were not lanterviewed because their loans
to farmers were less ~han 1 vrercent of total loans outstand-
ing and, therefore, it was mutually agreed upon by the bankers
and thie aut or thet the interview would be largely a waste
of time,

hie policies of the banks will be discussed first
with a summatlon of the oninions of the bankers made loter,

Taking first the real estate loans, it was fcund
that 13 of 21 banks had a mixirum length of loan of 10 years
while one made loans no longer than 5 years and two went up
to 15 years. Although t ev can legally make loens up to 10
years, there were several others th-t ccnceaed most of their
loans were of Y vears lenrtn or less and that taey preferred
not make longcr ones 1in most cases. Tne lenctih-of loans tirat
can legally be made =are set by law acccrain: to trhe caritel
strenrth and tvre of the bm k. Fowever, tie indication of
the bankers wns that the leeal 1limit is rarely a limiting
factor when riaking a loan.

The intcrest rates for all banis were 6 percent and/
or 7 percent., lost of the banks cdetermined the rate of

interest by the size of loan. For exanple, one bank charged
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7 rercent intcrest for any loen uv to 3,5CC snd © rercent
interest'for loang over that,

When the nurmber of reva.ments ver Feor wss dlscosred
it wss noted tii=t ¢ioht bonice 1n ..oted on 12 payments per
yeer ana eiri t otaers orersted n-.nily Cil ©.0 payments rer
year, wniile tue remaining five geve no set policy e rtsuning
to nunber of neyments,

Maximum e¢ize of losan in terms of dollars ~nd mindimum
equity recuired for the owner to uold are iwvortant cuestions
+n any ciccucsion of banking., Both are established by law.
lichigan law recuires a minimum of [j0 percent ezsuity to be held
by the owner so AC percent of the ss:eusea value of the property
is the maximum th-t a bank can loan. iowever, 13 of 21 bankers
said t =t tliey never lcaned more than fifty percent of the
value of the rrorerty. There zre douttless cases where earn-
ing power is cnougnh in questicn to cause a bank to be careful
of collateral. .owever, rian; loans result in sufficient
earning power to warrant tnat little attention need be civen
to collateral. 1If the banker limits the loaen when it 1is
unwarranted, a caze of external canital raticning recults
which may imnair the rrogress of the eccnonic unit invclved
and which, given enouch cazes, ma~ imnalr the nrogre:s of
agriculture in the region,

The maximum amount of monev tiist can be loaned to

one individusl i3 also set by law, This is determined by

the capital sassets =nd surnlus of the bank, The creater the
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assets of the bank, the grester is the loan that can be made
to one individusgl., 1In terms of arricultural loans, it can
be 2 definite limiting factor in some communities to derend
on the local bank for all the loanable funds, Fourteen of
the twenty-one banks gave no limit in terms of dollars, which
meant that thneir limit was high enough thet it never came
into vlay. Three listed limits of $1C,000 ond the remaining
four gave limits ranging from 16,500 to $22,000. In terms
of commercial agriculture these limits hinaer the rroper de-
velopment of the economic unit. 1In practice, any farmer
dealing with one cf these banks potentially could obtain g
larger loan by goins to other banks or other agencies. How-
ever, ne may find greater difficulty in obtaining the desired
amount of funds in an erea where he 1s a stranger, and he may
be reluctant to try becmuse he knows tnis to he true. There-
fore, the low 1l.mit of loanable funds 1s almost certs.n to

contribute to external rationing.

Short-Term Loan Policies

Some consideration should be ~iven to banker's policiles
end practices concerning chattel mortgages.

Thnese are loans which rre secured by items cther than
real estate, Because the items are less durable than reel
estate and because they fit into tre category of prroduction
or consumption loans, tre loans are generally of o shorter
length than real estate loans., Six of the twenty-one banks

mal-e chattel loans for only six months and then renew all or
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part of the losn if it is necessary. Four others make loans
for varying lengtihs of time up to one year. Ten banks make
loans from one to three years while one goes up to five years
in length,

Lquity recuirements show con:iderable range among the
banks, Five said they set no minimum equity renuirement on
chattel loans while ten gsve 50 percent as thelr minimum
equity requirement for the owner. Two even went as high as
75 percent eguity requirement, while four others were more
liberal in their loaning nrocedures, requiring only 25 per-
cent and 30 percent eauity to be held by the owner,

The interest rates charged by the banks was 6 vercent
and/or 7 rercent. Two itad a flat 7 percent interest rate on
ch=ttel lo=ns, but most of them cuarged 7 percent for small
loans wiiile the larger loans could be obtained for 6 percent.

The maximum amount per loan was the legal limit set
on the bank and none of the bankers felt thot this was a
limiting factor in chettel loans, Limits as low as 10,000
may be a limiting fector in chattel loans in this srea. One
individual interviewed in the farm survey used 12,000 of
chattel credit snnuslly in his turkey vroduction. If he needed
to denl with cne of the smaller banks he would find himself
limited for funds,

Of course, bankers do not limit their credit activi-
ties to secured loans; therefore, while discussing lending
policies of banks the non-secured notes to farmers have a

rlace here. Most of the bankers know the men they are deal-
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ing witn. Therefore, more then collater=l recuirements are
usually considered, Yany farmers can borrow ;5C0 or $1,000
on their signature with no security. The author found it im-
rossible to obtaln any cdetailed inferrmation from the b-nkers
concerning non-gecured notes, excert that the interest rates
vwere the sarme as cuattel losns, 1t aprears that non-secured
notes vlay an imrortant role in snort-term credit use in this
area, but it wWas impossible to cbtain eltner numbers or dol-

lar volumes of non-secured notes from the various banks,

Fractices and Policies of Cther rending Agencles

After local banks in immortance, core tlie Fsrmers
fiome Administreticn, PFrocductlion Credit Assocliotion, =nd Fed-
eral Lsnd Eank. Although 3ll three of these agencies are
cormonly referred to =s Wederal arencies, only the FiA is
actually 2 Federal Arencv, The FCA »nd ¥LB were started ss
Federal covernment rroject= but are not now recersl arencies
but r-ther coomerotives, - For purroses of this alscus=ion,
the three arencies will be c¢iscuszed one at a time, start-
ing with the F:A,

The fsarmers Home Administr-tion 1s s Feceral aisency
uncer the United States Department of asriculture. in the
¢ix counties under study thnere are triree offices with each
suvervisor having s two-county district. A re=l estate
loans are made =t uﬂ rercent interest for meriods ur to 30

vears, There is a 420,000 1limit vrer loan but there i3 no
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minirmim ecquity recuirement for the owner, Princival nsy-
ments a2re made once a vear,

Chattel loans are made for reriods of ur to neven
vears at 5 mercent interest rates, The snme 320,000 loan
limit is in effect; however, 2=ny chattel lo=n of more than
+10,000 must be anrroved by the State Director, Fayments
vary with inciviaual loans but most are made monthly. Some
of the crattel loans are paid by taking a cut cirectly from
the sale of thie farmer's vrouucts, such as taking out some
of the mil% check before the farmer gets it.

in adailtion to the conventional real estoate snd
cnattel loans the FiA will slso make j‘ouse lmrrovement loans,
30il a:d Weter Conservation loans, =nd iivestock loans. All
of tunese loans are mnade at L percent interest rotes but are
of minor irrortance in this¢ area.

The FCA and L3 are coorerstives that orer-te from
the same source of funa:, They ore set un in such 1 way that,
in theory, no overlapring of loans occurs, Thi=z is dene by
tne L loan.ng funas sccured by re=l estate only, while the
PCA mazes only procuction loans secured by chiattel mortsares.

The Federal Land Dank makes lozns for tlme roriods
ur to 33 yesrs at § rercent interest. irowever, the most
common length of loan is 20 yeerrs in lencth, Losns m=y be
made up to ;200,000 with a minimum ecuity re-~uirement of 35
nercent. Renavment of the princinal is mode elitner annaslly

or #imi-~nnually w.uth e-ual size pesyments maue over the
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lengtn of tiue loen,

fhe Procuction (Creait Association maxes only loans
secured by chattel mortgsges. Their losns are mace ur to
five years in length at an interest rate of 7 percent. The
dollar 1imit of loans is so high thet it never comes into
nlay as a limiting factor. The enulty requirement is not
firmly est-blicshed and varies from one Secretary-Treasurer
to another., 3Revayments are made in the war mo=t convenient
for the f=rmer, ranging from cne to twenty-four rayments

ner vear,

Lenders Opinions

Attention is now airectea to tne orinicns of tne
lenders. Rereordlezs of ihie leral l.mitstions and rules for
making loans, the most imrortant influence in the making of
most loans is tae human element. This varle- from cne
lencder to the othier but 1s 2 very imrortant influence on
the credit use of an =area or community., A groupr of lenders
in an ares thet holds conservetive ideas rertainine to =cri-
cultursl loans cean have 2 comnletely different influence on
agricultursl vrrogfrecs in thrst area than would be cbscrved
in asnothner area wiere lenders hold libersl iceas concerning
agreicaltural losns, a2ltiougn both aress may be oper?ting
unuer exactly the zame legeal restrictions. Therefore, to
enable the researcher better to answer the question as to

the influence of azricultural credit on rresent conditions
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in the six counties uncer study, some cetailed aiscussion

of lenders iceaz as reccrded by interviews 1s mace., Tnis
Giscussion will include bankers, FCA, FHA, snd I'LB personnel
all in one group.

Lenders were acsked if they ccnsidered some farming
operations more riskv than others, Twenty-three of twentv-
nine sgid that thev did consider some orerations mecre risky
than otliera. The enterrrises considered most riskv and the

enterrrises considered leaxt risks are li~ted in Teble 11.

TABLE 11

FAR: ELT-RIRLSES CowdivmabDd FOST AnD LrAST RISKY

host Risky No. Least Risky o,
Casn crops 13 airy 13
Tur<eys n Livestock 3
Fruit 3 Divers.fied faruing 3
Yotstoes 3 Cattle 2
Onions 1 bon't lnow 1

It will be noted that some caterories rigi:tfully
fall into others slre-dy listed (potatces and onicns are
cash crops); however, the listing here iz made just as given
when the lender was asked wnich he cinsidered most ~nd least
risky,

Thie lenders who salid there wasz a difference in rusk

considerations between farming enterrrises were asked if this

caused them to alter thelr equity regquirements on agricultursl
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loans, kleven of twenty said yes they did 2lter enuity re-
guirenents on real estate loans ana thirteen c¢f twenty-one
said they altereu eauity requirements on cnattel loars,

Wrien asked wnat ciharacteristics were consadered most
important wnen considering a farmer for 2n sofricultural loan,
a8 wice rance of charscteristics was mentioned. Table 12

shows the number in each clas ification of charscteristics,

TA3LE 12
IFPORTAIT CIUARACTARLISTICS Of LinowmaS
Cliaracteri:tics sumber

Character
Carabilities
Collateral

.is record
individusl hinzelf
Ambition

;.onest

Ability to nay

a3 a farmune plan

o EEE e

aNien =sxkxed 1f tie. would actively exnand tioeir loans
if they could find rore farmers with tiiese chsracteristics,
twenty-two g-~.d wves, four ¢id not answer, a2nc three said no.
The three wno s-~id no gave the reason of being lcaned to
their limit at the present tie ~nd therefore could not ex-
rand loans to anvone.

Lenders were al-o ss8ked wnet information they con-
gsiuered imvortant to know befcre they made real esteote and
chattel lo=zns to farmers. This ~uestion also brourht 2
great variet; of an:wWers tn-t are summorized in Table 13,

The recent agr.cuituarsl ccnsus rercrts of arriculture
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TABLE 13
INFORMATION DESIRED BEFORE MAKING A LOAN
Real Estate Chattel

Loan Loan
Already know most of them 7 6
Property in general 6 5
Production of ferm 6 L
Equity 5 5
Previous loan experience 5 L
Use of loan 3 3
Background of man 3 5
Other income 2 2
Livestock 1 3
Equipment 1 2

in the six counties under studj reveal that there are a

large number of part-time farmers residing in the area. In-
asmuch as this sector has become of major importance to the
agriculturai economy in this area, it was felt thet some in-
formation should be obtained as to the number of sgriocultural
loans that are being made to the part-time farmers and some
questions pertaining to lenders' ideas about making agri-
cultural loans to part-time farmers should be explored,

A summary of the opinions of the lenders reveals that
approximately 50 percent or more of the farmers who are bor-
rowing money from the major lenders are part-time farmers,

It should be noted here that this i1s not inconsistent with
the farm survey sample thet was taken,

When asked whether they thought part-time rarmers‘were
better or worse risks than full-time farmers with respect to
agriocultural loans, thirteen sald they were better, five said

they were worse, eight said there was no difference, two said
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they did not know, and one said 1t wes unimportant. Several
thought part-time farmers were better risks because they had
other sources of income, thus increasing the possibility of
repayment, However, two reported that part-time farmers
were worse risks than full-time farmers because they did not
devote enough time and interest to the farming enterprise.

One of the objectives of this theeis is to determine
whether or not the lack of agricultural credit or the misuse
of this credit has contributed to the presnet despair in the
area undre study. Therefore, the last question asked the
lenders was a point-blank question as to whether the sgricul-
tural situation has declined in the area and if 8o, why.
Twenty lenders sald there had been a decline, 8ix said there
had not been, and three said they did not know, The twenty
who said there had been a decline in the agricultural situa-

tion gave the reasons listed in Table 1l for the decline.

TABLE 14
REASONS FOR DECLINE IN AGRICULTURAL PROFITABILITY

Cost-price Squeeze 12
Small and/or Marginal Farms L
Poor Land 3
Lack of Knowhow 2
Dont't Know 2

Inasmuch as none of the lenders mentioned the possi-
bility of credit or lack of credit as having contributed to
the agricultural decline, some specific questions concerning

thie were asked, Sixteen sald internal rationing hsd not
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been a contributing factor while only two said 1t had.11
Seventeen said external capital rstioning had not been a
factor while only one said it had been a factor in the de-
cline., Twenty-eight said there 1s plenty of credit avail-
able to agriculture now while one said there was a shortage
in long-term agricultural credit. In the quick summation of
this paragraph it can be said that lenders were of the opinion
that neither farmers! nor lenders' rationing of credit has
been a factor in the agricultural profitability in the six
counties under study,

When asked if they thought more credit or different
terms or different interest rates could be used to help im-
prove the presnet conditions in agriculture, three said yes
and twnety-three said they did not think it would help., The
three that answered yes gave three different approaches to
the problem. One banker said that banking laws should be
more flexible to take care of young farmers! problems. An-
other 8aid that longer time periods were neéded on some
chattel loans than were commonly granted, and the third said
that credit could be used as a tool to improve the situation
but only if the farmers were better educoted to the uses of
credit,

The twenty-three who said more credit or different

credit policies would not help the depressed situation were

1lcgpital rationing has been defined in footnde
number 2 on page 9. The lenders were asked this capital
rationing question in non-technical terms.

P el
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asked why it would not help. Five gave no reason for feel-
ing this way, but the reasons given by the eighteen that did

answer are listed in Table 15.

TABLE 15

REASONS WHY CREDIT CHANGES WILL NOT
IMPROVE PRESENT SITUATION

Plenty of Credit Available
Have FHA for this

Problem of paying off now
Would be little incentive
In debt enough now

Has 1little to do with it
Land not productive enough

WO

Needless to say, the five tnat said the FHA was to
take care of this were bankers and not FHA supervisors.

A last gquestion asked that is really more in the realm
of policy than opinion was whether the lender gave agricul-
tural advice to borrowers, It should be noted that all three
FHA supervisors gave answers of yes which was expected, Part
of the FHA loan program includes farm supervision and advice
and, therefore, the FHA county supervisors are required to
make farm visits to give advice.

Of the other lending agencies (including the banks)
seventeen said they gave aodvice to loanees occasionally
and ten s21d they never gave advice when ssked or when the
loan became delinquent; however, only three lenders (other
than FHA) sald they even made visits to farms to advise the
operators without being asked and this happened only occasion-

ally. For the three bankers who said they occasionally volun-
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teered advice, 1t was a change of policy over ten years
earlier, When asked why the policy had changed there were
three reasons given: (1) difference in production methods,
(2) different management in the bank, end (3) younger em-
ployees at the bank,

Several conclusions should be made briefly at this
point pertaining to the bsanks' and loan agencies' practices.
The author feels that the small farm in this area is in a
very precarious position., This opinion 1is not held by the
author glone, but is held by many people in the area and
most agricultural experts who are familiar with the situation.
There are severasl alternatives that should be open. One is
part-time farming where the farmer actually ceases to be a
Tfarmer but rsther depends mainly on the farm for a place to
live, Another alternstive should be one of expanding the
economie unit into a size tiat will afford the farmer a re-
specteble income, This will require capitd , educstion, and
foresight on the part of both lender and borrower but partic-
ularly by the lender. The lending asgencies are relatively
few and exert tremendous influence in this area., An organized
and well managed effort on the part of the lending sgenciles
to educate the farmers to better management practices and to
teach them the potentigls of credit when used as a tool in
farming would be to the mutual interest of both farmers and
lenders, However, in the opinion of the author, the banks
in particular and the other agencies to a large extent are

falling to meet the challenge that is necessery if two alter-

r-— _—
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natives are to be open to the small farmer.

Income Situation
The motivation for mcst individuals in this culture
1s strongly influenced by income., Lack of income, or in-

adequate income, was a mojor reason for conducting this re-

 ——EL

search projeet from the beginning; therefore, it 1s only
natural that some discussion of the current Income situation

should be made,.

B —

It has long been accepted thest farm income is a fune-
tion of several factors including a major factor thst csn be
classed as caplital assets, Farm income is definitely related
to farm assets in the sample used in this study. An analysis
of variance shcwed the relstionship to be highly significant.
Table 16 shows the average gross farm income for different

levels of asset categories under the control of the operators.

TABLE 16
FARM ASSETS AND GRO3S FARM INCOME, 1956

Assets Average Gross Number of
Farm Income Farmers

Under $5,000 $ 826 10
$5,000 - 7,499 951 16

7,500 - 9,999 1,606 20
10,000 -1k,999 1,837 38
15,000 -24,999 3,110 41
25,000 -49,999 6,110 17
50,000 and over 30,872 9
No report 3,333 8L

If the assumption is made that a farmer depending

solely on agriculture for his income chould have a minimum







-56-
gross income of $6,110,12 analysis of asset control problem
can begin, Even this seems to be a rather low minimum when
considering grose income because net income will be much
lower,

However, a8 a 8starting point the gross farm income
figure of $6,110 was used and all questionnaires of farmers
with $25,000 to $49,999 of assets were withdrawn from the
group and the actual asset values were listed and averaged.,
It was found that the assets required to produce $6,110 of
gross income averaged $33,568, The real question now arises
- what ascset increase would be required to bring all farms
up to the minimum level of $33,500 and is it possible for
credit to do this?

Quickly it cen be shown that anyone with assets of
less than $15,000 is out of rsnge of credit help under pres-
ent legal and institutional rules in reaching $33,500 at one
jump because, even assuming that every dollar borrowed in-
oreased his farm assets by one dollar, the farmer who started
with $15,000 in farm assets would hold only L44.8 percent
equity. This is still within the realm of legal possibility,
but to assume that this will happen in reality one must also
assume that all farms have good management, that the lenders

involved are all liberal minded, snd that plenty of funds

12The exact figure of $6,110 is used because the average
amount of assets used in the production of this average income
is known., Existing asset-inccme relationships for other
incomes within $3,000 of the $6,110 figure could not be
obtained from the data without substancially lowering the
sample size, and blasing the results by individusl selection
of farms to be used,
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are available for long-term agricultural loans. The author
does not feel that all these assumptions are valid; there-
fore, for all farmers who hold $15,000 in fsrm assets or
less, credit cannot be used as a one step tool to raise them
to an adequate farm income.

If the $33,500 farm asset level is held as a minimum
requirement to have an adequate farm income, it would mean
that credit will not be able to help 55.6 percent of the
farm population to raise their inoome to the $6,110 level,
aseuming present legal restrictions. Credit can be used by
27.2 percent to put them in a position of minimum farm income,
providing there 18 no capital retioning, and the remaining
17.2 percent of the farm population will not need any assist-
ance because that portion has already reached this minimum
position,

However, it i1s quite poscible that a gross farm in-
oome of $6,110 would not be considered adequate or that
$33,500 of farm assets is an amount too small to insure a
desired minimum farm income level. Therefore, a higher
level of assets should be considered snd the possibilities
of attaining that level ascertained.

The ten farms in the sample with assets between
$35,000 and $75,000 were aversged as to gross farm assets
snd gross farm inoome., It was found that for an average of

$48,950 in gross assets, an average of $38,320 in gross farm

income could be produced, Consequently, taking this higher
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level of assets and inoome, it cen be shown that oredit will
be an even less adequate tool than before. Inasmuch as al-
most $50,000 in assets are needed for the $8,320 incame,
anyone with less than $25,000 in assets now would be beyond
help. This means that oredit would not be sufficient for
82.8 percent of the farmers (assuming present legal restrio-
tions), that 6.6 percent could use it to good advantage, and
that 10.6 percent do not need it to attain the assumed mini-
mum inocome.

It should be noted that eredit would not be suffi-
clent, in the cases stated, 1f used as a one-step method,
However, there is the possibility that if a smaller loan
were made, efficiency and productivity could be increased,
the loan repaid, more borrowed, and therefore, step by step
credit could be used to raise the income to a given level.
Unfortunately, there are two sides to this picture also.
More and more capital is being required in agriculture as a
whole, and more and more 1s being required by each farm unit,
Also, the net inoome in any gross income 1s becoming less and
less in agriculture and probably will continue that drend,
The combination of incressing capital requirements and de-
oreasing proportions of net income will prevent any gradual

expansion of most small farmers through the use of credit.

Impressions and Implications
The discussion of uncertainty in chapter two has led
to the assumption that the individual is trying to maximize

utility., This is a valid assumption. Economie and

A——— IIIIII[: —————— .
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sociological researchers are still ungble to measure utility
between re rsons andg in any practical sense, it cannot be
measured for one person., Therefore, in conducting research
some goal that can be measured must be assumed. This is
usually income, in economic research, because the assumption
is made that maximizing income is the way to maximize utility.
Just such an assumption brought about this research project
because incame, which can be messured, is known to be low in
the area under study; therfore, the assumption was made

thet utility is also low and, consequently, some method
should be found to raise the income and utility.

There has been some external rationing. This has
been determined; however, it is not known whether the ex-
ternal capitad rationing has been solely because of maxim-
izing lender utility, solely the result of legal restric-
tions, or some combination of the two. The latter situation
1s suspected, however.

Internal capltal rationing is usually harder to de-
tect. However, there are some definite indications of in-
ternal capital rationing. A substantial number of those
farmers who listed no loans or debts made the point that
they preferred to dé all business on a cash basis when pos-
sible.

When asked if they planned to borrow money in the
future, only 12,3 percent of the entire sample said they
planned to use credit in the future, Considering the much

larger number who are currently using credit, the author
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feels that the 12.3 percent is an inaccurate figure; how-
ever, 1t does point up the internal capital rationing that
exists,

The entire capital rationing discussion leads the
author to a confirmation of the theory that utility is being
maximized instead of income. Many individusals do not have
the foresight to use credit to increase income; however,
there are many others that would prefer to use less or no
credit and maintaln thelr presnet low income rather than
using credit as a tool to ralse their income.

Another impression received concerns the loan terms
in some banks, Legal limits of a ten yesr loan and the own
banker's limit of something less than ten yesrs often make
it impossible for the farmer to make large expansions at one
time - expansions which may add substantially to the effi-
ciency of the economic unit. Therefore, the fsrmer 1s forced
to go to other sources or to do without if he desires to make
the major expansions. External rationing is the result.

Now if the assumption 1s made that there will be no
internal rationing by the farmers and that half of the cur-
rent farmers try to expand their assets by $10,000, the ques-
tion of adequete funds arises, If these assumptions held,
an additional $25,000,000 in loanall e funds would be needed
in the area. This is approximately equal to total amount
loaned currently, which means the loanable funds would have
to double and that portion loaned to agriculture would have

to incregase many times. Short of government help, there
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would definitely be extermal rationing if the farmers decided
to use credit as a tool to lift themselves to a better eco-
nomic position,

Credit is a necessary but not a sufficent condition
for economic improvement. The aggregate farm population of
the nation cannot use credit as a major tool to improve their
economic position., For individuals the road is still open,
but for the majority other opportunities must be sought.
Commercial farmers can use credit as a tool to continue and
expand thelr operations, but for the majority of low-income

farmers in this area, the opportunity does not exist and short

of government ald, probably will not exist.







CHAPTER V
SUMMARY AND CONCLUSIONS

The agricultural situation in Northern Michigan has
been observed to be slipping into economic difficulty. The
awareness of the problem of economic despair existing in the
area was responsible for conducting a research project to
examine causal factors and possgible solutions. A study is
under way concerning the human and physical resources of
Northern Michigan's Agriculture., This thesis took a portion
of the larger study and dealt with it specifically,

Credit, when properly used, is a tool for improving
agricultural production, Therefore, this study had as its
objectives to determine if credit has been used effectively
a8 a tool in the past and to explore ways in which it could
be more effectively used to alleviate the present conditions
in parts of Northern Michigan.

From the six county area chosen for the study, geo-
graphlic segments were drawn at random from each county. In-
terviewere questioned 341 families in these random segments
in order to determine the human and physical resources in
the area and the use being made of them., The sectlons deal-
ing with short-term snd long-term credit and with the present
debt and financial podtions were most useful in fhis thesis.
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As data were compiled and analyzed the factors
thought to be affecting or associated with the use of credit
were subjected to analyses of variance. The detailed des-
criptive and statistical data were presented and some im-
plications drawn as the results were presented.

To determine factors influencing credit use from the
lender's side a survey was made of the principal lenders in
the slx county area. These people were asked detailed ques-
tions concerning fact and opinion. Their lending policies
and practices were examined in terms of length of loans,
interest rates, equity requirements, size of loans, and other
related factors, Inasmuch as the human elements have a pow-
erful influence over loans, given any legal restrictions,
the lenders were asked a number of questions of opinion con-
cerning agriculture and desirable characteristics of borrow-
ers, All this information has been presented in some detail,

8ix hypotheses were presented at the beginning of
the study to act as a guide in the work and to enable the
researcher to better tie together the results in a meaning-

ful form.

Conclusions
The hypotheses that were presented in Chapter I have
been tested. The evalustion of the tests would incidate the
following results:
1, There has been no shortage of credit in the past dec-

ade for agriculture given the attitudes th2t have

S
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existed on the part of the lenders and the borrowers
concerning the making and use of loans, Though phe
first hypothesis is accepted, proof is not as sub-
stantial as the author would desire,

Most of the credit has not'been used for conéumption
and short-term production credit. The second hypoth-
esis is rejected., The dollar volume of long-term
loans was higher than for short-term loans.

There was a shortsge of credit in the summer, 1957,
given attitudes and loan considerations of lenders
and borrowers; therefore, the third hypothesis 1s
rejected., Several asgencies in the area reported a
lack of,sufricient funds to meet the demand,

Credit will not have a substantial influence in im-
proving the economic conditions of ﬁgricﬁlture ir
used only for short-term small changes in production
methods. The fourth hypothesis 1s accepted., Major
changes in most of the economic units will be required
1f the agricultural situation is to improve very sub-
stantially. These changes will require major loans
which will, in most cases, have to be made on a
long-term basis, and in same cases this will not be
sufficient because of a lack of managerial ability.
The major factor determining whether a loan is made
to a farmer appears to be the character of the man

rather than his producing ability. The fifth hy-






-65-
pothesis 1is accepted., One other aspect thet was of
ma jor considration was collateral. The results of
the study would indicate thet the majority of the
lenders are more concerned over whether the collat-
eral is sufficient to repay a foreclosure than whether
the borrower will have the producing or esrning sbil-
ity to repay the loan.

6. Major changes 1n the criteria used in meking loans
are needed 1f farmers in an area such a8 this are to
progress at the s-me rate as farmers elsewhere. The
slxth hypothesls is accepted., The changes must in-
clude new attitudes and more liberal legal restric-

tions for both the lender and the borrower.

It is very difficult to say to what extent the lack
of use of credit has caused the present depressed conditions
in an area such as this, With the attitudes thast have ex-
isted on the part of lenders end borrowers credit could not
have much effect; however, in terms of what could have been
done, given the proper attitudes, lack of credit use has con-
tributed to the present conditions.

Be that as it may, the resl problem is to start from
the present and work for the rﬁture. Here credit can be used
to real advantage. It cannot be used under present legal and
lender restrictions to help most farmers in this grea_sub-
stantially because they do not have enough assets from which

to start. However, with an ambitious program of education

S—— ‘ -
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for farmers and lenders, snd with the relaxing of some of
the long established habits of lending agencies, credit can
be used as a tool for the improvement of the agricultural
situation in the aresa,

It should slso be remembered thet a program which
involves more liberal loan policles may or may not mean
greater risks. A large loan which enables a fsrmer to be-
come truly productive is less risky than a moderate loan
which does not materially improve the income position. The
risks from a major economic or crop disaster or from per-
sonal unreliability, of course, are greater with the lerger
loans, However, in terms of human welfare small loans,
though financially secure, provide little opportunity for

raising productivities and income.
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APPENDIX A
THE CREDIT PORTION OF THE FARM SURVEY ENTITLED:
"CHARACTERISTICS AND USES OF PHYSICAL AND

HUMAN RESOURCES IN NORTHLERN
MICHIGAN AGRICULTURE"

(From pages 22, 23, and 2l of the original survey)

PART X, ACQUISITION OF LAND, USES OF CRELIT, AND FINANCIAL
SUMMARY.

A. Acquisition of land (ASK OF OWNERS ONLY)

Acquisitions
Item (1) (2) (3)
1, For land purchased, (See page 3) ASK
a, Was seller related to you?
(Y = Yes, N = No)
b. How did you finance purchase? Check one
(1) By cash o ¢« & o ¢« ¢« o o o o o
(2) Hortgage [ ) L] L ] L] L] L] L] L] . * *
(3) Land contract . « « ¢« ¢ « o o &
(4) Other (specify)
2. If purchased with mortgage or land
ocontract
a. What was length of your loan? (yrs)
b. What interest did you sgree to
pay? ° . . . . o . 3 . ) . . [ (%)
3. If purchased with mortgage, who was
lender? Check one

a. Federal Land Bank . . . . .

b, Farmers Home Administration

Ce. LOC &1 Bank e o o o o o o o

de Individual . . & ¢ ¢ ¢ o o

e o o o o
e o o o o
e e o o o

e. Other (specify) « ¢« « o « o
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ASK OF ALL FAMILIES

Now we would like to get a picture of your use of credit
during the last three years for purpocses other than the
purchese of land, or charge accounts.

Length Interest

Year Amount Purpose Source of Loan Rate

3.

Have you in the past 10 years wanted to buy land for
farming operations and d4id not because you believed or
found you could not get credit? Yes(___) No(__)
Corments®

Have you in the past 10 years wanted to expand your op-
erations (other than buying land) and did not because
you believed or found you could not get credit?
Yes(___ ) No(__) Comments¥

Are jou planning to borrow money: for farm purposes in the
next two years? DK(__ ) Yes(__ ) No(__)
Comments: IF YES, for what purposes?

Where will you get the money?

¥IF YES, Indicate if farmer applied for such credit,







C.
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FINANCIAL SUMMARY

Present Debt Situation - Amount Owed

a.

Be

We would like to have you estimate the
your property other than this place as
includes land other than this place as
real estate, stocks, bonds, cash, bank

Amount owed on farm or residence . . . .
Amount owed on other real estate . . . .

Short-term farm indebtedness (machinery,
livestock, @tC.) o ¢ « o ¢ o o o ¢ o o

Short-term nonfarm indebtedness (auto,
household apvliances, etc.) . .« « « . «

Personal notes, etc. « ¢« ¢« ¢ ¢ ¢« ¢ ¢ o »
Other L] L L] L L] L] L] L] L] L] L] L] L] Ld . L] L]

Total (office entry) . . « . . &

amounts owed you,

(Circle One)

Amount

value of all of
of today., This
well as nonfarm
deposits and

Under $500 6 5,000 -

9,999

500 - 999 7 10,000 -

14,999

1,000

1,999 8 15,000 and over

2,000

2,999

U i VOR [ VI [

3,000

4,999

3.

We would like to have you estimate the total value of gll
of your assets as of today.

#
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APPENDIX B
SURVEY OF CREDIT AGENCIES IN ECONOMIC AREA lLa

Name of credit agency

Address of credit agency

Name of respondent

Position of respondent

What percentage of the dollar volume of your loaned
funds is to farmers for agricultural production pur-
poses?

What is the dollar volume of funds you have loaned to
farmers for agricultural production purposes? $

Do you make reasl estate loans to farmers for:

Stated
Years int, rate No. of payments

Less than § %

5 to 10

10 to 20

20 to 30

Over 30

Maximum money Minimum equity
Years per loan per loan

Less than 5 $

5 to 10

10 to 20

20 to 30

Over 30

Are the payments such that they will pay out in the
stated number of years? Yes No

(Ask if enswer 18 No) How long are the extra time per-
iods on the loans? Less than 5 5 to 10
10 to 20 20 to 30 Over 30
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10.

11,

12,

13,

15.

16.

17.
18,
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Do you mske chattel loans to farmers for:

Stated Installments
Years int, rate per year
Less than 1
l to 3
3 to 5
Over S

Do you have a 1limit on size of chattel loans:

In terms of dollars? Yes No What? §
In terms of equity? Yes No What ? Z

Do you make other type loans to farmers?

Type Max, Length Stated Installments
size int, rates Per Year

Are any of the chattel loans or other types paid off by
some arrangement with the firms where the farmer sells
his products? (Example - getting a cut of his milk
check). Yes No

(If yes) What part of your loans to farmers are handled
this way?

Do you consider some tyves of farming operations more
risky than others? Yes No « With respect
to price? Yes No . Disease? Yes

No . Natural hazards?

(If any answer to 12 is yes, ask) Which enterprises or
types of farming do you consider most risky when con-
sidering a farmer for a loan?

Which do you consider has the least risk?

Do risk considerations cause you to slter equity re-
quirements and size of loans on real estate loans?
Yes No « On chattel loans? Yes No

On other loans? Yes No .

T "‘T'_—“F.‘F
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What characteristic(s) do you consider most importsnt
when considering a farmer for an agricultural loan?

If you could find more farmers with these characteris-
tics would you actively expand your agricultural loans?
Yes No .

(If answer is yes) Does this mean then thet you would
like to expand your agricultural loans? Yes
No o

(If gnswer is no) Does this mean then that you don't
want any higher proportion of agricultural loans?
Yes No .

What information do you get sbout a farmer before mak-
ing s real estate loan?

Before making a chattel loan?

Do you give an agricultural advice to loanees? Yes
No . If yes, to all? To most?__ To a few?

Do you give advice at any time other than when the loan
is made? Yes No . If yew, please explain:

Do you or any member of this organization meke farm
visits to give advice? Yes No .

Is this a change in policy from ten years ago? Yes
No, . (If yes) What caused the change?

What part of your loans to farmers for agricultural
production purposes ere to part-time farmers?

Do you feel that the farmers who are working off the
farm part-time are generally better or worse risks with
respect to agricultural loans? Better Worse

why?

Has there been a decline in the profitability of ferm-
ing in this srea? Yes No .

(If answer is yes, ask 33 - 35) What, in your opinion,
have been the major causes for the decline of the agri-
cultural situation in this area?

Do you believe that the farmers' own limiting of credit
use has led to the decline of the agricultural situation
in this area? Yes No .

e ey






35.

36.

37.

38.

39.

~Th-

Is it possible thst there has been a shortage of loan-
able funds expecially for agricultural loans, and that
this has contributed to the decline of the agricultural
situagtion in this area? Yes No .

Is the available credit for agricultural loans in this
area sufficient for the situation at the present time?
Yes No .

Is this present situstion a change from conditions 10
or 15 years ago? Yes No .

(If answer is yes) In what wey and why?

Do you think that more credit or lower Interest rates
or different types of terms would have any significant
influence in the improvement of agricultural conditions
in this srea? Yes No .

Now we would like to have any details that you can give
us concerning a "typical" farmer thet has been rejected

on a loan from you.
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