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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 present condi-

tions of deepair 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 ha

to be studied. This area consisted of Lake, Mecosta,

Missaukee, Newaygo, Osceola, and Wexford counties. Within

the six counties the rural geographic area was divided into

segments containing eight to ten families and sammle segments

were drawn at random. Three hundred and forty-one families

were interviewed concerning their physical and human re-

sources and particularly concerning their credit use, credit

availability, debt situation, and 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, educQtion of family head,

and gross farm income.

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 Produc-

tion Credit Association Offices, three Farmers Home Adminis-

tration Offices, and two offices of the Federal Land Bank.

11



Eugene Burns Pickler

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 characteristics they desired in borrowers

and what information they wanted before making a loan. They

were asked opinions of the current agricultural situation in

their area and to what they attributed its present condition.

The lenders also checked off the borrowers from the list of

the farm survey interviewees as a check on the accuracy of

the farm survey data.

The conclusion was drawn that there has been no lack

of credit in the last decade considering the attitudes of

lenders and borrowers that existed. However, credit could

have been used to help prevent the present dituation had dif-

ferent attitudes existed.

A further conclusion was drawn that 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 agricultural production and

with the changing of legal restrictions from emphasis on col-

lateral to emphasis on earning 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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CHAPTER I

INTRODJCTION

In any dynamic economy adjustments must be made.

Conditions in the factor markets Change and factors become

combined in different says and in different proportions.

Conditions in the product market and consum tion and invest-

ment patterns change, leaving some products more plentiful

and some products less plentiful than before. tang of these

changes are the result of peOple's thoughts and actions.

A few of them are the result of some forces, as yet, completely

beyond the control of the human element. Regardless of the

source of the forces that cause the economy to remain dynamic,

the realization that constant adjustments must be made and

are being made is not difficult to recognize.

In this dynamic economy in which everyone is an

involuntary prisoner, adjustments do not always bring improve-

ment for all segments of the society. As some phases of our

economy expand, others may contract. This contraction may

be a very painful process vhen the people involved do not

want to contract or change their activities. Out of this

painful process often come anguishe protests which enlist

the sympathies of society in an attempt to ease the pain

-1-
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through governmental action by whatever neans podsible and

feasible. This study is the result of just such conditions.

Agriculture is a very vital part of the economy of

this nation. Agriculture, as must the other sectors of the

economy, makes adjustments because of changing conditions.

In this dynamic process, some segments of agriculture fall

by the wayside, comparatively, resulting in eccnomic despair

for some regions. Michigan has an area s1ich is presently

in this situation. This study is designed to take a small

part of the State of tichigan, examine the conditions there-

in, and attempt to determine if credit has been a factor

either contributing to or helping to prevent this situation

from deveIOping.

However, before the objectives of this study are

made more explicit, some background information should be

presented to give the reader a better understanding of the

area under study and its history.

Conditions in Northern Lichigan are under study here.

This is the region commonly referred to as the "cutover

region." It was into this region the settler: began to

move after the middle IICO'S. The settlers were preceded

by the lumber jacks who cut away the virgin forests of pine

and hard code that abounded in the area. flith the timber

gone, the land was left open for the settlers to establish

farms. The settlers came by the hundreds and these farms



were established.1

For a more detailed study of conditions in this

area, a six county area in the lower peninsula of Kichigan

was selected. This consists of Lake, Kecosta, Lissaukee,

hewago, Osceola and Wexford counties.

Farmers moved into this area with little knowledge

of the soil or the productivities of the different soils

in the area. As is true in many of the glaciated areas in

the northern United States, the soils vary trenendously

even within a distance of a few feet. The real differences

in the soil were not asparent wnen it was virgin soil, but

1John T. Stone, "The Relationshir of Land Use to

Land Character in Otsego County, Kichigan" (unrublished

thesis, hichigwn State College, lQLO), p. 8.
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as the farmers plowedthe laand year after year and planted

it to crons, much of the virgin fertility was lost and the

real differences in the soil duality began to arpear.

Durin“ the last 15 years there has been a deCiine

in the number of farms in this six county area that substan-

tially exceeds the Unites States' averaae for decline in

farm numbers. According to the United States Census there

were 30.1 percent as :any farms in l95h as in 1939 Jhile in

these six counties there were only 67.8 percent as Lany farms

in l95h as in 1939. It is general knowledge that farm. size

has been increasing in the United states, because ch.anging

’1

technology required an inWCeased size 01 orcrations. inasmuch

as the total available farmland is nearly constant, an

increase in size means a decrease in number.

Therefore, it would appear that the larre reduction

in farm numbers in this area would mean a high rrorortion

of larger and seeminr.ly more efficient units. ne units,

in fact, Jere larfcr in 195% than in 1939. fihile the landET

in farms decreased 15.h Percent from 1,215,000 acres in

1939 to 1 ,02.3, 000 acres in 195;, the number of farms decreased

even more. however, th productivity apparently did not

increase ~with size. The Census data Show tut the gross

farm income oer fsrrrl in 1939 and lQuLh Sarproximately 63

percent of the nationa_1 average, a}“.ile by l9h9 and l9§h it

had drorped to only 50 percent of the national averane

gross farm income. This area, then, has declined relative
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to the national agricultural situation. koreover since this

50 percent figure amounted to only s257u in 195 , it is the

author's Opinion that the situation can safely be described

as one of economic desnair.

It is evident that the agricultural and economic

conditions of this area have failed to keen abreast of the

national economy. There are doubtless many causal factors

that come into play in this situation; however, this study

is an attemrt to study one rossible causal factor——-credit.

To be more exnlicit, the objectives of this study

can be stated as follows:

1. To determine if the lack of credit.or the misuse

of credit by entrepreneurs has contributed to the present

conditions of despair, and

2. To determine if credit can be used as a tool to

improve the present conditions.

The hypotheses to be accented or rejected in this

study follow:

1. There has been no shortage of credit in tr e

'
(
3

C
D

U
)
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f
.

decade for agriculture-—given the attitudes that have

existed on the rart of the lenders and borrowers concerning

the making and use of loans.

2. host of the credit used has been for consumption

and short-term production credit.

3. There is no shortage of credit now considering

the current local demand.

A. Credit Will not have a sibstantial influence in



/

imprOVing present conditions if used only for short-term,

small changes in rroduction methods.

5. The major factor determining whether a loan is

made to a farmer is the character of the man rather than

his producing ability.

6. kajor changes in the criteria used in making

loans are needed if farmers in an area such as this are

to progress at the same rate as farmers elsewhere. These

include new attitudes and rules on the part of both the

borrower anc the lender.

With the general background information presented

on the area under study, with the Specific objectives presented,

and with the hypotheses in mind, the reader should be fully

equipped to move into the details of this research project.



CHAPTER II

TLEORETICAL FRARLNORK

Nov that some attemnt has been made to define the

problem being studied and to state tae hypotheses that have

been formulated, attention should be directed to the theory

hat deals filth the problem situation. Before dealing with

capital specifically, some theory relating to this situation

is presented as a starting point from which to formulate and

refine hypotheses and from which to develop procedures leading

to tentative solutions.

Definitions

In any technical discussion it is necessary to

understand the terminology. The following definitions are

presented to insure a mutual understanding of the termin-

ology used.

Capital, defined in a strict sense, is an aggregation

of economic goods used in the production of other goods in-

stead of being valuable for immediate enjoyment. This def-

inition is believed to be too restrictive for the theory

which will follos concerning cafital rationing. Therefore,

the definition which will be used can be stated as follows:

-7-
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capital is an segregation of economic goods used in the

production of other goods. It includes these economic goods

which can readily be converted from production goods to

consumption goods and those consumrtion goods which can

readily be converted to production goods.

This definition of capital includes working and

fixed capital. Some difficulty exists in trying to distin-

guish between the tao in theory and in practice. however,

the time element is the distiniuishinr fnctor. in an

instantaneous time period all capital is fixed, in the

ultimate long run all capital can be regarded as working

canital, and in any realistic time period there will be a

combination of working and fixed caoital.

Other terminology that should be clarified involves

knowledge conditions. The terms, certainity, risk, and

uncertainty will a pear quite often in the discussion; con-

sequently, a clear understanding of their meaning should be

assured.

Certainty can be defined as a perfect knowledge
 

Situation. it is the case where all the consequences of

a Riven action are known before the action is executed.

The manager in a dynamic economy faces a combination of

knowledge situations w ich include certainty and those with

a probability of less than one.

Risk refers to situations auere the outcomes are

predictable. The rrobability of a sinsle occurrence is not
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necessarily predictable but rather its occurrence in a large

number of cases is known. Such situations give the manager

an oorortunity to insure against a detrimental result such

as fire, theft, or in some areas, cron failure.

in these cases the probability of a riven occurrence

can be obtained by statistical methods using a large sample

of the pOpulation. The manager facing a risk Situation can

measure the cost of allevating tne risk in terms of collars

spent on insurance premiums. disk situations continually

confront the individual and the firm as natural occurrences

in the dynamic economy.

Uncertainty is purely subjective. it refers to the
 

individual's appraisal of the future. The probabilities of

occurrence are not known and no formal insurance schemes can

be develOped for uncertainty. however, the manager must deal

with uncertainty in the dynamic economy. Insurance against

uncertainty is in terms of foregone income resulting from

something less than the Optimum allocation of resources by

the firm in its effort to protect itself against uncertainty.

Capital Use and Capital nationing

As the firm or the household dips into th stream

of economic information that is required for its continued

existence in the economic system, certain capital rroblems

are faced. The farm firm may use capital as capital or

convert some or all of it into consumption goods. As the

firm analyses the available alternatives there are uncer-
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tainties involved in any decision that the firm makes

concerning its use of canital. For the nonfarm firm and the

household there exists much of this same uncertainty.

Capital rationing;2 occurs largely as a resronse to uncertainty.

Lenders of capital goods are confrcnted with the possibility

that the borrower may not be acting in good faith and has

no intention of renayina the funds borrowed. The lender

also is faced With the task of evaluating, to some extent,

the abi;ity of the entrepreneur to use efficiently the funds

that he has borrowed.3

The first of these uncertainties confronting the

lender may actually fall in the risk category instead of

the uncertainty classification. If the lender is a large

firm and has sufficient business to allow a distribution to

develor betveen sucessful loans and bad debts, then this

uncertainty Hay becere a known nrobability which can be

insured against and thus will become a risk instead of an

uncertainty. However, when the lender is an individual or

a firm too small to know this nrobability, the lender must

Operate under conditions of uncertaintV. even so, every

 

aCapital rationing can be defined as any situation

where the lender or borrower restricts the use of carital

by the firm to an amount short of the quantity that would

be used in the perfect knowledge situation.

30. Gale Johnson, Forward Prices for Aariculture

(Chicago: univerSity of Chicago Press, l9h7), p. 03.
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lenoer does consider at least momentarily the nossibility

that the borrover is insincere.

Both internal and external canital rationing have

been given attention. The first resides in the ideas and

in actions of the potential borrower, the latter primarily

in the lending agencies. First the situation that results

in external capital rationing should be examined more closely.

This a situation where the lending firm is withholding some

of the funds the borrower should have and/or would like to

have to expand his firm to the Optimum size with the Optimum

combination of' he factors of production.

in the static situation capital would be priced by

the intere t rate and changes in either demand, sunply or

the interest rate would bring about instantaneous adjustments

of the other variables making reserves and rationing unnecessary.

However, where the dynamic Situation is COHSidGPGd

several variables are added to the picture. Here the credit

firm is faced vith both risk and uncertainty. in the dynamic

situation there is no perfect knowledge and no instantaneous

adjustments. The interest rate, whicn nriced credit in the

static situation, is no longer the pricing factor. The

dynamic situation brings With it variables that must be

measured under a common denominator which was unnecessary

to use in the static situation-—marginal utility.

As a result of the effects of uncertainty, lenders

do not rrovide, except in a very limited number of cases,

loaned funds in the amounts hat would eoualize, for the



borrower, the macginal rates of return and the marginal

‘7‘.

J.rates of interest on the funds. 0 assure as nearly as

possible the repayment of both interest and principal,

restrictions are placed on the amount which the firm can

borrow so that the ratio of borrowed to owned capital is

kept below some prescribed level (to insure repayment of

funds through legal seizure if necessary) and the rate of

return on capital is kept purposely at a high level.LL

One other peculiarity is true of the farm firm

which will encourage the lending firm to ration the canitd.

extended. Thefarm firm and the household are usually

inseparable. Thus the lending firm may fear that the

capital loaned will not be put into productive use but

will be "eaten up."

Consideration now should be given to the fa m firm

and its use of credit. The fa m firm is "buying the credit"

from the lending firm. Any rurchase of credit obligates the

repayment of the loan at some future date. The firm's

flexibility may be decreased by the contract to repay the

borrowed funds at some future date without the advantage

of decreased uncertainty of the future. If the farm firm

waits until there is an increased and favorable degree of

certainty about the future, it may lose the advantage of

increased profits through attaining a more Optimum size

during the waiting period. it is also true that no matter

 

“Ibid., p. 61.
J
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how certain the future may appear in a dynamic economy,

enough uncertainty exists to make some degree of flexibility

desirable. Thus, as the firm increases its capital use to

more nearly approach the optimum size, the returns from an

additional unit of credit may exceed the cost of credit,

but still fail to equal the returns (measured in terms of

a

utility) from maintaining that degree of flexibility.”

Internal capital rationing is the limiting of capital

use by the firm itself. Under a situation of complete

certainty, internal capital rationing would not occur because

there would be no need for fleXibilitv. in other words,

credit reserves mould be of no value except for predetermined

uses with known results. however, under conditions of

uncertainty some amount of flexibility will have a greater

marginal utility than no flexibility; thus some effort will

be made to attain the desired flexibility through capital

reserves in the form of cash and unused credit.

Consequences of Capital Rationing

The theoretical consequences of capital rationing

in the farm firm can be dealt with using the conventional

marginal analysis of the theory of the firm. Capital

rationing, either internal or external, may have the effect

of limiting the farm firm in reaching its Optimum size and

 

SGlenn L. Johnson, "Allocative efficiency of Agri-

cultural Iriccs —- As Affected by Changes in the General

Level of Employment," (unpublished Ph. U. theSis, University

of Chicago, 19h9), pp. llfi-llé.
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combinations. it is not beyond the realm of pea ibility

that the necessary economic adjustments can he made without

capital rationing becoming a limiting factor. hany such

adjustments of a relatively small size are often made by

the more progressive farm firms. however, as the size of

adjustment required to place the firm in an Optimum position

is increased, the probability that Genital rationing will

become a limiting factor increases.

When the firm obtains the Optimum combination of

factors, the marginal value products of each factor of

production is exactly equal to the price of the last un't

of the factor. This can be restated usin: the following

equation:
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above ecuation the enterprise producing at an Optimum

rosition. ‘

The ontinum combination of enterprise; is obtained

 

 

 

when 1YP(X1°..Xd):l—- HVP(X1...xd)y2 th(Xl-ooxd)yi 13/

I(xi-um) ' ’Tfii..iid) -"°‘ P(xl...xd) '

where x1...xd are variable inputs combined in least cost

combinations.

Institutional Frenework

In the society in which entrepreneurs Operate, he

 

7Lawrence A. Bradford and Glenn L. Johnson, Farm

Management Analysis, (few fork: John Niley d SonsT—IHC.,

1953fé p. 132.

'lbid., p. 151.



-15-

marginal utility framedork is net the enly one that must be

faced. There often exists an institutional framework that

conditions the utility considerations of the businessman,

farmer, or banker. The institutional fram work is particularly

obvious when dealing With the banking and credit agencies of

this country.

Although the interest rates in economic theory

would be determined by the sup ly and demand for capital,

in an institutional framework certain rules are rigidities

will modify the form and the way in which the eur~ly and

demand for carital will interact. Lending agencies orerate

under relatively strict laws of the state and lenders tend

to fall into fixed habits under these laws. in actual

lending practices the institutional factors influence interest

rates much more than the economic factors. if a bank is

in the habit of lending mrney at a rarticular rate of interest,

.there is reason to believe that the interest rates will not

change, or change only slowly, regardless of the relet’on

of demand to the supply of money. in these circumstances

it would aopear that the lender maximizes utility only by

conforming to law and habit, or otherwise stated, considerable

energy and effort must be exrended in changing the normal

pattern and most lenders prefer not to do so.

Other institutional factors also affect the amount

of the loans. Laws regulate the maximum size of loans in

terms of dollars that a particular lender can make ard limit
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the size in relation to equity also. fie institutional

limitations may not aton filth the laws. Habit again comes

into the picture of credit. Enny lenders, particular y after

years of excerience, have difficulty adjusting to new lending

situations. This means the lenders often establish rules

of thumb that may or may not apply to the loan situation

and then follow them dilirently. For them, the grentest

utility come: from habit fizile mar inal analysis does not

influence their decisions.

Another institutional factor is the regulation of

reserves required of the banks of the Federal Reserv Board.

This may have the effect of changing the sunply of funds

available find as a result may keep both borrower and lender

from maximizing their utility through making a loan.
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0 prompted because a prtblem of low

income was known to exist. The six counties under study

have been classified by the Gen us Bureau as moderately

los income areas. They are labeled as economic area ha.

ine fact that the problem is known to exist, however, is

not sufficient for solution. hucn more information must

be obtained before causal factors can be isolated and

solutions suggested.

To better understand the a ricultural situation

a farm survey was taken. A total of 3&1 families were

interviewed in a geogranhically stratified random samrle.

The samvle was chosen as follows. The counties were snlit

into segments with eight to ten families per serment and

then segments were selected at random. The inte views

were taken by a total of nine fCOple, including the author,

working for various lengths of time during Lay, June, and(

July, 1957. The intervieus were taken from the head of

the family if he was available, or from some other resronsible

person if the family head was not there at the time. The

sample included h.9 percent of the rural rOpulation based

-17-
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on the lQSh Census of Agriculture.

The credit problem which this thesis is considering

was studied as a part of a larger study covering many

aspects of the human and physical resources in northern

Michigan agriculture. The larger study was concerned with

land, human resources, occupational hist ry, buildings and

equipment, farm rroduction in 1956, off—farm income and

employment, acquisition of land, uses of credit, financial

summary, and decisions for the future. For the purpose of

this thesis, the sections on acouisition of land, uses of

credit, and the financial summary were drawn on most heavily.

Respondents Jere asked when they acquired their

first land and from whom the purchase was made. Financial

arrangenents were ortained including length of loans, inta~est

rates, and source of funds gnen borrowed capital was used

in the rurchawe. This same inform~tion was obtained for

all additions to the original tract of land. Ecedless to

say, if the reSponoent was renting, the land aceuisition

questions were irrelevant and therefore, not asked. Respond-

ents were also asked if they had ever wanted to buy land

for farming onerations ans did not do so becau e they either

could not or believed they could not get credit.

Uses of short-term credit were also investigated.

Loan information for the past three years was obtained

including purposes, amounts, sources, interest rates, and

lengths of loans. These loans were for :roduction and
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consumption.

The data were subjected to tests through analysis

of yariance. The credit use was compared with a number of

different factors believed influential in determining the

amount of credit used. These comparisons-—such as farm

income, farm assets, and education of family head——were

tested by analysis of variance tests.

All the data from the farm survey interviews were

put on IBH bunch cards so that the information could be

sorted in many ways in the least possible time and for the

least cost. The credit information was sorted against

almost twenty other characteristics of the farm, and the

credit use was related to these characteristics.

A survey was made to obtain information about

practices, policies, and opinions of lending agencies. it

was felt that adequate information could not be obtained

about the actual agricultural credit situation if the farm

survey was the only source of information. Therefore, the

survey of the lending agencies was a logical approach to

the problem.

Since the size of the lending agency pOpulation is

small, the entire ponulation of the lending agencies making

agricultural loans a large or major rortion of their business

was included instead of taVing just a small samnle. The

total nonulation consisted of seventeen State banks (including

several with branch offices), one National bank, three
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Farmers home Administration Offices, three Production Credit

Associations Offices, and two Federal Land Bank Offices.

All of these were visited and surveys taken by the author

during August, 1957.

The questionnaire was designed to gain information

of fact and some information of Opinion. It asked questions

about loan policies for farmers, such as length of loans

made, maximum money loaned to one rerson, interest rates,

and other related information. This tyne of information was

obtained for both short—term and long-term loans.

Inasmuch as the human element is an important factor

in determining credit rolicies and nractices, questions of

.

ooinion were also asked. They were asked if they considered

some farming enterprises more risky than others and if so,

which were the most and lecst risky. Questions were asked

about the declining agricultural situation of the area and

to what cause the lender attributed this decline. Sxecific

questions were asked concerning agricultural credit use,

including whether lack of credit could have been a causal

factor.

Lenders were also quizzed concerning Opinions of

borrowers. They were asked what characteristics they liked

most in a prospective borrower. They were asked about part-

time farmers—-what portion of their customers were tart-

time farmers, and what did they think about part-time farmers

with reSpect to risk. Lastly, they were asked if they

thought credit could be used as a tool to improve the current
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declining situation in agriculture.

The point should probably be made that the questions

were worded in such a Way as to attempt to get answers by

an indirect approach. This was rarticularly true of questions

concerning availability of credit and the agricultural de-

cline.

Beecuse the survey of the lending agencies contained

the entire rOpulation instead of a saMple, no elaborate

statistical rrocedures were used in the analysis of the data.

The data were comriled into a number of tables showing the

exact reactions of the lenders to the various questions.

By using this simple method the reactions of the lending

pOpulation can be seen very glainly.

Some effort was also made to cneck the accuracy of

the credit data obtained from the farm survey. A list of

respondents was comriled and each lender was asked to check

any name that had had a loan during the last three years.

When this information was checks with the farm surveg it

’ r4

_
_
J

a Mwas found tlat a*rrotiwate,' percent of those who the
u 'a

\
f

lenders said borrowed money had renorted in the farm survey

that none had been borrowed. To increase the accuracy of

loan information, mortgage records for this 25 Tercent were

obtained in the county offices and the e loans were added

to the data. Unfortunately, this did not correct for all

the unavailable information because all loans are not

recorded in the mortgage records.

However, the check sith the lenders did provide a
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basis for estimatina the completeness of the loan information.

To compenSCte for the incomplete loan data, the assumption

was made that the unknown 25 percent had the same charac-

teristics and averages as the known portion. On the basis

of that assumption, the 25 percent were compensated for and

the analysis proceeded.

One other source of data was used. The State bank-

ing Commission, State FHA Office, FLB, and PCA offices pro-

vided data on loaned funds. The totql amount of funds

loaned plus a breakdown of agricultural loans were obtained

for the six counties. These official amounts “roved Very

helpful in comraring accuracy of the loan amounts obtained

from the ponulation sample.
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RESULTS OF STUDY

The farm survey provided some data thrt proved to

be of little value and no more than general descriptive

information. however, this survey also provided data that

proved useful in helping the researcher better to understand

some of the underlying reasons for rresent credit use.

Three hundred and forty—one interviews were made in

the six counties studied. Only Sh respondents depended

entirely on the farm as a source of income, while 181 had

both farm and non—farm income and 106 had only off-farm

income sources.

Present Debt Situation

In the farm survey the rresent debt situation was

asked of the reSpondents as to total debts and some break-

down of total debts into various categories of debts. A

summary of the present oebt situation of the 3hl families

in the samtle is shown in Table 1.

Of the 3hl individuals in the sample, 150 said they

had debts at the time of the interview. However, only lhu

of the 140 gave the amount of debts. To correct for the 12.7
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TABLE 1

PTESEKT DEBT SlTUA ION

Farm real estate $206,650

Other real estate 2S,OCO

Short-term farm 112,850

Short—term non-farm h2,310

fersonal notes 13,3LO

Other Q2960

Total @th,110

percent who refused to give the amount of their debts, the

assumrtlon was made that this 12.? percent had the same

average debts as did the portion which stated the amount.

Therefore, an adjusted present debt situation for the sample

was derived as shown in Table 2.

TABLE 2

ADJUSTED PRESENT DEBT SlfUATlON

Farm real estate $236,712

Other real estate 28,637

Short-term farm 129,26

Short-term non-farm h3,h65

Personal notes 21,068

Other 5,632

Total 9L69,77l

To check the accuracy of the farm survey data from

the lenders' side, the funds loaned in June, 1957, by the

lending agencies were checked against the sample. It should

be pointed out that this is far from completely accurate

for two reasons. First, the assumction was made that funds

loaned by lenders located in the six county area to peocle

who lived outside the area under study were equal.to loans





made by lenders located outside the area to peoyle in the

six counties. This may be a false assumption, but unfortu—

nately it cannot be proven or disrroven. The other error

comes in the fact that no check could be made as to funds

loaned by one individual to ano her. Only the nublic lend-

ers were included in the check. {egardless of the faults

of this check, it was felt worthwhile and the results are

compiled in Table 3.

rmms3

FUKUS roarso BY ORGAKIZEO CREDIT fLoTlTUTICNS 1N

WEXEORD, llSSAUhEE, LAKE, OSChOLA, stayoo,

 
  

 

 

 

HECOSTA COUKTIES, JULE, 1957 9

Farm seal Total Loaned

Lender Estate O her Farm Funds

State Banks $1,336,000 #3,601,COO s26,272,ooo

National Bank 105,000 230,0CO 853,000

PCA Stu,000 56t,000

FLB 2,0ui,000 2,0u5,000

FE 658,000 809,000 1,uns,ooc

Total gt,aau,000 $5,203,000 s31,200,000

.. — ——-—_ - ~ ‘d-'w--*‘_—* 

The figures in Tables 2 and 3 are not comparable

because one table is for “-97 percent of the pOpulation,

while the second table is the total for the pOpulation.lo

 

9Sources: Hichigan State Banking Commission, First

National Bank of Evart, Lichigan Farmers home Administration

Office, and local offices of the Federal Land Bank and Pro-

duction Credit Association.

10Based on 19th Census of Agriculture.
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When the sample data are eXpanded to 100 percent of the

ponulation instead of h.97 percent, the pOpulation debt

situation as obtained from farm sample and from the lending

agencies compare as shown in Table A.

TABLE

COKPARlEG DEBT DATA FROK TWO SOURCES

 
 -.———..- —.-_. . ——— — .fi

  

  

.Farm Real Other Loans

Estate to Farmers

Farm Samnle ah,762,317 eh,639,3l6

Lending Population h,6hh,000 5,203,000

 .,_- —-v

These data lead to the conclusion that the farm

sample information is Sirprisingly accurate in spite of the

difficulty of discussing debt information with interviewees.

For the sample to be more accurate, the debt situation from

the sample should calculate to some .mount higher than the

debts reported by the lendinr agencies. This is true be-

cause the farm sample includes debts to individuals ahich

are not included in the amounts reported from the lending

agencies. These debt data, while not having particular

meaning in and of themselves, will be used when all the

results are tied together at the end of this chapter.

Factors Affecting Short-term Borrowing

Three factors stand out as being influential in the

amount of snort—term credit used. These factors are: size

of farm, education of the family head, and gross farm income.
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”he size of farm was measured by the amount of crop-

land used. Total acres were not used as a measure since the

amount of cropland used is a more meaningful measure of the

size of the economic unit included in the farm, particularly

in this area of Michigan. In general, the amount of short-

term credit used increased as the amount of crOpland in-

creased. With less than 10 acres of crrnland the average

amount of all short—term credit used diriig the three—year

period, June lQSh through hav 1956, was sl,2§d, while those

having 70 to 99.9 crop acres averaged d2,62h of short—term

borrowings, and those using more than £00 crOp acres aver-

aged fih,910. It should be pointed out that these averages

refer only to the average of those who used some credit.

it is not the average of all farms in the category unless

all farms in a given caterory Lanpened to have used credit.

When an analysis of Variance was applied to these

data, the size of farm as related to amount of short-term

borrowing proved to be highly significant; hus it can be

concluded that the size of far: is a factor in the use of

short-term credit.

hducation of the family head is the second charac-

teristic that arreared to be important in the use of short-

term credit. Several categories were established ranging

from no formal education to lé or more years of formal edu-

cation. The greatest number of individuals had completed

eight years of formal education, with almost half having

—-

rnore than eight years of formal education, whize less than
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15 percent had less than eight years of formal education.

It could be seen thot generally the greater the edu-

. —. lV I‘~l‘, A - A: ..—-, v; A.

- .L L. . ism/3e ml L/Jl 6;:1’11:
J

U
.cation, the greater jts ihe JSe of or

years or less of formal education used an average of sluCl of

short-term credit wtile those with more than eight years edu-

cation used an average of e2h57 of credit during the Same

three year period.

The third part of the descriptive information that

has inportant influence on the use of credit is gross farm

income. This was also divided in various categories accord-

ing to amount of income and the credit used. As might have

been expected, the use of creoit increased as the farm in—

come increased. Tie detailed information can be seen in

Table 5.

hhen statistical tests were aprlied to the data, the

variance in credit use was highly significant.

TABLE 5

GROSS FAKE-‘1 IIVCULLUJ 11.32;) .SEFOZiT-Tnl‘ilf CREDlT USE

Amount of Average Size

Income of Loan

Under @1000 § 9

1000—1999 ,

3OOC-3999

uOCO-u999

5000-5999

7000-8999

9OCO—ll,999

12,000 and over
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were related to the use of snort-tern credit. Hone of these

were statistically significant, although in a number of cases

associations were eXpected. These are presented below.

he age of the family head seemed to make little

difference. dome of the younrer families used as much or

as little ceedit as the families 30 to LO years older with

no apparent relation between age and credit use. This can

readily be seen in Table 6.

TABLE 6

AGE OF FARILY EEAD AND SHORT—T331 CiE"lT USE

Age of Average Size

Family Head of Loan

Under 25 e 665

25-3h 1,7é9

35441; 2,55LL

45-54 1,539

65 and over 2,383

There was no relation between size of household and

short-term credit use. All the household sizes averaged

very close to the same amount of credit use.

7

Tenure was another factor that nad little relation

to the credit use. Kore than 90 nercent of the households

interviewed fell into either the owner—Operator, owner-onerator

renting land, and non-farm categories. There was not any

significant difference in credit use between these groups

and there were too few indiViduals falling into other ten-

ure categories to be included in the analysis of Variance.

Therefore, it should be emnhasized that tenure had ”ittle
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apparent effect on short-term credit use.

The last non-significant characteristic of credit

use tested is off-farm income. Eighty-four percent of the

households interviewed had off-farm incomes; however, the

amount of the off-farm income had little or no relation to

the credit used. This can be seen in some detail in Table

7. The decline in loans as off-farm income increased is

slow and irregular.

TMflEY

OPE-FARE lNCQLE and sscaT—Timr ‘Rnle use

Average Size

Off-farm income of Loan

Hone
V5955?

Less than $2,000 1,766

2,000-2,999 1,390

3,000-3,999 2,098

h,COC—h,099 1,529

S,000-S,999 1,973

6,000—é,999 1,368

7,000-7,999 1,h00

Q,000-9,9?9 1,@l7

10,000 and over 1,050

No report 2,160

Description of Short-term Borrouing

Attention should be given to some descrirtion of

the actual use of this credit. There are four major noints

that should be discussed——purpose of loans, interest rates,

sources of loans, and length of loans.

As one sould exnect, the amount of the loans varies

widely with the nurrose of the loan. Loans for livestock

purchase were the highest of all nurposes, averaging 92,h71
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per loan. Farm equipment loans were second largest, aver-

aging al,265 ner loan. Auto loans averaged Wv03 and house

or household loans had the lowest average, amounting to ages.

It should be noted that most of the loans in the latter cate—

gory were used for furniture and arnliances and were, there-

fore, installment loans. The non-farm nortion (based on

use) of the short-term loans used amounted to 123 of 260,

the total number of loans; or in other words almost one-half

of the loans. However, in dollar volume the non-farm loans

accounted for only one-third of the total dollars borrowed.

One should not be surprised to find that the size

of loan varies uidelv with the purpose of the loan. however,

the number of loans that were used for non-farm purposes

should point up an apparent attitude that seems to be true

with urban and rural families alike. That is the attitude

that it is no longer necessary or often desirable to wait

until you have the necessary funds to purchase consumption

goods, but rather that credit is a means of obtaining added

consumption goods sooner than would otherwise be rossible.

interest rates, acceding to economic theory, are

determined by the supply and demand of money for lending.

however, in practice this is not a comnlete eXplanation,

because of institutional natterns that enter into the bank-

ing and lending systems in the United States. Therefore,

it is not surrrising that the interest rates are grouped

in the 5 percent and 7 percent categories. Of the 237

individual short-term loans that were recorded from the
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interviews, ahout one-fourth listed 6 percent interest and

about one-frurth listed 7 yercent interest. Over one—third-

«a

of the farmers Lid not renort the interest rate. only the

remaining one—sixth or less of the loans listed interest

rates of less than 6 percent or greater than 7 percent.

One inaccuracy in the data should probably be pointed

out here. A high rercentafe of the loans involved in this

study were installment tyne loans. These are rarely a

straight 6 rercent or 7 nercent although it may clearly

state 6 percent or 7 percent on the loar contract. 1n such

cases it is expected that the respondents gave the stated

interest rate while the actual interest rate was higher.

The exact tronortion of the loans that this involves is not

know . The author is sure that this has ha_rened in a

number of cases; hence, the data actually reported an average

interest rate lower than the true rate.

In this study, short-term loans heve been defined

as loans other than those made on real estate. The length

of loans was short in terms of years with three-fourths of

them less than three years duration. in number, there were

d0 under one year, 90 from one to two years, and 50 from

tao to three years from a total of 237 short—term loans.

Only 22 were for three t: five years, with he remaining

LS of the 277 short-term loans not reported with resnect

to lenfith.

One major source provided most of the short-term
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loans——local banks. One hundred and seventy-eight of the

237 loans were obtained at the local banks with only 15

obtained from the PCA and 8 from the FHA. sighty-two loans

came from other sources including installment loans from

stores and loans from friends or relatives.

Implications Pertaining to Short-term Loans

Presumably a production short—term loan is used to

either enable the economic unit to maintain its present

status or to exnand its size and productive facilities.

When all of the asrects of the economic units are in a

prorer proportion and size, short-term production loans can

meet these objectives. however, when one of the necessary

aSpects of the econsmic unit is missing it will prevent

the.maximum use of credit facilities as a production tool.

All of the factors are not known precisely nor are

all the nrorer combinations known; however, three factors

were significantly correlated with the use of short-term

credit. The education of the family head proved to be

significant and is probahly significant only because it is

somewhat of a gauge of managerial ability. hanagerial

ability cannot be measured; however, in our society it is

usually assumed that education improves managerial ability.

Although education was a significant factor in the use of

short—term credit, management was nrobably the real factor,

and education is a factor in managerial ability rather than

directly influencing credit use.
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Another imnortant ashect of the economic unit is its

size. The old saying that it takes money to make money may

not be too far wrong. Both the size of form and the gross

farm income were related to borrowings, but tley are also

indicators of size and productive power of the economic

unit. Therefore, the size of the economic unit affects and

may limit the use of credit as a tool in maintaining its

size or eXpanding its size.

Economic units may be limited by present physical

size or manaserial ability. If these limitations exist,

all the short-term credit available is of little value to

these units in imrrcving their financial rosition.

In this study nroduction and consumrtion loans have

been considered together. This has been done because farm

units require a different aphroach from that required if

urban units were under consideration.

The farm economic unit is a combination of household

r
‘

and business units that is usually Operated as one. There-

fore, the real purpose for a short-term loan is far from

clear. The loan may be to buy feeder Cattle but is necessary

only because money has already been spent to buy an liances

for the home. Conversely, cash may be used to buy feeder

cattle while a new electric range is purchased on install-

ment credit. Therefore, one must be careful about the

implications drawn from the distribution of loan purnoses.

Probably the only safe imnlication that can be drawn
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is that to maintain the level of living desired and to main-

tain or exnand the rroductive unit, additional capital is

used. The narticular ouroose given for making a loan may

not reflect the real reason or need for borrowing the money.

A final implication that should be drawn at this

point deals filth the lending agencies. it has been shown

that the local banks are the major lending institutions in

the area under study. This leaves the bangs in a position

of tremendous influence on the lending nrocedures and poli-

cies in the local communities. Bank policies could stifle

economic growth in an agricultural area through conservative

and out-dated banking rrocedures, and conversely could ero-

mote the economic growth and well being of a community

through an aggreSsive, educational, and scnewhat liberal

lending policy.

In all fairness to the banks' situation in this area,

it should be remembered that most banks are primarily de-

pendent on the agricultural sector of the economy for their

livelihood and would not be expected to stifle agricultural

growth intentionally. What hanrens unintentionally cannot

be ascertained at this point.

Long-term Loans

Long-term loans are another aspect of agricultural

'credit that has not been discussed. These are loans made

on real estate and, conseouently, run for much longer time

periods than do loans secured by non-real estate items. In
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the farm survey sample taken from the six county area under

study, there were ace changes of ownership reported by the

326 present owners. These h06 changes of ownership included

the initial acquisition of land by the present owner and

any additions to the original plot of land that have been

made.

0f the toe title transfers that were recorded, h?

were inherited and 1hh were obtained by cash purcnases. The

remaining 215 were purchased via tae use of some borrowed

funds and will, therefore, demand a closer examination in

this study.

Long-term credit has been of substantial importance

over the past 50 years. Table 9 shows the dates that vari-

ous title changes took place over the past 50 years both

with the use of credit and the total purchases which include

credit and cash purchases.

TABLE 8

DATES OF LAND PURChASES

Date Total Purchases

Purchases Via Credit

Before 1900 h 2

1900—1909 16 9

1910-1919 22 10

1920-1929 38 19

1930-1939 L2 31

19uO-19h9 133 78

1950—1957 90 61

ho report 9 5

Total 359 215
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Inasmuch as a high percentage of present owners

would be eXpected to have bought their land in the more re-

cent years, it is not surprising that a high percentage of

the purchases have been made in the last 15 to 20 years.

Several sources of credit were of major importance

in long-term loans. Of the 215 purchases using credit, 56

used funds obtained from individuals, h? obtained funds from

he local bank, and 25 were financed by the Federal Land

Bank. Only 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 the Federal Land Bank and Farmers

dome Administration points out that these federal agencies

account for a higher prOportion of long term loans then their

counterparts do for short-term credit.

The land contract type of credit has been most

pOpular in this area. Under a land contract the lender

holds the title on the land while payment is due, but cannot

sell the land nor influence the use of the land so long as

the buyer is meeting the previously agreed upon payment plan.

This plan accounted for 103 of the 215 loans made on farms.

It is commonly used by individuals when they lend money and

is used by many banks. It is not uncommon for the seller

to hold the land contract.

Interest rates for long-term loans varied much more

widely than for short-term loans. Table 9 on page 33 illus-

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

INTEREST RATEJ CF LONG-TERM LOANS

 

Interest Rate Number

of Loans

Less than 3.9% 15

up. O'LL. 9:31;) 28

500-509}; 18

6.0-6.9/é {)3

700’709?" 15

No repor 76

Total ‘ 215

It would arpear that the long term borrower has more

opportunities to get funds at different interest rates

than are available to short-term borrowers. Inasmuch as

many individuals obtained funds from friends and relatives

rather than local banks, lower interest rates are often

available to them. The Federal Land Bank and the Farmers

home Administration also provide loans at rates somewhat

lower than local agencies. Since the Federal Land Bank

is never available for short-term loans and since individuals

do not lend money as readily on short-term bases, lower

interest rates are simply not as readily 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 quite a number in the four and five year category.

Fifty were of no longer than five years and 5h were from six

to ten years in length. Table 10 on the next page gives

the detailed breakdown according to length of loans.
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TABLE 10

LEHJTH OF LONG TERM LOANS

Length of loan Number of

(years) Loans

1-5 50

6-1O 5h

11—15 8

16—20 1h

21—25 a

25-30 h

31-35 1

36 and over h

No report __§

Total N |
-
’

\
n

It should be noted that in this area only two of

the twenty-one local banks can make a loan of more tuan

10 years; therefore, it is not surprising that the majority

of the stated length of loans are under ten years. The

longest loans are mostly attributable to the Federal Land

Bank which can no» make loans of 33 years in length and

which formerly could make loans up to ho years. These

long-term loans make it possible for the farmer to get

relatively low principal payments and relatively low inter-

est rates; however, having a loan for that length of time

adds to the inflexibility of the economic unit. All lenders

set payments so tie loan would be paid off in the stated

number of years that the loan was to run.

Implications of Long-Term Data

With 215 of 359 land purchasers using some credit to
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make the purchase, it is rather obvious that long—term

credit is of great importance to agriculture in the area

under study. It is also the author's observation that there

are more possibilities for obtaining funds for land purchase

than is the case for production and consumption credit.

There is reason to believe that the greater number of sources

are available because the original sources (mostly local

banks) proved to be inadequate in long-term credit, there-

fore providing tne stimulus for the foundation of such aaen-
~—/

cies as the Federal Land Bank and the Farmers home Adminis-

tration. Evidence to support this statement has not been

presented as of now; however, discussion of the interviews

with the lending agencies will add support to tris reason-

ing.

Lending Agencies

To better understand the actual credit situation in

the six counties under study, the primary lending agencies

were interviewed in an attempt to obtain information per—

taining to lending practices. They were also asked for opin-

ions as to the role of credit in agriculture and its possi-

bilities as a tool in agricultural production. The Federal

Land Bank, Farmers home Administration, and the Production

Credit Association have established rules to follow which

are fairly inflexible. Their practices and policies will be

given a short discussion later. Bank policies are not so

uniform, and will be discussed below.
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There are 17 State banks and one National bank in

the six counties. in addition, several of the State baiks

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 interviewed because their loans

to farmers were less zhan 1 percent of total loans outstand-

ing and, therefore, it was mutually agreed upon by the bankers

and the aut or that the interview would be largely a waste

of time.

he policies of the banks will be discussed first

with a summation of the Opinions of the bankers made later.

Taking first the real estate loans, it was found

that 18 of 21 banks had a miximum length of loan of 10 years

while one made loans no longer than 5 years and two went up

to 15 years. Although t ey can legally make loans up to 10

years, there were several others that conceded most of their

loans were of 5 years length or less and that they preferred

not make longer ones in most cases. The length~of loans tFat

can legally be made are set by law accordinf to the capital

strength and type of the balk. Fowever, the indication of

the bankers was fhat the legal limit is rarely a limiting

factor when making a loan.

The interest rates for all banks were 6 percent and/

or 7 percent. host of the banks determined the rate of

interest by the size of loan. For example, one bank charged
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7 percent interest for any loan un to @3,SCO and 6 rercent

interest for loans over that.

When the number of repa5nents per year was discus ed

it was noted that eight banks in isted on 12 payments per

year and Sifit otaers oreratcu nainly on two palments per

4
year, waile the remaining five gave no set policy «artaining

to number of payments.

Kaximum size of loan in terms of dollars and minimum

equity required for the owner to hold are important Questions

in any ciccussion of banking. Both are established by law.

Lichigan law requires a minimum of to percent equity to be held

by the owner so 60 percent of the as essed value of the preperty

is the maximum that a bank can loan. Lowever, 13 of 21 bankers

p
.

sai tzat they never loaned more than fifty percent of the

value of the property. There are doubtless cases where earn-

ing power is enough in question to cause a bank to be careful

of collateral. LOWGVCP, many loans result in sufficient

earning power to warrant that little attention need be given

to collateral. if the banker limits the loan when it is

unwarranted, a case of external capital rationing results

which may impair the progress of the economic unit involved

and which, given enough cases, may imoair the progress of

agriculture in the region.

The maximum amount of money that can be loaned to

one individual is also set by law. This is determined by

the capital assets and surplus of the bank. The greater the
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assets of the bank, the greater is the loan that can be made

to one individual. In terms of agricultural loans, it can

be a definite limiting factor in some communities to denend

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 their limit was high enough that it never came

into play. Three listed limits of $10,000 0nd the remaining

four gave limits ranging from $16,500 to $22,000. In terms

of commercial agriculture these limits hinder the proper de—

velopment of the economic unit. In practice, any farmer

dealing with one of these banks potentially could obtain a

larger loan by going to other banks or other agencies. How-

ever, he may find greater difficulty in obtaining the desired

amount of funds in an area where he is a stranger, and he may

be reluctant to try because he knows this to be true. There-

fore, he low limit of loanable funds is almost certain to

contribute to external rationing.

Short-Term Loan Policies

Some consideration should be oiven to banker's policies

and practices concerning chattel mortgages.

These are loans which are secured by items other than

real estate. Because the items are less durable than real

estate and because they fit into tne category of production

or consumption loans, the loans are generally of a shorter

length than real estate loans. Six of the twenty-one banks

make chattel loans for only six months and then renew all or
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part of the loan if it is necessary. Four others make loans

for varying lengths of time up to one year. Ten banks make

loans from one to three years while one goes up to five years

in length.

Equity requirements show considerable range among the

banks. Five said they set no minimum equity requirement on

chattel loans while ten gave 50 percent as their minimum

equity requirement for the owner. Two even went as high as

75 percent equity requirement, while four others were more

liberal in their loaning procedures, requiring only 25 per-

cent and 30 percent equity to be held by the owner.

The interest rates charged by the banks was 6 percent

and/or 7 percent. Two had a flat 7 percent interest rate on

chattel loans, but most of them charged 7 percent for small

loans while 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 that this was a

limiting factor in chattel loans. Limits as low as $10,000

may be a limiting factor in chattel loans in this area. One

individual interviewed in the farm survey used $12,000 of

chattel credit annually in his turkey production. If he needed

to deal with one 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 banls the non-secured notes to farmers have a

place here. Most of the bankers know the men they are deal—
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ing with. Therefore, more than collateral requirements are

usually considered. Yany farmers can borrow @500 or $1,000

on their signature with no security. The author found it im-

possible to obtain any detailed information from the bankers

concerning non-secured notes, except that the interest rates

were the same as chattel loans. it appears that non-secured

notes play an imbortant role in short-tern credit use in this

area, but it Was impossible to obtain either numbers or dol-

lar volumes of non—secured notes from the various banks.

Practices and Policies of Other Lending Agencies

After local banks in importance, come the Farmers

home Administration, Production Credit Association, and Fed-

eral Land Eank. Although all three of these agencies are

commonly referred to as Federal agencies, only the FHA is

actually a Federal Anency. The PCA and FLB were started as

Federal government rrojects but are not now Federal agencies

but rather cooneratives.- For rurroses of this discussion,

the three agenCies will be diacussed one at a time, start-

ing with the FEA.

The Farmers Home Administration is a Federal agency

under the United States Department of Agriculture. in the

six counties under study there are three offices with each

supervisor having a two-county district. PEA real estate

loans are made at hi rercent interest for neriods up to 30

years. There is a Q20,000 limit per loan but there is no
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minimum equity recuirement for the owner. Principal pay—

ments are made once a year.

Chattel loans are made for periods of up to seven

years at S rercent interest rates. The same $20,000 loan

limit is in effect; however, any chattel loan of more than

910,000 must be aphroved by the State Director. Payments

vary with inciVidual loans but most are made monthly. Some

of the chattel loans are paid by taking a out directly from

the sale of the farmer's prouucts, such as taking out some

of the milk check before the farmer gets it.

In addition to the conventional real estate and

chattel loans the FHA will also make house Improvement loans,

Soil and Water Conservation loans, and Livestock loans. All

of these loans are made at h? percent interest rates but are

Of minor imnortance in this area.

The PCA and FLB are cooreretives that operate from

the same source of funds. They are set us in such a way that,

p

7, no overlapring 0i loans occurs. This is done byl
—
h

:
5

d L
T

0 O 1

the FLB loaning funds secured by real estate only, while the

PCA makes only procuction leans secured by hattel mortgages.

The Federal Land Bank makes loans for time periods

up to 33 years at 5 percent interest. however, the most

common length of loan is 20 years in length. LOans may be

made up to 9200,000 With a minimum eouity re~uirement of 35

percent. Renayment of the princinal is made either annually

or simi—annually with erual size peyMents made over the
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length of the loan.

The Proouction Credit Association makes only loans

secured by chattel mortgages. Their loans are made ur to

five years in length at an interest rate of 7 percent. The

dollar limit of loans is so high that it never comes into

play as a limiting factor. The equity requirement is not

firmly established and varies from one Secretary-Treasurer

to another. Repayments are made in the way most convenient

for the farmer, ranging from one to twenty-four payments

per year.

Lenders Opinions

Attention is now directed to the opinions of the

lenders. Renardless of the leyal limitations and rules for

making loans, the most imnortant influence in the making of

most loans is the human element. This varies from one

lender to the other but is a very important influence on

the credit use of an area or community. A group of lenders

in an area that holds conservative ideas pertaining to agri-

cultural loans can have a comnletely different influence on

agricultural progress in that area than would be observed

in another area usere lenders sold liberal ideas concerning

agricultural loans, altgough both areas may be operating

under exactly the same legal restrictions. Therefore, to

enable the researcher better to answer the question as to

the influence of agricultural credit on nresent conditions
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in the six counties under study, some cetailed discussion

of lenders ideas as recorded by interViews is mace. This

discussion will include bankers, PCA, FHA, and FLB personnel

all in one group.

Lenders were asked if they considered some farming

operations more risky than others. Twenty-three of twenty—

nine said that they did consider some Operations more risky

than others. The enterprises considered most risky and the

enterprises considered least risk: are listed in Table 11.

TMflEll

FARR TLiLRERlShS CthiUERED hCST AnD LEAST HlSKY

 

 

host Risky ho. Least Risky to.

Cash crops 13 Dairy 13

Turkeys h Livestock 3

Fruit 3 Diversified farming 3

Potatoes 3 Cattle 2

Onions 1 Don't know 1

 

It Wlll be noted that some Catecories rightfully

fall into others already listed (potatces and onions are

cash crops); however, the listing here is made just as given

when the lender was asked which he cinsidered most nnd least

r‘sky}

The lenders who said there was a difference in risk

considerations between farming enterprises were asked if this

caused them to alter their equity requirements on agricultural
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loans. hleven of twenty said yes they did alter equity re—

quirements on real estate loans and thirteen of twenty-one

said the; altered equity requirements on chattel loans.

When asked what characteristics were considered most

important when considering a farmer for an agricultural loan,

a wide range of characteristics was mentioned. Table 12

shows the number in each classification of characteristics.

TABLE 12

lEPORTAflT CHARACTLRiSTlCS OF Ligumms

Characteristics number

Character

Ability to pay

has a farming: plan

Q

Capabilities S

Collateral 5

his record A

individual himself A

Ambition a

honest 2

2

l

wnen asked if the, would actively exnand tneir loans

if they could find nore farmers with these characteristics,

twenty-two swid yes, four Cid not answer, and three said no.

The three who said no save the reason of being loaned to

their linit at the present time end therefore could not ex-

pand loans to anyone.

Lenders were also asked whet information they con-

sidered imnortent to know before they made real estate and

chattel loans to farmers. This muestion also brought a

great variet; of an wers trct are summqrized in Table 13.

The recent agricultural census renorts of agriculture
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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 farm 6 h

Equity 5 5

Previous loan experience 5 k

Use or loan 3 3

Background of man 3 5

Other income 2 2

Livestock l 3

Equipment 1 2

in the six counties under study 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

agricultural economy in this area, it was felt that some in-

formation should be obtained as to the number of agricultural

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 is not inconsistent with

the farm survey sample that was taken.

When asked whether they thought part-time farmers were

better or worse risks than full-time farmers with respect to

agricultural loans, thirteen said 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 it was 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 thesis 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 agricul-

tural situation has declined in the area and if so, why.

Twenty lenders said there had been a decline, six 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 1h for the decline.

TABLE 11;

REASONS FOR DECLINE IN AGRICULTURAL PROFITABILITY

Cost-price Squeeze 12

Small and/or Marginal Farms a

Poor Land 3

Lack of Knowhow 2

Don'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

this were asked. Sixteen said internal rationing had not
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been a contributing factor while only two said it had.11

Seventeen said external capital rationing had not been a

factor while only one said it had been a factor in the de-

cline. Twenty-eight said there is 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 said that longer time periods were needed 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 educated to the uses of

credit.

The twenty-three who said more credit or different

credit policies would not help the depressed situation were

 

11Capital rationing has been defined in footnds

number 2 on page 9. The lenders were asked this capital

rationing question in non-technical terms.

=k
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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 little to do with it

Land not productive enough H
H
H
m
e
o

Needless to say, the five that said the FHA was to

take care of this were bankers and not FHA supervisors.

A last question 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 advice to loanees occasionally

and ten said they never gave advice when asked or when the

loan became delinquent; however, only three lenders (other

than FHA) said 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, it 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, and (3) younger em-

ployees at the bank.

Several conclusions should be made briefly at this

point pertaining to the banks' and loan agencies' practices.

The author feels that the small farm in this area is in a

very precarious position. This opinion is not held by the

author alone, but is held by many peOple in the area and

most agricultural experts who are familiar with the situation.

There are several alternatives that should be open. One is

part-time farming where the farmer actually ceases to be a

farmer but rather depends mainly on the farm for a place to

live. Another alternative should be one of expanding the

economic unit into a size that will afford the farmer a re-

spectable income. This will require capitd., education, and

foresight on the part of both lender and borrower but partic-

ularly by the lender. The lending agencies are relatively

few and exert tremendous influence in this area. An organized

and well managed effort on the part of the lending agencies

to educate the farmers to better management practices and to

teach them the potentials 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

failing to meet the challenge that is necessary if two alter-

=
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natives are to be open to the small farmer.

Income Situation

The motivation for most individuals in this culture

is strongly influenced by income. Lack of income, or in-

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

“
1
!
?
!

search project from the beginning; therefore, it is only

natural that some discussion of the current income situation

should be made.

‘
9
.
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It has long been accepted that farm income is a func-

tion of several factors including a major factor that can be

classed as capital assets. Farm income is definitely related

to farm assets in the sample used in this study. An analysis

of variance showed the relationship 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 GROSS FARM INCOME, 1956

Assets Average Gross Number of

Farm Income Farmers

Under $5,000 $ 826 10

$5,000 - 7.u99 951 16

7,500 - 9,999 1,606 20

10,000 ~1u,999 1.837 38

15,000 -2u,999 3,110 ti

25,000 -u9,999 6,110 17

50,000 and over 30,872 9

NO report 3.333 8h

If the assumption is made that a farmer depending

solely on agriculture for his income should have a minimum
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gross income of $6,110,12 analysis of asset control problem

can begin. Even this seems to be a rather low minimum when

considering gross income because net income will be much

lower.

However, as a starting point the gross farm income

figure of $6,110 was used and all questionnaires of farmers

with $25,000 to $h9,999 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 $33,588. The real question now arises

-— what asset 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 can be shown that anyone with assets of

less than $15,000 is out of range 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-

creased his farm assets by one dollar, the farmer who started

with $15,000 in farm assets would hold only uu.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, and 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-income 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 biasing the results by individual 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 farm 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 income to the $6,110 level,

assuming present legal restrictions. Credit can be used by

27.2 percent to put them in a position of minimum farm income,

providing there is no capital rationing, 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 is quite possible that a gross farm in-

come of 56,110 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 and the possibilities

of attaining that level ascertained.

The ten farms in the sample with assets between

$35,000 and $75,000 were averaged as to gross farm assets

and gross farm income. It was found that for an average of

$h8,950 in gross assets, an average of $8,320 in gross farm

income could be produced. Consequently, taking this higher

  

 



 



-53-

level of assets and income, it can be shown that credit will

be an even less adequate tool than before. Inasmuch as al-

most $50,000 in assets are needed for the $8,320 incane,

anyone with less than $25,000 in assets now would be beyond

help. This means that credit would not be sufficient for

82.8 percent of the farmers (assuming present legal restric-

tions), that 6.6 percent could use it to good advantage, and

that 10.6 percent do not need it to attain the aesumed mini-

mum income.

It should be noted that credit would not be suffi-

cient, in the cases stated, if 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.

Mere and more capital is being required in agriculture as a

whole, and more and more is being required by each farm unit.

Also, the net income in any gross income is becoming less and

less in agriculture and probably will continue that trend.

The combination of increasing capital requirements and de-

creasing 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. Economic and
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sociological researchers are still unable to measure utility

between persons and 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 income, which can be measured, is known to be low in

the area under study; therfore, the assumption was made

that 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 capital 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

is suspected, however.

Internal capital 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 do 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, it 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 individuals 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 maintain their presnet low income rather than

using credit as a tool to raise their income.

Another impression received concerns the loan terms

in some banks. Legal limits of a ten year loan and the own

banker's limit of something less than ten years 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 farmer is 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 is 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 adequate funds arises. If these assumptions held,

an additional $25,000,000 in loanable 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 increase many times. Short of government help, there
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would definitely be external 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 their Operations, but for the majority of low-income

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

of government aid, 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 possible 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

as 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 NHchigan.

From the six county area chosen for the study, geo-

graphic segments were drawn at random from each county. In-

terviewers questioned 3h1 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 sections deal-

ing with short-term and long-term credit and with the present

debt and financial postions were most useful in this 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 six 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.

Six 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 evaluation 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 that have
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existed on the part of the lenders and the borrowers

concerning the making and use of loans. Though the

first hypothesis is accepted, proof is not as sub-

stantial as the author would desire. .

Most of the credit has not been used for consumption

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 shortage of credit in the summer, 1957,

given attitudes and loan considerations of lenders

and borrowers; therefore, the third hypothesis is

rejected. Several agencies in the area reported a '

lack of sufficient funds to meet the demand.

Credit will not have a substantial influence in im-

proving the economic conditions of agriculture if

used only for short-term small changes in production

methods. The fourth hypothesis is accepted. Major

changes in most of the economic units will be required

if 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.scme 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-
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pothesis is accepted. One other aspect that was of

major considration was collateral. The results of

the study would indicate that 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 earning abil-

ity to repay the loan.

6. Major changes in the criteria used in.making loans

are needed if farmers in an area such as this are to

prOgress at the same rate as farmers elsewhere. The

sixth hypothesis 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 that have ex-

isted on the part of lenders and 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 real problem is to start from

the present and work for the future. Here credit can be used

to real advantage. It cannot be used under present legal and

lender restrictions to help most farmers in this area sub-

stantially because they do not have enough assets from which

to start. However, with an ambitious program of education
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for farmers and lenders, and 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 area.

It should also be remembered that a program which

involves more liberal loan policies may or may not mean

greater risks. A large loan which enables a farmer 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 larger

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:

nCHARACTERISTICS AND USES OF PHYSICAL AND

HUMAN RESOURCES IN NORTHERN

MICHIGAN AGRICULTURE"

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

PART X. ACQUISITION OF LAND, USES OF CREDIT, 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?

(I = Yes, N = No)

b. How did you finance purchase? Check one

(1) By caSh O O O O O 0 O O O O O O

(2) Mortgage . . . . . . . . . . .

(3) Land contract . . . . . . . . .

(h) Other (specify)

2. If purchased with mortgage or land

contract

a. What was length of your loan? (yrs)

b. What interest did you agree to

pay? 0 s e s s s s s s s s o s (g)

3. If purchased with mortgage, who was

lender? Check one

a. Federal Land Bank . . . . .

b. Farmers Home Administration

0 0 L00a1 Bank 0 o s e s s s s

d . IndiVi dual 0 s s o s s s s

e. Other (specify) . . . . . .
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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 purposes other than the

purchase 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 did not because you believed or

found you could not get credit? Yes(___) No(___)

Comments*
 

 

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 you planning to borrow money«for farm purposes in the

next two years? DK(_) Yes(_) No(_

Comments: IF YES, forwhat purposes?*
 

 

Where will you get the money?
 

 

*IF YES, Indicate if farmer applied for such credit.
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FINANCIAL SUMMARY

Present Debt Situation - Amount Owed

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, etc.) . . . . . . . . . . . .

Short-term nonfarm indebtedness (auto,

household appliances, etc.) . . . . . .

Personal notes, etc. . . . . . . . . . .

Other 0 O O O O O O O O O 0 O O 0 0 0 0

Total (Office entry) . . . . . .

amounts owed you.

1,900

2,000

3,000

(Circle One)

Under $500 6 45,000 -

.500 - 999 7 10,000 -

2.999

h.999

Amount

 

value of all of

of today. This

well as nonfarm

deposits and

9,999

1h.999

1,999 8 15,000 and over

We would like to have you estimate the total value of all

of your assets as of today.

0
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APPENDIX B

SURVEY OF CREDIT AGENCIES IN ECONOMIC AREA.ha

Name of credit agency

Address of credit agency
 

Name of respondent
 

.
3

Position of respondent
 

What percentage of the dollar volume of your loaned

funds is to farmers for agricultural production pur-

poses?
 

‘
J
L
'

.
'

.
A
.
~
.

.
.

.
.

a

What is the dollar volume of funds you have loaned to

farmers for agricultural production purposes? $  
Do you make real estate loans to farmers for:

 

Stated

Years int. rate No. of payments

Less thangS jg

ggto 10

10 to 20

20 to 30

Over 30

Maximum.money Minimum equity

Years per loan per loan

Less thangfig $

§_to 10

10 to 20.

ggvto 30

Over 30
 

Are the payments such that they will pay out in the

stated number of years? Yes No
 

(Ask if answer is No) How long are the extra time per-

iods on the loans? Less than S S to 10

10 to 20 - 20 to 30 Over 30
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10.

11.

12.

13.

15.

16.

17.

18.

-72-

Do you make chattel loans to farmers for:

 

 

 

 

 

Stated Installments

Years int. rate Aper_year

Less than 1

1 tog}

2_to§

Over 5
 

Do you have a limit on size of chattel loans:

In terms of dollars? Yes No What? $

In terms of equity? Yes No What? 7%
 

Do you make other type loans to farmers?

 

Type Max. Length Statedffi 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 types of farming Operations more

risky than others? Yes No . With respect

to price? Yes No . Disease? Yes

No . Naturallhazards?

(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 alter equity re-

quirements and size of loans on real estate loans?

Yes No . On chattel loans? Yes No

On other loans? Yes No .
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19.

20.

21.

22.

23.

21+.

25.

26.

27.

28.

29.

30.

31.

32.

33.
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What characteristic(s) do you consider most important

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 that you would

like to expand your agricultural loans? Yes

No .

(If answer is no) Does this mean then that you don't

want any higher prOportion of agricultural loans?

Yes No .

a
a
“
;

..
._
._
1
4
‘

 

What information do you get about a farmer before mak- w

ing a real estate loan? i

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_fifi . If yes, please explain:

 

Do you or any member of this organization make 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 are 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 farm-

ing in this area? 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 .



 



35.

36.

37.

38.

39.
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Is it possible that there has been a shortage of loan-

able funds expecially for agricultural loans, and that

this has contributed to the decline of the agricultural

situation 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 situation a change from conditions 10

or 15 years ago? Yes No .

(If answer is yes) In what way 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 area? Yes No .

1
;
.

Now we would like to have any details that you can give

us concerning a "typical" farmer that has been rejected

on a loan from you.
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