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Agriculture is Kansas is becoming nore end eore specialised as new

labor saving devices ere put on tile aarfcat. By this, it is seeot last

farers are becoaiag sore dependent upon otaers for e Urger share of

their working capital than was the esse prior to 1*1*. 'or exeaple,

today aany faraers use aacbanicel poser to drew fara equipaent which in

turn requires fuel and oil processed by people working in other indus-

tries. Previously this equipment was drawn by aoree power produced on

the fara or in the community with little actual cash outlay. These ease

horses were fed froa the store of feed raised on the farm. Labor sawing

devices have changed greatly the relationship of each of the factors of

•,nduc f i jd; naaely, l&ad, labor, and capital. This change has been

toward increasing the importance of capital and decreasing the impor-

tance of labor, until today, capital is the limiting factor on aany sen-

ses farss. One aaa with adequate ca; ital cau do aany tlaes nore work in

a given tise today than was possible prior to 19L4.

This change as well as aany others b»s brought about a decided in-

crease in the importance of the financial aanageaeat ot the f&ra busi-

ness* With aors soney being spent in operating the fans, it is logical

to conclude that aore money east be earned froa t&ra operations if the

net result is to be favorable and provide a satisfactory Ftanderd

living for the farcer end his faaily. The ^u&ption of how far one

ehouid go in expanding the use of his credit to increase his incoaa by
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having ft nore econoaical wait and at the ease tine operate a© & suffi-

ciently safe *ergin to be able to withstand periods of adverse weather

and price conditions is e pertinent one to present day agriculture. The

tool known as credit is used stare on cost fares today then any other

tool need in the production process.

Although e great deal of literature is sv&ii&ble eho*iag the total

indebtedness of ftrass, there is retry little shoving the type of debt and

the relation of that debt to assets fend iacose for a period of several

years covering the ease farste. i.. J. Jtsrton, Joseph Ackeraan, and C. K.

Ssyre (3) susBasrised a survey nade in Y>~* of 1,055 Illinois faras. The

debt-to-property ratio and cash incose was calculated for *&ch operator

as a basis for studying coaperie >na including different tenure groups,

analysis of UWJ capacity to pay, adjusting fin&.Bcial plans f o capae

to pay, and land ownership to c&paeity to pay. ?;it*ir conclusions »«re

the capacity of farmers to pay their debts frost fare earnings varies

greatly even astoag farcers having assets of about the seise value. It

increases «ith incose but decreases *ith debts.* Raeosaendati ns »ere

also sade in regard to the Iff* of io-ns that should be nade to JlffW

<snt classes of fernere based on their ability to repay their debts.

Pine of Kansas (a) concluded that if the debt exceeds three tines

the gross locoes, the debtor is approaching an unsound financial condi-

tion trm the standpoint of ability to paj the debt. He also stated

that the average fern c*n carry a debt load of 2.1 tines the incose at

a five per cant LawarMrt n te.
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The purpose of this ctudy is to mkm an in ;
uiry into the eaount and

kind* of credit used, the cof credit used, tfca relatiaaship iff

toUl credit and coets of credit to total business assets, end the re-

lationship af the &x.*unt and eeit? of credit used to gro«« and net fara

incase in ord*r to determine *btt has actually existed oa Kansas fame

s»ar a period o* year*. It is hoped that trda study will provide in-

formation that *ill aid in establishing a suide as la the wise use one

can sake of available credit in deteraiaing the proper balance of credit

aad assets.

that ,Ter cent of ay total assets should be represented by debt?

that ie a reasonable rate of interest to pay? that aho Id be the rela-

nship of short-tiae loans to net fara 1dcob«? that type of credit ie

besit froa the staadpoint of cost? These questions and s»ny others are

being asked by faraers wry day. to att*»pt ie aade ia this study to

aasaar these and aaay other questions specifically, but an effort will

ha aade to thov «sfcat has actually happened over a ,*riod of years oa a

in of Kansas fares and in that «ey ^iat to possible answers to ths

shove questions.

AM) PROCEDURE

Source of Inforaction

Inforaatloa for this study **e obtained froa records kept by fara-

ere under ths supervision of the fieldasa for the fara aaaage&aat asso-

ciation located la north central Kansas. Tale, association is known as
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farm luKgtMBt Association Ho. 1 and fcereafter *ill be referred to as

such, figure 1 show th* eight counties included in this »*udy togetber

the other c .unties served by fara aaaageamat associations, korris

and rottatsatoais Counties of Association So. 1 were not included in this

stady because there mere no records MM rg five consecutive years in

those counties.

Fern management uerviee is available to farmers in *5 Kansas coua-

tlee located in central sad oorthsast Kansas. Evrusg W3i, 631 Kansas

farmers received service frees tbese associations. The purpose of tbsse

associati ns is to give assistance mad Instruction to members in better

fara practices and proper far* organisation. Eaphseia is -laced on the

proper balance between crops to maintain soil fertility, between the

different classes of livestock, and between livestock and crops in line

mith the financial res^urcee if that fern snd the long-tine outlook for

commodities produced. This service is built around wajlata fara rec-

ords of the fare business kept in a uniform Banner in fara account books

furnished by each association and kept by each aeaber *ith the assist-

ance of the fieldmsa. These records are sufficiently complete and ac-

curate for suacary end analysis purposes. T»o of the four associations

have been organised since 1^30 and have records from 1931 to MJt, in-

clusive. Records froa i<>3* to 1937 were used for this study.

Upon does examination of records kept by members in *&rm Kaaage-

acat association So. 1, it was found that although these records mere

complete enough for studies of the farm business, they mere not detailed



enough to provide fell the information Beaded la this study. l;ny rec-

ord* lacked infonsatiaa on the interest rata agreed to be paid on each

obligation and the type of e^eh obligatl-in. This indorsation is ex-

tresely difficult to obtain, since it d*sls with the Inane iel aspects

of the f&rn business which is considered by eeny fareers to be of a

strictly personal nature and not to be divulged to anyone or sede public

in any way.

It was necessary to devise a plan whereby detailed indorsation con-

cerning the credit structure of the business could be obtained is usable

for*. Tvds information had to be of such nature thet it could be used

witii figures concerning total assets and far* incuse as *&s obtained

froe the records htpt over the period of years (see for* 2 in appendix).

A list *as nade of all senbers having kept r*caT<it five or sore ye<>

out of the seven. In so far as possible , a coaplete list by years, of

all debts by type and interest costs «ae node fro* the records turned in

for eussary and analysis. After listing this data, a survey eas «ade of

those aesbers* records of five or *ore years for toe additional indorsa-

tion necessary to sake the material for the study complete. This ad<U-

ti>nal information consisted of getting ths interest r*t* agreed upon

for each ites of debt, the particular type of debt owed, and a check to

rake aire th&t each it** of debt was listed by years. A letter of in-

quiry *as prepared and sent out to several of the eecbers. The failure

to return these letters of inquiry required the survey to be sede.

After an explanation of the purpose of securing the infonetioa sag the
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us© to shicb it was to be sat, together with *seur&&c« that the informa-

tion concerning tbe individual poked not be aede public, 109 per c*

cooperation wee secured. A total o* Ik records for "ire

years or aore was obtained for 1931; 43 for 1932| 51 *or IW| 52 for

eecB of I*?* and 1<?35} ^ for 1036; end 46 for 1*37.

Inforaation on each fara as of January i was used. The debts owed

&e of January 1 were tafc»a as tbe debts owed by that seeber. This did

not give a oicture of the average or iotul indebtedness for the year,

but it did show the deht structure in relation to the assets supporting

that debt which was also taken es of Hmmwjf 1. Total interact paid was

c-f«puted trM tfcl interest rates essigned to each ties of debt, rather

than the total exeunt of interest paid as shown la the expense section

of the records. This gave the total interest contracted on the basis of

each deht running the entire year whether the interest was paid that

particular year or not. Eech individual's debt was considered as a

separate iten. Ihsa debt was compared to assets and fera incose, the

individual's debt and hie equity in the fern business assets and share

af tbe total farm incase was considered on the basis of what he owed and

the aaount of assets and far* ineoae t» bad to earry that debt, ind neet

principal and interest seyaents. Interest caste figured vr the basin of

debts owed at the first of the year nuitiplied by the interest rate

showed little relationship to total interest ?aid as was shown in the

expense section of the records kept during the years. This condition

does not Indicate that inaccurate records sere kept or tbst interest



costs as were figured for tsts study war* cialeading. The length of

tics eush debt ran if less tftsn 12 smiths influenced interest casts.

The amount of dsbt contrectsd and paid during s record year, therefore

not appearijjg in the inventories influenced interest costs and par cent

interest paid when eoapared to debt owed et the beginning of the year.

From the results of this survey, It is evident fast the tot&l Interest

paid daring the year could not he cospared to d*bt* owed January 1 of

say given year in eoaputiag average per cant of interest paid.

Changes in to* kind of credit used, as well as changes in the cost

of thst credit, vera prepared shoving the tread over a period of years.

Debt end the cost of that debt sere eosjvared to total assets and fara in-

coae shoeing the changes as they occurred over the yaars. Zn all eases

weighted averages vara used la asking aaaparisons.

Description of the Parma

The farns included in this study sere general fame having, <*or the

»ost part, a wall-balanced livestock progrsa. The livestock program

varied naoug the faras both in type of livestock kept and the proportion

of the business represented by livestock. Since the soaple was saall,

no distinct! n was aade on the b&eis of type of agriculture followed oa

each ^ara. In studying these 'eras over a period of years, it was found

that aaay would shift froa one type of agriculture to another, **ue to

price relationshioe rather than any actual changes aade in the farm or-

ganisation. T^L* cooditioa incressad the , roblaa when an attempt was



I

aade to atudy the fws on a type-af~fara basis.

Th» fere* inaladed ia thl* study are for tha »ost ;,*ri good kwt«t

ferae. Only » few cokW be classed •• low %r$m fans*, aai aaay could be

classed a« the highest tyr* of far* fro* th» standpoint of the ability

MM operator and tos productivity of the lead. These fara* m above

average for tha territory oa oat fan income, dollars invested, end

standard of living for the faaiiy.

Sorw*lity >f Period Cowered

Th» period covered by tbi* study is eoaawhat ebnoraal alas* it la*

cludes the yaara, 1932 to r>37, Inclusive. ?ae year, efj% wee tha aost

favorable year froa the standpoint af fara income. A part of thie fara

income is reflected ia aa increase la inventory value af aalable fara

coaaoditlee. The poorest fiaaacial year wee efJ8 when the interest

coats required practically all net fara iacoaa, exclusive of interest

casta, leaving a aaail HNMrt sita which U purchase tha aeoascary itewe

far personal livinf and pay principal :«yic»nts due on the debts owed.

The accounting principles followed la keeping association fara records

keep ehaagas in inventory value to a ninlaua ia that productive working

capital which is roprescated by *ork stock, beef cow herds, or dairy

herds is inveatoried at e conservative price and is kept %itain a narrow

range of that rice as long as the average <iu*lity ia aaintaiaed over a

period of years. By following this policy, any aaterial change that

takes place in inventory value is baaed on a change ia the quantity or





value of market product rt+.her them any change in the value of produc-

tive working capital, ferket produce referred to her* includes fen

property such a* grain* feed, or market cUssea of liv*etock that *ill

bo earketed In one form or another bafora any eiM&h returns can be ob-

tained. By following thie policy In making an inventory of far* proper-

ty, It was deemed advisable to include inventory changes in the Income

studies. In this way, the faro was given credit for the market products

produced during the calendar year «bather eold thct year or sot.

Definition of Terns

Association refers to Fans ganage- <nt Association So. 1.

Member refers to a member of Fan Henagemeat Association So. 1.

Total at<eets is the total fen property owned by the member being

studied including lend, buildings, s*ohinery, grain, feeds, and supplies,

livestock, end accounts receivable.

let far*, income is the difference between total cash fan receipts

plue any increase In inventory value of livestock or crops and total

fan expenses pins any decrease in inventory value of livestock and

crops.

Orose fan income is the total cash income of the business includ-

ing any change in inventory of livestock and crops.

gmrtgmge debt is referred to as that portion nf the total debt se-

cured by real estate mortgage.

Commercial banks are referred to as state or national basks located
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In the town* ower the territory that furnish depositary ssrrice for the

MMMNBlty.

Insurance eonpaay is referred to an life insur&nce cosy-anise end

trust or Mortgage eoapeniee set up to handle loans and real estate for

life insurance companies.

m ODorr a«d khsb of credit hob

A detailed record of all credit by kind and astouat we* obtained oa

JU f*r«s for a flwe-year period, 1<??3 to 19?7, inclusive. These ferae

were located la the counties as follows! Riley fifteen, Cloud eevea,

tsshlagtoa fiwc, Clay five, Geary two, Ottawa three, Dickinson three,

aod Mara hall "our. These fame represent all tyea of tenure including

owner-opernor, part owner-operator, aod tenant. Since the type of fare

did not re&aln the sane oa a high per cent of the faro.* ever the fire-

year period, no atlexpt **e aade to sake studies based oa type of fare..

The debt structure was divided into the following classes* Debt secured

by real estate nortgage; short-Una conacre i&l bank, insurance company,

and building cad loea debts; and other Interest-bearing aad aoa inter-

set-bearing debt (Table 1).

Thare were froa 4.0 to 12 fame out of the U studied listing eote

kind of debt for each of the fire years leaving fron two to four feran

not owing any debt J&nuery 1. Oa this basis, 91 to 95 per cent of all

fame studied were carrying sons debt load.
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Mortgage Debt fecured by Real Estete

Of the 44 far**, there were newer lees than IS uor sore than 28 of

time* farss hawing ssortgage debt secured by raal aetata. R*el aatata

sortgege debt was diwided aaong three types of lending agencies (TabXa

2} . Tboaa agenda* were (1) federal land bank (2) private individuals

and (?) insurance companies. In on* ineiancc in V*33, there was a snail

aortgage on raal estate bald by a commercial bank which was included

*ith Insurance coBpanie*.

Tabl* 2. T?« asouot of aortgage d*bt secured by real ©state by najor

lending agencies, 1933 to 1937.

Type of Agency

• a • *

i r*33 t 193a i 1935 i 1936 t

s i t i

e *

1^37 iATerag*i

s Dollars iDollars tDollars s Dollars t Dollars i Dollars

»

federal Und Bank and

Land Bank CoM&ssiaaer

P t 1 •lift!
!il?,S22:l">6,256jlU,^6OiU0,Si3l

i t J : «

t t

i t

U2,?32:i^,637t
t j

Individual i 58,?'X>» 6a,0OO» U,300; 38,050?lilt! J :

?1,700» 4*, 753:
$ t

Insurance Coapany and
CoKStereial Bank

I t * » i

» 10,0O0t 9,5 >3» 9,5 V)i 9,530j

i :

^,530: %600i
i :

Total

t i *

llB2,52?iiT»,7Sf.!l!-J5,76atl8s,

: :

133, 532-t 135,987*

: t : t i J :

Tfcble 3 show* the shift in typ* of mortgage credit used b7 faraer*

whose records are included in this study. The nuaber and aswunt of real

estate aortgage loans bald by insurance co&panies were too eaall to be
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of isMorteaea (Table 2). The cejor change In the type of lending agency

balding the reel estate aortgage as security for loans occurred between

the federal land bank aad lead bank eoasigsijner and rivfcte individuals

(Table 3). Frost 193a to 1937, the nueber of loans held by the federal

land bank increased 38 per cant, voile the nuaber of loans held by pri-

vate individuals decreased XI per cent during the sex* tine.

Table 3. The per cent of tise cueber of ferae having different types of

loans secured by aortgage, 1933 to 1<>37.

Type of Loan i i
1^33 i 193* t 5 : 1036 i t 1937 i

i?cr cent t?er cent: Per eectt Per cent'iPer centi

Federal Lund Sank end

Land Bank Coaaieeloner I 50 ! 50 i 62 » 61 i i 69 t

Individual A2 i *6 i 3* i 35 i 27 *

Insurance Ceapeny and i

Coaaerelel Bank < a i t 4 1 U 1 a 1
4 t

Total i

i

:

t

) : 10 :

t

The per cent of the total aaouat loaned in dollars (Table a) by

different leading agencies shoes even a greater increasa over the five-

year period in federal land beak aad lead bank coaadasioner loess than

vhea the increase «ac based on tns auaber of individuals obtaining aort-

gage credit, *» is erwwn in T*ble 3. This indicates that the federal

lead beak end lead beak eoaalesioaer loans were large in proportion to
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other ty es of aortgagc loans. It also indicates that tlie aaount loaned

by tbs federal land baak and land bank fUMliislonor increased sore -or

fara over tba fire-year period ta&a did oth-r tyues of aortg«ge loans.

Tha change in the total mortgage dabt shone a substantial decrease

during 10"»6 and 1937, but la still abora the total of r>?3 a* la shown

In Table 1. Tba vr cant of change fro* January 1, to January 1,

i°37 (Ttble 5), la comparable to a &•&&*»* of 2.3 froa January 1, 2

to J&muiry 1, 1936, and 3.7 froa January 1, MM* to January 1, 1937, an

shown la agricultural finance Review (1) which totals tba ease for these

two years. 74s indicates that, froa tbs standpoint of pur cent change,

the relationship of tbs fame included in this study is eswpsrablo to

tba average faro having aortgege debt in Kansas.

Table a. Par cent of total real estate
aajor leading agencies, 1933 to WF,

in dollars held by

» t : ; ; : :

Typa of Agency i 1933 t i°7* t 1933 t 193* : 1937 tiveragai
*

„-,. .1 J : j t t

t Per i for : Ptr t ?er i Per : Pur t

cent t coat i cant i cent t cent t cent t

: i : : : s I

ederal Land Bank aad i t t t i t t

Land Baak Coaelesl nert 62 i 59 t % i 75 t 7* : ; i

l t t : t t :

t t t t » t t

Individual t 32 t 3* t 21 t « 17 i 25 ?

• f . * s 1 • 1
Insurance Company aad t t : t i i »

Coaaerclal Bank t 6 t 5 » 5i 5t 5 t 5t
» » J * ,.?.. :

1 1 i t t l

Total : IM i 100 t 100 t 100 t 100 t 100 t

i i t : : i t
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Short-tens Credit

Fares baring short-tic* loan* fro* coasercial, state, end national

banks doing business for the nect part is the co&sunity where the neaber

van op*rating, insurance coapaay policy loans, and building and loan

associations ranged fros 24 to 30 of the 44 Ttr&s during the five years,

193? to 19?7. This grouping eas and* in order to include all snort-tia*

loans that could be obtained by anyone having sufficient security. In

other eords this class of debt Includes all *****rclal short-tere credit

used by these .-articular sespl**.

T^ble 5. Change in toUl mortgage debt in par
cent froa January, lU9a to January, 19J7.

* I i

t Tear t Far cent Change i

1 t i

* t J

tJanuary 1, 1933, tot t

tJanuary 1, 1934 j -1.5 i

* : t

tJanuary I, 1334, tot t

tJanuary 1, 1935 t -j.9. 1 t

i t i

tJanuary X, W5, tot t

tJanuary 1, 1936 t -3.5 t

t t :

tJanuary 1, 1936, tot t

tJanuary 1, 19^7 t -2.5 t

|
s

The largest noount of this type of credit outstanding any one year

see 146,9*52 in 1^34. This figure ear followed by the saallest aaouat

outstanding la 1<*?5 of $2$,U6 and LOT of |28,958, a decrease of 3* ?er
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cent (Table 1). This type of credit fluctuated sore In total aaount

ties any other type used. This cms be accounted for in two says. In

the firet piece, tide type of credit is, for the aoet pert, written for

a short tern, that is fron three to nine sonthai and second, the cost

of this type of credit wae considerably higher than other general shart-

t»ra tyres used (Figure 3).

Farce ha-ring other short-teni intareet-hearing debt, including per-

sonal loane, store credit where interest rate* were charged, inetallaent

credit, taxes due and unpaid, and any other noncoaccrciel credit eere

included as one group. The use of this type of credit exceeded the uee

ef concercial abort-tine credit by an average total of #3,750. 1

particular fact leads one to believe that, frees the standpoint of short-

tine credit, the fares included in this study *t« on &n average nor*

neejco—erci&l credit available than »?st fares In Kane&e. This grouping

of short-tern credit ens aede to include all credit that sight be ob-

tained *ithout security or from a source that is not available to the

public. This type of eredit »as, for the noet ~«krt, aede up of private

individual loans node by either relative* or friende.

The five-year average shown that aortga^e credit secured by reel

eetate represents 73 per cent of ail credit used with a shift to long-

time credit as shown in TaMe (
.

Morton, Aekeraan, and f-ayre (?) round that 82.& xmr cent of the

credit in Illinois in 1^5 was represented by long-tern loane.

Bon-interegt bearing credit ueed, represented for the scoet part
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unpaid accounts at the cioae of tS» y«ar, reaelned fairly constant ovsr

the <*ire-yeer period and constituted froa t*o to four ?*r cant of credit

used. This type of credit ia high la per c«nt of toUl because teo of

the saaplea studied accounted for alnast 20 per cent of the total non

interest-bearing credit reported.

Table 6. Per cent of total debt represented by differ-

ent classes of credit used, 1933 to 1~?7.

i :

t t

: i

t t

t t

t I

s t

slear t(

: t

Mortgage
Debt

Per cent)i

i Coasierci&l

i Short-tlna i

i Bank and In-i

i surance Coe-
i -s*ny Policy !

Debt i

t f?er cent) !

i Other

I Interest
t Bearing i

Debt
r cent)"

•

1 m t

i Interest- t

I Bearing :

Debt :

i (Per cent)i

l :

|| ,
t 12 16 i 3 :

:193* t 62 : .7 ; 17 l E 4 1

ir>35 i 72 11 13 1 4 1

6 » 72 13 i 12 i 3 x

11951 :

e

73 it 11 U I
2 t

^-Ir.

: t

70 i 13 t u t 3 :

COSTS OF CREDIT USED

The seas* 44 fares included In study »g the asounta and kinds ot

credit used w«re considered in etadyiag the costs of credit used fTable

3).
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Cost of Long-tern Credit

Table 3 indicates a decided shift in the aunber of loans aade by

the federal lend beak end land beak coaalesionsr as e source >

p long-

tera cr^it fr« 193? to Mff, Table 7 end figure 2 indicata aoesihle

reasons for such a shift. The cost ef land bank and lead bank coa-

aisei )twr credit which was based on the saouat actually paid (and not

necessarily the neount called for in the notes, cue to e regulation

peeaed by receat Congresses reducing teaporarily the interest rata*

called for on cost federal land bank notes) stows a steady decrease froe

*iwe :*r cent in 1933 to 3.7 per cent in l°?f . The increase of one-

tenth of one per cent in 193? we* due chiefly to new loan* secured by

contract of urcheee calling for a specified rate of interest until the

contract *as complied with ,nd the land deeded to the purchaser. Thie

interest rate was faworeble to the borrower in KSff cosparad to the

fairly constant interest rates of 5.7 and 5.6 charged by other lon^-tera

leading agencies. The reduction in federui land bask and lead beak

coaaissioner interest rates (Tfcble 7) afforded the borrowers a sawing in

interest of $1,*38 in 1937 on lead beak and lead bank coaaissioner in-

debtedness coapared to the aaooat that would hawe b*«a paid bad the 1033

interest rate been charged. T is is a sawing of 2i> pur cent in total

interest costs of federal lead bank and land bank coaaissioner credit.

Interest rates charged by lending agencies other than federal lead

bank bss aeee reduced aaterially since January 1, 1937, on sound reel
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estate aortgage loaa* according to inforsction obtained fros knowledge

f a few such loans. Tais reduction brings all I -ng-tise isortg&ge in-

teract rates aere nearly in line with each other than Table 7 right in-

dicate. This brings the lowest interest rcte ewer known in history to

farsaers for loag-tera real estate aortgage credit. Federel land bank

loans are being written today for f ur aaf cent per annua. This will be

the rate at ehieh present day borrowers will pay if and when Congress

ceases to grant additional r*duetioa or extension of present interest

reductions.

Table 7. Bates of interest paid on long-tern sortgage loans by type

of lending agency for 1933 to 1937.

t : : s » t J

Type of Loan i 1933 i 1934 i 1935 t 1936 : 1937 t Averages

» ; : J t Jj .„
_s

x Per i rVr : Per : Fat t ?&r i ?*r i

j cent j cent : cent s cent : cent t cent :

t In- : In- s In- t In- j In- t In- t

: terestt terest* terest: terest: terestt terestt

i j t » s : t

Federal L*ad Bank and 1 ft ft ft t ft •

Land Beak Coaaissi aeri 5.9 s *.* « 3.7 : 3.7 t ^.8 s 1.0 i

t i t : : »

Individual t 5.7 s 5.7 j 5.5 » 5.5 i e.0 : 5.7 t

Insurance Company and 1 ft ft ft I ft 1

Coacercial B&nk 1 5.6 : 5.6 t 5.6 i 5.6 » 5.6 s 5.6 s

: j s s s —! -.*

Cost of Short-teres Credit

Interest costs oa short-tern loans varied little during the five
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years studied. Back loan* averaged 7.42 par cent '?r the five years

while insurance coapany policy, *nd build log and loan loans averaged

6.3 per cent. Individual loans averaged 5«7 . tr cent and the average

interest rate charged on store credit and iustalieent debt »as 7.6 per

cent. This cost of store and installment credit does not represent a

true cost in cany instances because no information eae obtained as to

the cash savag one sight have sade in the font of a carh discount

ehloh «h> Id be added to interest costs whea the installment plan of

buying is used. This is particularly true since cash payment usually is

accompanied by a discount. In few cases where the actual cost of this

type of credit van obtained, the rates ran ouch higher. In 'inuring the

average Interest rates, the actual rates contracted were totaled and di-

vided by the number of setsplee for the period. This type of credit coss-

paree «ith the type of credit used in a study eede by A. B. Moore and

J. T. Sanders (2) where it wee found taut store credit cost fare o»»ere

18.4 per cent and fare tenants 38.5 ptr c<.ut in 1*25 and r>26. Inutell-

£»J credit cost a great d*el swre in iWJ and 1026 than it does today

according to the results of these etudiee.

Sitb coBtercial beak and insurance conpany policy loans costing an

average of 7.? per c«nt, the decline of six :*r cent in tot*l lo&ns frcei

that source of credit fro* l^H to 1<>?7 can be eeeounted "or. Toi»

represents a decline froe U*, r *>2 i:: »34 to |iM9vM U .a reduc-

tloa of $1B,0?4. Tnis reductl a in coss**rcial credit represents J$ p9T

cent of that source of credit from the high in 1^34 to 1*\?7. The



22

3
-*

v.
o

I

s

C
s

a

t*

5
^

1 p <•»

• c
2SS -* *f\ •4> O to r- C-

|l ft

•

ft
• * • •

>4
• *

c • MM
^*

• • "-*» » *
• M *) 4

NT E •r.

1
vr.

r-! <-4 «h m « « k » *

It'1'* i £ —1 ~4

*» *
« c
• « •
u > o >D -a « l»% r- <m

» £ **

• * • • • •

«o IT* ir IT ir> •r
n • ^1
M

**

-<
«» .-3 TJ *-*.

U <d c n 3 U
M U •H4 ltd -H

c*

;* P F ti P
n * «k « « * m

SN -A M p4 o «
SI

<S~~
^^

*• !

Ha! O •* i«> «> i t\ fvt

3*£
• • • • • • •

M £ •^

V
«-«

* « *a • > "O «—*

• «H g O O «H *»> e> 3 n frv s »4
r4 <*\ ^ <x « ^C ee M <v ^

IV, 4 & ii a H "«* ri «* •^
tf m * m m. « «>

(t | fl 34> • »-> C« f\ m C* « Oi

O (8 O • CO
es u n (."» >-«w

.-4

.

» a
i • I
t, *> a o* « cs >c

f*fc
• • • « •

~4
• •

c e IIM <v
^^*

• r-t

tr» g >» « m «r> »r

I O*
r-t

1 r«
SI

<-* +» » • -1
« « • * * •t

r M) t- r- r< ftv

• O « C C-i

pi M m «-t *—
>*

• r-» •

Ii r "« M >c t» u m > *
1 r\ C* Pi c^» «^ M *3 >-i |
• c c c r 1 O 1 >M r-l r* H -H r4 «r t- IT «^



23

reduction in other aooooaanrclel short-tera inters t-b«e ..ring debt wes

not as great being fro* i*7,233 in l^?A to 834,593 in 19?7, induction

of fl2,£3S. Tfe&s represents & reduction of 26 per cent of that type of

credit. The ewerage coet of this type of credit was 5.6 per cent.

With the reduction in long-tern aortgage credit interest rates end

particularly feder.nl lead beak end lend beak coned*sioner interest rates

eoaparec to ahort-tera interest retee, e substantial saving eas aede in

interest costs alone. With the possibilities of substantial savings in

interest costs, it ie well to consider carefully the coete of credit

ueed before borrowing •flUttaaal —pite| . unless additional catital la

needed for e s aviai &nd is to be paid on the due date uithout re-

newals, serious consideration sh uld be given to possible long-tera aoart-

gage loan* if loans of this type e&n be secured. On the basic of Cats

study , long-tore federal lend bank end lead beak coaaissioner loeae are

costing "'.J r>er cent interest *ith lend beak loan contracts celling

four per cent *hica «ili be paid if end shen the United Stater govem-

aeat discontinues tea practice of absorbing pert of the present iaterest

rates. Assuming the full interes t rate e&s peid according to resent

contract agreesects, the cost of long-ten: credit at four x»r cent *ouid

be little ov*r one-half the present cost of eoaaereial beak credit which

cost 7.1 per cent (Table S) . This aeeas that alaost twice the asount of

aortgege credit could be secured *t tie s&ks interest cost when co*p*r*&

to sbort-ter* eosawrci&l credit.

Possibly the high interest charge for co&aerclsil bani credit
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account* for the *ide fluctufctUce in aaount* borrowed orar the rive-

yesr period. INt* charge exceeded all other interest charge* **ee?t in-

•tellaent credit *hich vac used **ry Utile by UlM B«»%l*l ineiuded ia

this ftudy as has been previously centi.ned (Table 5). The variation of

interest caete 'or Uttuml types of credit based oa this •^tudy indi-

cates thut in aany instances overhead expenses can be »*t*rislly reduced

by using the pN type of credit b**t culted to the business oeede.

flWilli MN4NP to • eosr'.s tWli •* be ;ted in increa***

rices for those iteas purchased by the use of credit. If Dtp saviag

i» reflected in increased prices, there eill be no particular advantage

\n aeTing reduced int«re?t rates.

TOTAL CREDIT A8D COSTf 0? CMSIT
asd iscoa

Studies showing the relatione hip of credit er;d coats of credit to

fare business assets and incomes are b»eed on 21 far** for e five-year

period, 1^32 to rv*f, ineiutivs. The sample ess reduced to this else

because it e&s felt that a study covering a period of f**n should ia-

_de the sea* ferae if the study from year to year was to be compar-

able. The five years, 1*»32 to 1936, were used because by selecting that

particular period, aore f*r*s having fi*e-y*ar records could be obtatuat

than *or soy other fiTe-year period. Thie five-year period provides 135

fars years* records vhiia bed aay other combination been used, the total

years' records eould hare been reduced. This saspl* If eaaller than the

used 1» debt studies elone because, in several inst&oees, a coapiete
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dsbt record u; obtained *hen the survey mm «*de. It we* not possible

to get an accurate r^ort of the fw» assets and incase figure* on sll

these farca since the figure* regarding far* asset*, Mrf iiucos* »<»re

t*fc«n from record* kept currently «tcu your. Unie** the record* bad

been kept currently during the years, no effort *ae tad* to get that io-

fcreation since it would be a gue*a on tbe part of aost nesber*.

These ferste »*r« located in t fee following oountieei Riley *ith tea

ferw* included | Cloud, fire; tsehiat *rj Clay, tfcr*e» Geary, teoj

Dickinson, twoj and Ottawa, oue. *imem farms represented all types of

tenure i
o»t;or-oper«tor, .-art owner-oner* tor, and tenant operated. Bo

attenpt we* cade to study the seaple* on a type-of-fara basi* due to the

••ell auftber of eaeplee. all atudiee based em average* ere shown ae

weighted average*.

Debt and Interest Coat* to Total Pars Business assets

Table 9 allows that ta» weighted yearly average dollar o* asset*

per dollar o* debt rang** free f?.52 in IV? to T. *7 in M9l or a

difference of JJ cents fr:?» the two exirene*. Whso compared to toe

average, l*JJ is 15 cents below &nd 19?6 i* 23 cent* above the average.

The total debt ranged fro* M «r cent in IWS find 19H to M per cent

ir. f the totel assets which is e spread of 3 per cent trim the

high to the low.

Tbe tendency during the five-yeer period was to increase the

dollars of asset* pmr dollar of debt, fit* the exception of 19*2, there
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»*• * gradual increase in dollars of Mstt* par dollar of debt. TJais

ms br night about by en incre&a* In total aaoets Tram t5*S,9g9 in 1933

to 1593,498 In n?6 or a f*i,*39 increase, at the mm Um there hi a

reduction of total indsbtedMes froa 1155,^57 in 1933 to U5?,172 in

5 4 or a reduction of 13,765.

Wita tha axeaptiott of 19?2, t;*r« mm & constant decrease in tba

asouat of Intares t paid fmr #100 of assets. This decrease ranfad froa

fl.54 in 19JJ to 11.13 in 1936. Tbara ware three factor* effecting tba

trend froa 1732 to 1936 &c follows* -fen Increase la total assets, a de-

crease in total debt, and a reduction of interest rates froa 1932 to

. The Interest rate charged is iaportant froa tba standpoint of

interact costs to dollars of asset©. Had Interest rates reseined con-

stant over tin five-year period, the spread froa 1933 to 1 inter-

est paid per $100 of assets would bare been 13 cents instead of 41 cents

which m* actually the ease.

The relatione hip of debt and interest coats to tot&l acMta indi-

cates that the faraa included in this study Increased the soundnece of

their financial poaitloM froa the sta I of hawing nore property as

security for their debt* sad also having aore property for the produc-

tion of increased incoae.

Debt and Internet Paid Compered to Gross Iccoa*

The gross lacoae represented by all cash fara incoae plus or ainue

any change in ths inventory value of crops and livestock r. bowed aa
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increase frow, $f.7f3?0 in 1932 to *U2,272 in W55 and * drop to *1?2,2*2

in 1*>36 f?Abio 10). Froja this incose, all ftyrn operating expense, in-

cluding iRt*r«sl on indebtedness end personal living expense , and pay-

ssent of principal oa outstanding debts bad to bo paid.

Table 10 shows that the relationship bet*«on total :ebt and gross

far* iaeoam ic not constant MMT a period of years la that tb» change

fren 1935 of $2.33 debt for each dollar of incose to fl.05 debt for each

dollar of incase iv I~">5 represent? a dcereeee of $1.28 fron 1932 to

1939. The fewer tba dollars of debt per dollar of groat ineone, the

better is the financial position ©f the business. Wro« the figures ob-

tained in this study, it would seem thst the dollars of groee income any

one year would not be an indication of ho* such debt the far*, could

carry over a period of yeare. The change in relationehip of debt to

gross incose ortr the yeare ea« acre than 1» p«r cent it ail* the change

in the reiati>n»-alp of debt to total a«&ett varied but three p9T cent.

The dollars of groea iacone increased fro* |7.76 in fetja to f21.ll

in 1935 *br each dollar of lnt*r*st paid. Although the gross incose per

dollar of interest paid in 1936 showed a decline fro© 1935, the amount

was snail compared to changes •nourring; In previous yeare. Again the

fteMMtol position of the f*ms showed i»prowee«nt fro» 1932 to 19.?f.

Sere again a decided change had taken place in the relatione hip of grots

incone to Interest paid. ?srt if tale ehaoge wa» due to a change is in-

terest rate; but for the nost part, the cfisngs **s caused by an increase

in gross fare locos* froa the extreme lows of the low price period of
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1^32 to tftta* It is desirable to hsaa * high gross ineoaa pMT dollar of

interest oald. As desirable m t&L m is, It le difficult to

«afce reeoaa«ndatli>isa a« to tbe year to year .>lley of a given

fare on Ml beei* of tale rel&tl<*aeai- it— It d?«» cat r*eain suffi-

ciently mrtirt * r trial of ye*.rs, toe; to tbi* study, for

to bo «blo to dr*» definite conclusion*.

£*bt and Interest Paid Compared to Sot ?ara laeoae

tinea talo km study aas applied to net fart ineoaa, an even rider

rs«g* occurred during tba fire-year period. Table 11 chows tb» .not fans

laeoae exclusive of any irtt«r*-et ayeents sad ta* aaouat af interest

contracted on the basis of tba eaount of debt o«ed J&;iuiiry i of »aca

year and tba rata if i.,tarsal ebarged for each it** of dobt. Ic other

words;, tba not far* iocoae as indicate** bere is tfc&t part of tba gross

r,* laft after all ittw f&ra expense* except Interest —Hi aev*

boon deducted. This *»ou ,t was lift to taka c«r« of interest afesrgee

and personal living expenses. I interest cost* r«isulred 8? par

cast of tba net f cow* exclusive of (Star*** cost* *ideb indicates

tbat oaly 13 par cent of tals tataaa ouid ba used for personal living

axaaaaa* and payaeot on prlej . Tbe rmng* MM froa K sat c«nt to

U pat ct during tbe ott> r years best year occurring la

v was also the bast year " laaoaae in that UbJ

eoa* this year as* $if,390 greater tbaa any of tno other y**.ro studied.

Hera a§*i- - ie no h Lataaay one year with *< " in tbe
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relationship of debt and interest costs to net far* incoae. A study of

any one year*s resultf or * series of years* results without re&&rd to

changes frc« yeer to your would not sbow this w&rietljn. The i»?ortant

reason for tbsse wide nuctaktlfMB* In <1abt to net turn incon* exclusive

of interest paynente is duo to tft* relatively «t*olo debt structure end

the unstable oot fans 1bco*c fro* year to year. A study based on * nun-

b&r of years' result* with no regard to &uy particular year Eight give a

Mare of ib» eebt carrying capacity of e fere b*»*d on the net fere

incase one Kigat erpect o<rer e long .
eriod of years. I", howewtr, the

price cycle vet* on e lon^-tla* down trend, one */ be forced to liqui-

date in order to neat obligeti -ne before conditi-m* would bacons fewor-

able for ->ey*«nt of debt contracted on tbe bed* of higher /.-rices and

larger income. In other word*, the debt carrying oapecity baaed on net

fare income ciueiee, will 'luctuet* fros the average a *re».t de*l fro*

wear to f«9tt according to results based on this study.
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Txie atudr indieetee tbet a tfecldad *4LTt to long-tens credit had

taken vUct daris« the fire year*, Ml) 7. There was * redaction

in tot,-.I iftftt fros IT"? 1 ^«g-Ure ssortgage debt eboving but

s enali ?art of that deereaee. Lo:; -* debt *«* Mte u;> of federal

land bank and land bank eoselseloaer, iadi- , and inaurtr.ce coc-pAny

and ftWMwreial baak loan*. Land Unk and land bank cowRisaloaer loaoc

*»d* u; froB 62 to 73 per cent, fron W33 to 1W, of the total long-

tans iatlebtedness.

The *er cent of lnt»rort paid on total debt <i*c;*a*ed fron |«4 pto

cost la 1999 to 4.8 par eeot in WJT. fMU decree** in interest rata

reprewntad a earing of t*»f9Q eanu&iiy fro* what the total intereat

costs v.mld bare b*«n had there bs*ea no reduction in int«-re*t rfcte.

Host of ihle caring eaa nade by the reduced interest rates on federal

land batik aad land bank eoKtieeioner loaaa. Since the per eeai o" the

total l&ng-tera mortgage debt repnsjseuted by federal land beak and laod

bank co*wi«»iea«r loase increased during tfea ftre-y«*r >«riod, the re-

duction in total totoMVt eoetc was greater than it wmM bare been

otb&r»iss. Since there eere ner*r lee* tban 40 of the 44 ferae studied

carrying 6>>«e d«bt load, credit institution* are in a position to aid

aetariaUy In working *ith ferwera in regard to their credit and finan-

cial Froblaaa. If low internet r&U» ere to be hel?*ul to ugricultcre

in general, thia reducUs* in interact rates auat not be refleeted la as
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increase ia prices paid for property paroaaeod with credit secured. If

prices ere increased, the total interest load will reaaia the **s» while

the debt load will kw increased. This would prowe to be an added burden

rather then * tea* "it to wjyone securing credit.

The relationship of debt to total Mwti weried less over the years

than any other coap&riaoa «*de. Total debt represented s spread of froa

2h to 29 per cent of the total ascats during the fire years, wbloh ie a

aexiauss spread of three per cent. Bed tenant* and part owner-operator*

been eacluded froa the etudy, the relationship aight bare beea eaaaehet

different with even lese fluctuation in o-r c«nt of e«»et« represented

by debt. ftm tb* atandpoiat of determining roper relationship

between debts to a known figure such as assets or income, tbe coaperis on

to eaaeta was the aoat consistent r the five-year period.

Yearly studies, of the aaae ferae baaed aa grots aad net fara ia-

eeae, oaer the fiwe-ye&r ;:*riod indicated a wide warl&tioa in relation-

ship o r debt to jrose aad aat fara laooa* froa one year to another.

This aattetiaa w->uld aot hawe been apparent bad all years beea coeblned

ibto one etudy with ao att«c Lwan to each individual ye*;?. Cos-

perleoae of tfegvi Kind can best be u«ed la aaitlag reaonaendatioas for

loag-tlaa goals. Tear to ye^r -er^oraeana cannot be forecast oa tat

beat* of single year eoaparisaas due to the relatively »t**ble nature of

the debt structure end th* unstable nature of gross an! aat fara iaeoaa.

Tftis reia 4
. Lp fluctuated ov*r 130 p**r ceat aoapared to a 'luctuatioa

of three ?*r c«nt when debt was coapared to total asaats. although the
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•saparlaos to groat and act fans incou* In daairabla, It 1r nueatioaabia

1* a orpariftoe varying as Mich ae 100 per csat caa be ueed In dstarain-

ing yaer to year opsrativna or for -.arioda of cbnrt-duration, d«bt

carrying capacity of a group of faraa.



Proa the standpoint of cost* of credit, leng~tcr* financing proved

to be the nost economical during th<- . two years (l°35 &nd y??6) in-

cluded la thl» i-tudy. lortgage debt intere* t rt>tes dropped naterially

during the *ive years inc luded in thin study to & rate far belov the

cost of *acrt»tera coanereinl credit.

Total fsra business assets gi»e the best Indication of the enouat

of debt one can carry and mania on a eonad financial basis, although

tat ferns included in tbis study ware, for toe nest port* naosnj average

and is swnd financial rositions, an average of 2f per cent of their

total assets wars represented by debt. One should not exceed tbis per

cent wore than 7*> to r cent, t bat is a total of froa 49 to 5» per

cent of total assets, if a sound financial position is to be ueint&lned.

fane fnraere can Justify over 33 per cent of their assets to be annua

bored vith debt while otbers »b» ere operating oa n snail aergin of pro-

fit should not acre as such as 30 per cent of their assets represented

by debt. Economic conditions will influence the finane ion of

eaeb fars.

Ctuilee based on the yearly relationship of into and interest costs

to gross and net fars incoae shoved aide variation* froa one year to ths

next with a nasiaua variation in relationship of over 190 jmr cent "ron

i to mi,

A neteri*! inproveaeat nan nade froa 1939 to ¥>?7 in the financial



poeitioa of the fame studied on tfce beaia of tbe relations Jai ...» of debt.

It* cost, and relationship to unto esd far« lnco:e.

The result* of thle st«dr ere effected a*t*ri&lly by the else of

the ff*K?l«, tyr*a of ferae baring the necessary riete end the period of

y«are included j aowe .* WlneAsM in cost of different kinds ef

eredit available end th* total asset debt relationship should eld In es-

tablishing e sound financial nlea at the lowest cost to the
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The writer I* iotfobtod to Br. Harold 8o«r«, faU «*Jor Inetructor,

for Me *»«i.-tejicu, &lu*bl« suggectlaiu;, «nd criticise of th* hm-ljciu

•ad presentation of the d*ta. Credit i* due to Br« J. A. Bodges of the

rtsent of geo&oftle* utdi Sociology "*or hie neeict&ac* i» treating tbe

date ftttiftt.ice.liy tnd interpreting the results.
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