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SUMMARY AND CONCLUSIONS

SUMMARY

Historically, merchant-dealers have played an important part in
financing agriculture. Colonial farmers depended upon English merchants
to provide supplies until crops were harvested and delivered to England.
Rapid technological changes have caused farmers to depend upon merchant-
dealers for increasing amounts of short- and intermediate-term credit.

A study published in 1964 estimated that merchant-dealers supplied 40
percent of the nonreal estate debt owed by farmers.

Merchant-dealers provided credit in three forms: open account,
extended open account, and formal contract credit. Open account credit
was defined as credit sales carried less than 30 days. Extended open
account credit was credit extended longer than 30 days. Formal credit
was secured by a formal credit instrument. This study was undertaken
to determine the cost and volume of various types of merchant-dealer
credit.

Volume of Merchant-Dealer Credit

Total sales of $74 million in 1967 were reported: by 333
responding firms. Of that amount, 77 percent was carried as some form
of credit. The merchant-dealers reported 14 percent of sales was carried
as open account credit for less than 30 days; 40.2 percent was carried
longer than 30 days; and 22.8 percent was carried as formal contract
credit.

Cost of Merchant-Dealer Credit

The cost of merchant~dealer credit varied with the established
credit policy of the merchant. Four types of open account credit policies
were reported, These were: (1) service charge, (2) due date - no
interest, (3) spring to fall credit, and (4) cash discount and related
policies. The most common service charge credit policy was a charge of
12 percent per annum employed at the end of 30 days. The farmers received
charge~free credit from 58 percent of the firms, but the remaining firms
(which had 60 percent of the total sales) charged interest on overdue
accounts.

Factors Affecting Credit

Firms selling petroleum products carried a significantly greater
percentage of sales as open account credit than firms selling farm
machinery or crop production inputs. Firms selling crop production
inputs carried a significantly greater percentage of sales as open account
credit than firms selling farm machinery. The type of credit policy used
by the firms did not affect the amount of open account credit carried by
the merchant-dealer.



5

Merchant-Dealer Formal Contract Credit

Firms selling farm machinery used conditional sales contracts to
secure formal credit sales. Firms selling products other than farm
machinery used check-notes or unsecured notes. Banks purchased over
50 percent of the volume of formal credit written by the merchant-dealers.
Suppliers purchased 26 percent and Production Credit Associations pur-
chased 12 percent.

Machinery suppliers made somewhat higher finance charges, but
required a smaller down payment and were willing to write the contract
for longer periods of time than other lenders. The financial charges
made by commercial banks varied greatly, but many banks charged 7 percent
simple interest. The down payment required by banks was usually higher
than required by suppliers and the repayment period was usually shorter.
The finance charges by Production Credit Associations varied, but were
generally less than that made by suppliers and commercial banks. The

down payment requirements and repayment periods were comparable to
commercial banks.

Commercial banks, suppliers, and Production Credit Associations
accepted a majority of contracts and notes with full recourse to the
dealer in case of default. Suppliers used a limited recourse agreement
which was more lenient than other lenders. All machinery suppliers and
a majority of banks required a financial reserve and shared the interest
income with the dealer. Production Credit Associations did not require
a financial reserve and a majority did not share the interest income
with the dealer.

Future Expectations

Most merchant-dealers anticipated a significant effort to reduce
accounts receivable. A service charge credit policy was anticipated
by a majority of the firms. A majority of the merchants anticipated
increased use of formal contract credit.

CONCLUSIONS

1. Merchant-dealers provided a substantial amount of open account
credit to farmers. Most merchant-dealers were willing to carry extended
open account credit for several months until crops or livestock were
sold. A service charge was made on a substantial amount of this extended
open account credit.

2. A service charge did not reduce the percentage of sales carried
as extended open account credit. This indicated farmers either were
not concerned about the service charge or were not aware that a service
charge was being imposed.
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3. Merchant~dealers anticipated a substantial increase in the
efforts made to decrease accounts receivable. This indicated farmers
can expect decreasing amounts of interest-free merchant-dealer credit
in the future.

4. Commercial lenders anticipated a substantial increase in the
competition for agricultural loans. This indicated that more merchant-
dealer formal credit will be financed by lenders with no recourse to the
merchant-dealer. A majority of the lenders anticipated increased
interest participation with the dealer and decreased dealer financial
reserves.

5. The financial charges reported by lenders and merchant-
dealers indicated that direct short- and intermediate-term loans from
commercial lenders to purchase production inputs were often less
expensive than merchant-dealer formal credit. This is especially true
for purchases of farm machinery and equipment.
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MERCHANT-DEALER CREDIT IN NORTH DAKOTA

PART II - MERCHANT-DEALER PROBLEMS AND PRACTICES
Fred R. Taylor and Maury E. Bredahll

INTRODUCTION

Credit has become an indispensable tool in farm ownership and
operation. The trend toward larger farms, increased use of equipment
and other purchased inputs, rising land prices, and other factors

have forced farmers to use larger amounts of credit, both individually
and in the aggregate.

Since 1940, product prices have declined and production costs
have increased. Consequently, farmers have increased the size of
their farm enterprises to capture available economies of scale. Since
1940, the average size of farms in North Dakota increased from 513
acres to 875 acres in 1965.2 The increase in land values has made this
expansion especially costly.

Farmers have acquired much of the capital required in their
business by increased borrowing. To finance land purchases, farmers
have increased their real estate debt. National farm real estate
debt (any debt which is secured by mortgages, deeds of trust, or land
purchase contracts) increased from $6.6 billion in 1940 to $23.5
billion estimated for Jamuary 1, 1967. The increase in production
costs has been paralleled by an increase in nonreal estate agricultural
debt. Since 1940, national farm nonreal estate debt has 1ncreased
from $3.0 billion to $21.4 billion estimated for January 1, 1967.3
In North Dakota real estate debt has increased from $153 mllllon in
1940 to $249 million in 1965. North Dakota nonreal estate debt has
grown from $80.6 million in 1959 to $208.7 million in 1965.%4

Most nonreal estate debt is used to finance production inputs.
The Agricultural Finance Outlook states: "Many things have tended to

lprofessor of Agricultural Economics and former Graduate Research
Assistant, respectively.

ZNorth Dakota Crop and Livestock Reporting Service, Agricultural
Census Data for North Dakota 1964, Fargo, North Dakota, 1966, p. 4.

3United States Department of Agriculture, Agricultural Research
Service, Agricultural Finance Outlook, Washington, D. C.,, November, 1966,
p. l4.

4United States Department of Agriculture, Agricultural Statistics,

Washington, D. C., 1967.
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expand nonreal estate debt of farmers. These include rising costs,
the cost-price squeeze, the increasing use of fertilizers and insecti-
cides, increases in farm size and continuing mechanization of farm
operations."?

The capital needs of agricultural production have been obtained
through borrowing. Prior to a national survey conducted in 1960,
estimates of the unsecured (nonreal estate) debt held by various lenders
were based on limited data. The 1960 survey revealed that merchants and
dealers ranked first in the total number of farmers financed and second
only to banks in the total amount of credit extended.

OBJECTIVES

This study was undertaken to determine the credit practices of
North Dakota merchants and the volume of credit extended to farmers.
Specifically, the objectives were:

l. To determine the volume of credit extended to farmers by
merchants and dealers in the form of open account credit, extended
open account credit, and formal credit sales.

2. To determine the cost of open account and formal credit as
indicated by merchant and dealer credit practices.

3. To analyze and compare sources of merchant-dealer loan funds.

4. To determine the effect of credit policies and business type
on the amount of credit extended to farmers.

5. To determine future expectations and planned credit changes
of North Dakota merchants and dealers.

METHOD OF STUDY

The entire population of the agribusinesses serving North Dakota
was sampled. A list was compiled from the trading area reference book
of a firm which rated the financial strength of all North Dakota agri-
business firms. The list of 1,534 firms contained a majority of the
firms serving North Dakota agriculture. A questionnaire was initially
sent requesting a limited amount of information which was relatively
easy to supply. The results of the first questionnaire were used to
stratify the population according to sales volume, business type, and
type of credit policy.

5United States Department of Agriculture, op. cit., p. 16.

6Morelle, ., Hasser, L., and Melichar, E., Merchant and Dealexr
Credit in Agriculture, Board of Governors of the Federal Reserve System,
Washington, D. C., 1966, Forward written by Charles N. Shepardson.
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A second mail questionnaire was sent to obtain information of
greater detail from the 663 firms which responded to the first question-
naire. The purpose of the second questionnaire was to gather detailed
information about the volume of credit extended to farmers. The results

of the second questionnaire were coordinated with the data of the first
questionnaire.

A third mail questionnaire was sent to the 264 firms which
indicated use of some type of formal credit. This questionnaire was
designed to gather data about cost to the farmer, maximum repayment
period, and other information necessary to evaluate farmer use of
formal merchant-dealer credit.

Many merchant-dealers were unable to provide a complete and
accurate picture of their formal credit practices and policies. For
that reason, sources of merchant-dealer loan funds were contacted to
supplement the data provided by merchant-dealers. A mail questionnaire
was sent to 1l commercial banks located in various areas of the state
and nine banks were personally interviewed. In addition, three machinery
suppliers, three Production Credit Associations, and one supplier of
seed, fertilizer, and agricultural chemicals were personally interviewed.

OPEN ACCOUNT CREDIT POLICIES

The open account and formal credit policies of agribusiness firms
incluence the cost and volume of a great deal of short- and intermediate-
term credit to farmers. The goal of this section was to obtain an
understanding of each type of credit policy and the use of each type.

The firms reported four types of established open account credit
policies. These were: (1) service charge, (2) due date - no interest,
(3) spring to fall credit, and (4) cash discount and related types of
policies. A substantial number of merchants reported that their firm
lacked an established credit policy. Each type of credit policy,

including cost to the farmer and extent of use by the responding firms,
was analyzed in this section.

SERVICE CHARGE

Farmers have become large users of credit as farms have become
larger and more specialized. This trend has caused business firms to
adopt policies making use of a service charge after an established due
date. This has been necessary to pay the cost of the merchant's financial
resources tied up in accounts receivable. The service charge credit
policy was defined as any credit policy assessing a penalty on accounts
unpaid after an established period of time has elapsed.

The due dates and service charges varied considerably among
agribusiness firms. Due dates ranging from 30 days to 3 months and
service charges varying from 6 percent to over 18 percent simple annual
interest were reported by the 255 firms (39 percent of all firms)



-7 -

indicating a service charge credit policy (Table 1). The most common
type of service charge credit policy was an interest charge of 12
percent simple interest employed on accounts over 30 days of age. This
type of credit policy was used by 35 percent of the firms reporting a
service charge. An additional 30 percent assessed an interest charge

of 6 to 7 percent simple interest on accounts over 30 days old and 5
percent charged 18 percent simple interest on accounts over 30 days old.
Thus, 71 percent of the firms which reported a service charge made that
charge when the accounts were unpaid at the end of 30 days from the date
of purchase. An additional 19 percent employed a service charge on
accounts over 60 days old and only 1l percent of the firms waited three
months before initiating an interest charge. Over 50 percent of the
firms reporting a service charge used an interest charge of one percent
per month (12 percent per year). An additional 42 percent made an inte-
rest charge of 6 to 7 percent on accounts past due. Only 8 percent of
the firms made an interest charge of 18 percent per year.

TABLE 1. DUE DATES AND FINANCE CHARGES OF FIRMS REPORTING A SERVICE
CHARGE OPEN ACCOUNT CREDIT POLICY, 255 FIRMS, NORTH DAKOTA, 1967

Finance :
Due Charge Number of Percent of Firms
Date (Percent) Firms Reporting a Service Charge
30 days 6~-7 76 30
12 91 35
18 12 5
60 days 6-7 19 7
12 25 10
18 4 2
90 days 6-7 12 5
12 12 5
18 _2 _1
Total 255 100

DUE DATE - NO INTEREST

Seven percent of the firms reported an established due date but
no charge was imposed on accounts unpaid by the due date. In many cases
customers were refused further credit until accounts were paid up to
date. The established past due deadline ranged from 30 days to four
months from the date of purchase. Most of the firms considered accounts
past due after 30 or 60 days from time of sale had elapsed. Some firms
indicated two yearly due dates (April 1 and November 1).
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SPRING TO FALL CREDIT POLICY

Approximately 3 percent of the firms indicated a credit policy
of carrying customers from planting to harvest. The firms considered
a normal account would make no payment until after harvest. These
firms expected no compensation for financial resources used to finance
accounts receivable. These firms indicated they would not carry accounts
more than one year.

CASH DISCOUNT AND RELATED CREDIT POLICIES

Three percent of the firms indicated a type of credit policy
which rewarded customers making advance payment or payment within an
established period of time. This type of policy may have been used
by additional firms, but it was not their major credit policy. The
discount was given on accounts paid in advance, paid at time of sale
or delivery, paid by the first of the following month, or in 30 days.
The discount ranged from a percentage of the account to an established
discount per gallon of fuel or per ton of fertilizer.

USE OF CREDIT POLICIES

In addition to an understanding of each type of credit policy,
the number of firms using each type of credit policy and their yearly
agricultural sales was essential in understanding the importance of
each credit policy. The firms which reported no established credit
policy made up 45 percent of the responding firms (Table 2). The
firms with a service charge credit policy made up 39 percent of the
firms and 13 percent of the firms reported other types of credit
policies. Three percent did not respond to the question.

TABLE 2. DISTRIBUTION OF FIRMS ACCORDING TO OPEN ACCOUNT CREDIT
POLICIES, 663 FIRMS, NORTH DAKOTA, 1967

Type of Number Percent of
Credit Policy of Firms All Firms

Service Charge 255 39
Other Types

Due Date - No Interest 49 7

Spring to Fall 21 3

Cash Discount and

Related Types 23 3

Total - Other Types 93 13
No Established Credit

Policy 295 45
No Response 20 3

Totals 663 100
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To determine the importance of each of the different credit
policies, the sales of the merchant-dealers using each type were
considered. The 225 firms (39 percent of the firms reporting a sales
volume) using a service charge credit policy reported sales of 87.6
million dollars which was 60 percent of the total sales reported by
all firms (Table 3). (Thirty firms reporting a service charge credit
policy did not report their yearly sales volume.) The average sales

volume of firms reporting a service charge credit policy was
$389,244.

TABLE 3. SALES VOLUME DATA OF FIRMS WITH VARIOUS TYPES OF CREDIT
POLICIES, 581 FIRMS, NORTH DAKOTA, 1967

Percent Percent Sales

Type of Number of of per
Credit Policy of Firms All Firms Total Sales All Sales Firm
Service Charge 225 39 $ 87,580,100 60 $389,244
Other Types 78 14 18,185,200 13 233,182
No Credit Policy 270 46 38,762,600 26 143,565
No Response _38 1 1,193,000 1 149,125

Totals 581% 100  $145,723,900 100

*
Eighty-two firms did not report sales volume.

The firms using other types of credit policies comprised 14
percent of the responding firms and 13 percent of the total sales.
The 78 firms reported sales of 18.1 million dollars. The average sales
volume per firm was $233,182.

Almost 46 percent of the responding firms reported no established
credit policy, but this group was responsible for only 26 percent of the
total sales of all firms. The 270 responding firms (25 firms did not
report their sales volume) reported sales of $38.7 million, an average
of $143,565 per firm.

Responding firms indicated the type of product sold by their
firm as well as the type of credit policy. The most common credit policy
reported by firms selling all types of products except petroleum products
was a service charge credit policy (Table 4).

FORMAL CREDIT PRACTICES AND POLICIES

The terms of merchant~dealer formal contract credit varied with
the type of product financed and the agency purchasing the contract.
The purpose of this section was to analyze the cost of formal credit

‘for new and used machinery, petroleum products, seed, and other production

factors when the contract is purchased by suppliers, banks, and Production
Credit Associations. The agency purchasing contracts was the basis for
the organization of this section.
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TABLE 4. PERCENT OF FIRMS SELLING SELECTED PRODUCIS USING SELECTED
CREDIT POLICIES, 663 FIRMS, NORTH DAKOTA, 1967

Type of Credit Policy

Type of Product Service Other No Established No
Sold Charge Types Credit Policy Response
(percent)

Feed and Feed

Equipment 47 2 43 8
Machinery 48 11 39 2
Petroleum 17 28 50 5
Crop Production

Inputs 48 7 42 3
Service and Other ‘

Farm Supplies 44 8 48 0
All Firms 39 13 45 3

SUPPLIERS OR MANUFACIURER

The inability of many merchant-dealers to finance large amounts
of accounts receivable has prompted suppliers to enter the agricultural
credit field. Machinery suppliers actively compete with commercial
lenders for agricultural paper. These corporations have established
a credit agency as an integral part of their company. Most companies
supplying products other than machinery serve as an intermediary
between their dealers and a commercial lender (such as the Bank for
Cooperatives). The data for this section were obtained by interviewing
97 merchant~dealers, four suppliers, and 23 representatives of commercial
lenders.

Conditional sales contracts were the formal credit instruments
used by implement dealers and farm machinery suppliers. The conditional
sales contract agreements normally included a financial statement of
the purchaser and a retail installment contract which included a
schedule of installment payments and details of the sales transaction.
The retail installment contract included a Uniform Commercial Code
Form I which was filed with the Registrar of Deeds of the local
County. The conditional sales contract did not include a charge for
property and life insurance, but such a charge was normally included
in the total financing charge made by the supplier.

Almost two-thirds of the firms reported an interest charge ranging
from 9 to 12 percent for new and used equipment (Table 5). Thirty-five
machinery dealers reported financial charges for new equipment which
ranged from 7 to 13 percent simple interest and averaged 9.6 percent.
They reported an average finance charge of 10.2 percent for used equip-
ment purchases with a range of 8 to 15 percent.
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TABLE 5. FINANCE CHARGES REPORTED BY DEALERS SELLING FARM MACHINERY,
SUPPLIER FORMAL CONTRACT CREDIT, 35 FIRMS, NORTH DAKOTA, 1967

— o ]
— —

Finance
Charge=~Percent New Egquipment Used Equipment
Per Year Number Percent Number Percent
7~ 7.9 3 9 3 9
8 - 8.9 5 14 3 9
9 - 9.9 7 20 7 22
10 -~ 10.9 5 14 4 12
11 - 11.9 2 6 4 12
12 - 12.9 8 23 6 18
13 - 13.9 1 3 2 6
No Response 4 _11 G 12
Total 35 100 33 100

X, . . . .
"Two firms did not write formal contracts for used equipment.

To substantiate the responses of merchant-dealers, three farm
machinery suppliers were interviewed. The representatives of these
companies indicated finance charges ranging from 13 to 13.5 percent on
new equipment and 13 to 15 percent on used equipment. These charges
included life and property insurance. (Life and property insurance
were required on the original loan value regardless of the amount of
the contract unpaid.) Suppliers often used the term '7 percent financing
charge" to describe their credit program. This accounts for the merchants
reporting a 7 percent finance charge. If a premium is added for life
and property insurance, the cost reported by the dealers closely approxi-
mates that reported by the representatives of the implement suppliers.

An important consideration is the interest-free period allowed
by the supplier. The suppliers provide a waiver of finance charges to
promote "off season' sales of equipment and machinery. A typical program
would carry an October or November tractor purchase interest free until
April 1; a combine would be carried until July 1. The supplier repre-
sentatives indicated about 75 percent of the contracts purchased from
their dealers were written during this period. Many farmers were refi-
nancing with a commercial lender and liquidating the contract held by
the supplier at the end of the interest-free period. An estimate of
the percent of contracts handled in this manner ranged from 33 percent
to 70 percent with an average of 51 percent.

In addition to the finance charges, the repayment period and
down payment requirements are important factors. The implement dealers
indicated the most common repayment period was 48 months (four autumns)
for new and used machinery (Table 6). The supplier representatives
indicated 42 to 48 months (four autumns) was the most common repayment
period for new machinery and 36 months for used machinery. The suppliers
indicated they would accept contracts for 60 months for self-propelled
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or high-cost equipment. Thus, dealers selling expensive grain, sugarbeet,
or potato harvesting equipment might write a majority of their new
machinery contracts for 60 months and used machinery contracts for 48
months.

TABLE 6. REPAYMENT PERIODS REPORTED BY DEALERS SELLING FARM MACHINERY,
SUPPLIER FORMAL CONTRACT CREDIT, 35 FIRMS, NORTH DAKOTA, 1967

Repayment New Equipment Used Equipment

Period-Months Number Percent Numberx Percent

24 0 0 4 11

30 0 0 1 3

36 3 9 . 10 29

42 4 11 1 3

48 22 63 13 36

60 5 14 0 0

No Response 1 _3 _6 18

Total 35 100 35 100

The supplier representatives estimated the normal down payment
required was 30 percent for new machinery and 35 percent for used
equipment. They indicated a down payment of 25 percent would be accepted
from farmers with good credit ratings.

Firms selling products other than farm machinery and equipment
dealt with commercial lenders; no supplier actively participated in
formal credit arrangements with dealers. However, cooperative suppliers
have developed a program to finance formal credit purchases using a
check-note as the credit instrument. The check-note was handled as a
note until the due date when it was handled as a check. The check-note
could be sold by local cooperative associations to the central office
where the check-note was held by the supplier (if securing fertilizer
salegs) or sold to a Bank for Cooperatives. Also, the local cooperative
could sell the check-note to a local bank or hold the check-note at
the local office, MNotes held by the central office were deposited at
the Bank for Cooperatives; if a large number were handled, the Bank for
Cooperatives sent due check-notes by letter to the local banks. If a
small number were involved, magnetic ink coding was added and the check-
note was handled as a check through the Federal Reserve System.

Three programs have been established: (1) fall to spring, (2)
spring to fall, and (3) an alternative program. The fall sales of
fertilizer could be carried until April 1 of the following year (eight-
month maximum) with a finance charge of 1% percent. Spring sales of
fertilizer could be carried until December 1 (eight-month's maximum) with

.a financial charge of 3 percent. The alternative program would carry

check-notes up to one year with a financial charge of % percent per
month.
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Eleven firms indicated use of this type of formal credit. Four
firms used the spring to fall program and seven firms used the alter-
native program carrying notes at 6 percent simple yearly interest for
periods up to 12 months. One firm indicated the finance charge was
canceled if the note was paid by the due date.

COMMERCIAL BANKS

Commercial lenders actively participate in the purchasing of
formal credit instruments. Banks are willing to hold this type of
agricultural paper because these contracts provide income greater than
long-term real estate loans or direct intermediate-term loans to farmers.
Since most merchant-dealers prefer to deal with local lending agencies,
banks are an important final source of financing formal merchant-dealer
credit.

The cost to the farmer varies not only with the stated interest
rate, but with the method the finance charge is calculated and collected.
Commercial banks used three methods of calculating and collecting
finance charges. These included: (1) calculating interest on the basis
of the unpaid balance, (2) subtracting the interest from the face value
of the loan (discounted note), and (3) adding the interest to the loan
at the beginning of the repayment period (add-on interest). If the
note is written as a single (annual) payment note, an "add-on" finance
charge is the same true interest rate as a finance charge calculated
on the basis of the unpaid balance.

Merchant-dealers selling farm machinery reported a range of 6
to 12 percent simple interest for new machinery contracts and 6.5 to 13
percent on used machinery contracts purchased by commercial banks (Table
7). The average finance charge reported by all responding merchants
was 8.1 percent for new machinery and 8.3 percent for used machinery.
A finance charge ranging from 7 to 10 percent was reported by 85 percent
of the merchant-dealers. A charge of 7 percent was the most common
finance charge reported for contracts sold to commercial banks.

Commercial banks reported a finance charge of 7 to 11.8 percent
on new and used machinery conditional sales contracts. Only three banks
required life or property insurance which added .5 percent to the stated
finance charge. Only one bank indicated the finance charge was calcu-
lated on the basis of "add-on" interest. Forty percent of the banks
indicated the finance charge was subtracted in advance from the total
amount of the contract. Discounting the note and calculating interest
on the basis of "add-on interest" were the exception rather than the
most common practice. The average finance charge reported by all banks
was 8.5 percent for new machinery contracts and 8.9 percent for used
machinery (includes cost of life insurance if required). The most
common finance charge was 7 percent simple interest (Table 8).

Merchant-dealers reported repayment periods ranging from 24 to
60 months for contracts sold to commercial banks. The most common
repayment period reported for new machinery was 48 months and 36 months
was most common for used machinery (Table 9).
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TABLE 7. COMMERCIAL BANK FINANCE CHARGES REPORTED BY MERCHANT-DEALERS,
CONDITIONAL SALES CONTRACTS SOLD TO COMMERCIAL BANKS, NEW AND USED
MACHINERY, 47 FIRMS, NORTH DAKOTA, 1967

Financial ;

Charge~ New Equipmént Used Equipment
Percent Per Year Number Percent Number Percent

6 - 6.9 2 4 1 2
7 - 7.9 21 45 21 46
8 - 8.9 5 11 4 10
9 - 9.9 10 21 10 22
10 - 10.9 5 11 4 10
11 - 11.9 2 4 2 4
12 - 12.9 1 2 1 2
13 - 13.9 0 0 1 2
No Response 1 _2 1 2
' Total &7 100 45" 100

*x, . . . .
Two firms did not write formal contracts for used machinery.

TABLE 8. FINANCE CHARGES FOR CONDITIONAL SALES CONTRACTS REPORTED BY
20 COMMERCIAL BANKS, NEW AND USED MACHINERY, NORTH DAKOTA, 1967

W

Financial

Charge-~ New Equipment Used Equipment
Percent Per Year Number Percent Number Percent

7- 7.9 8 40 8 40

8 - 8.9 3 15 2 10

9 - 9.9 5 25 2 10

10 - 10.9 2 10 3 15

11 - 11.9 2 _10 5 _25
Total 20 100 20 100
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TABLE 9. REPAYMENT PERIODS REPORTED BY DEALERS SELLING FARM MACHINERY,
BANK FORMAL CONTRACT CREDIT, 47 FIRMS, NORTH DAKOTA, 1967

Repayment _ New Machinery Used Machinery
Period-Months Number Percent Number Percent

24 2 4 14 30

36 15 32 21 44

48 25 53 7 14

60 4 9 0 0

No Response 1 _2 5 11

Total 47 100 47 100

Commercial banks reported a range of 24 to 60 months as the
most common repayment period for new machinery and 12 to 36 months
for used machinery contracts (Table 10). A repayment period of 36
months for new machinery contracts was reported by 80 percent of the
banks.

TABLE 10. REPAYMENT PERIODS REPORTED BY COMMERCIAL BANKS, FARM
MACHINERY FORMAL CONTRACT CREDIT, 20 BANKS, NORTH DAKOTA, 1967

Repayment __New Machipery Used Machinery
Period-Months Number Percent Number Percent

12 0 0 2 10

24 2 10 10 50

36 16 80 8 40

48 1 5 0 0

60 1 s 0 _0
Total 20 100 27 100

The most common down payment requirement reported by commercial
banks ranged from 20 to 40 percent for new machinery and 30 to 50 percent
for used machinery (Table 11). The down payment requirement reported
most often was 30 percent for new and used machinery. The average
down payment requirement was 30 percent for new machinery and 37 percent
for used machinery.

The formal credit instruments purchased by banks securing sales
of petroleum products, seed, fertilizer, agricultural chemical or feed
were written for periods of less than one year and were paid in a
single payment. North Dakota law limits the maximum finance charge to
7 percent simple interest on single payment loans. Only 45 percent
of the responding banks held notes of this type; all but one of these
banks made a finance charge of 7 percent simple interest, one bank
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reported a finance charge of 6 percent. A finance charge of 7 percent
was reported by 50 percent of the merchants. The average finance
charge reported by all merchants was 6.3 percent. In all cases the
most common repayment petriod was less than one year and the average
was 9.1 months (Table 12).

TABLE 11. DOWN PAYMENT REQUIREMENTS REPORTED BY 20 COMMERCIAL BANKS,
NEW AND USED MACHINERY, NORTH DAKOTA, 1967

gsa
—

Down Payment

Requirement~ New Machinery Used Machinery
Percent Number Percent Number Percent

25 5 25 0 0

30 12 60 11 55

40 1 5 3 15

50 0 0 4 20

No Response 2 _10 2 10

Total 20 100 20 100

TABLE 12. FINANCE CHARGES AND REPAYMENT PERIODS FOR FORMAL CONTRACT
CREDIT SOLD TO COMMERCIAL BANKS BY MERCHANTS SELLING PRODUCTIS OTHER
THAN FARM MACHINERY, 22 FIRMS, NORTH DAKOTA, 1967

Finance Repayment
Charge~ Period~
Percent Per Year Number Percent Months Number Percent

5.5 1 5 6 12 55
6.0 4 18 8 2 9
6.5 2 9 10 0 0
7.0 13 59 12 7 31
No Response 2 _9 NR 1 _5
Total 22 100 22 100

Some cooperatives have established check-note programs with
local banks. The local cooperative association estimated the amount
of credit needed during a growing season. The bank accepted check-
notes from the cooperative until the prearranged limit was reached.
The finance charge on check-notes handled in this manner was 7 percent
simple interest and the maximum yepayment period was one year.
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PRODUCTION CREDIT ASSOCIATION

Production Credit Associations (PCA's) were very active in
financing formal credit of seed, petroleum products, fertilizer and
agricultural chemicals. However, only one PCA was actively competing
with other lenders for paper securing sales of farm machinery and
equipment. Primarily, cooperative oil companies and farmers' elevators
were the types of firms dealing with PCA's.

Eleven firms selling farm machinery reported sale of conditional
sales contracts to a PCA. The merchant-dealers reported the financial
charges ranged from 6.5 to 7 percent simple interest, the most common
was 7 percent simple interest. The most common repayment period for
new machinery sales was 48 months and 36 months for used machinery.

In many cases, implement dealers reported local PCA offices preferred
to deal directly with the farmer. The PCA required a down payment of
35 to 40 percent on new and used machinery contracts. The PCA loan
officers reported a repayment period of 48 months for new machinery
contracts and 36 months for used machinery contracts.

Seven firms selling fertilizer, seed, or petroleum products
reported selling paper to a PCA. These firms participated in the PCA
"supply loan program."
cooperatives. Under this program, a prearranged limit was established
for each patron. The patron could sign a note for the entire amount
or sign individual notes as the credit was used. If the farmer signed
a note for the entire amount, he was charged interest as he used the
credit. The finance charge for this type of formal credit ranged from
6.8 to 8.4 percent, depending on the requirements of the local PCA.

It is difficult to determine the true finance charge because
voting membership stock purchases, loan service fees, and member
equity requirements vary greatly among PCA offices. In some cases
the consumer cooperatives purchased the necessary membership stock.
The cooperative did not object to this practice because the stock
reverted to nonvoting stock when the note was paid. This type of
stock paid a dividend of 4.5 to 5 percent.

MERCHANT-DEALER CREDIT

The purpose of this section was to determine the volume of
credit extended to North Dakota farmers by merchant-dealers. In
addition, the relationship of the type of product sold and the
credit policy of the merchant to the amount of credit were discussed.

AGGREGATE SUPPLY OF CREDIT

The total credit extended by merchants and dealers includes
open account, extended open account, and formal contract credit. Total
sales of $74 million were reported by 333 firms which indicated the
percentage of total sales carried as various forms of credit. Of

All of the firms using this program were consumer
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that amount, 77 percent was carried as some form of credit (Table 13).
Excluding open account credit (accounts carried less than 30 days as
credit), these merchants supplied over 47 million dollars of short- and
intermediate-term credit; 63 percent of their total sales was financed
as formal contract and extended open account credit.

TABLE 13. VOLUME OF CREDIT EXTENDED AND PERCENT OF TOTAL SALES, 333
MERCHANTS AND DEALERS, NORTH DAKOTA, 1967

Percent of

Type of Credit Volume Total Sales
Open Account Credit $10,432,521 14
Extended Open Account Credit
Carried 30 - 90 Days $12,777,580 17
Carried 90 Days -~ One Year 14,484,949 19
Carried More Than One Year 2,627,163 4

Total Extended Open Account

Credit $29,889,642 40
Formal Contract Credit 16,963,618 23
Total Credit $57,285,781 77
Cash Sales $17,152,795 23
Total Sales $74,438,576 100

Merchants financed 23 percent of their total sales with some
form of formal credit agreement, such as a check-note or conditional
sales contract. They carried 40 percent of total sales as extended
open account credit and 14 as open account credit. The merchants
reported 17 percent of the total sales was carried as extended open
account credit 30 to 90 days, 19 percent for 90 days to one year,
and 4 percent for periods longer than one year.

The analysis of firms selling various types of products indicated
firms selling all types of products financed between 53 and 65 percent
of their aggregate sales as extended open account and formal contract
credit (Table 14). Firms selling petroleum products, farm machinery,
and several types of products financed more than 64 percent of their
total sales as credit. Firms selling crop production inputs (seed,
fertilizer, and agricultural chemicals) and those selling feed products
financed similar percentages of their aggregate sales, 56 percent,
and 55 percent, respectively. Firms supplying services and other farm
supplies financed 53 percent of their total sales.

Merchants selling petroleum products, several types of products,
and feed products financed over 50 percent of their sales as extended
open account credit (Table 15). The merchants selling crop production
inputs financed 44 percent of their total sales as extended open account
credit. Firms providing services and other farm supplies carried 37
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percent of their sales as extended open account credit. Dealers selling
farm machinery and equipment carried only 24 percent of their sales as
extended open account credit. However, farm machinery dealers financed
40 percent of their sales with some type of formal credit, usually
conditional sales contracts. Merchants selling other types of products
financed no more than 16 percent of their sales by means of formal
contract credit.

TABLE 14. EXTENDED OPEN ACCOUNT AND FORMAL CONTRACT CREDIT, PERCENT OF
TOTAL SALES REPORTED BY MERCHANTS SELLING VARIOUS PRODUCTS TO NORTH
DAKOTA FARMERS, 1967 '

Type of Number Percent of

Product Sold of Firms Volume Total Sales
Feed and Feed Equipment 11 $ 975,113 55
Farm Machinery 97 $21,485,249 64
Petroleum Products 106 $14,503,129 65
Crop Production Inputs 76 $ 4,783,796 56

Services and Other

Farm Supplies 12 $ 2,492,140 53
Several Types 31 $ 4,410,307 65

TABLE 15. PERCENT OF SALES CARRIED AS EXTENDED OPEN ACCOUNT AND
FORMAL CREDIT BY MERCHANTS SELLING VARIOUS PRODUCTS, 333 MERCHANTS,
NORTH DAKOTA, 1967

Extended Open Formal

Product Sold Account Credit - Credit
Feed and Feed Equipment 52 3
Farm Machinery 24 40
Petroleum Products 58 7
Crop Production Inputs : 44 12

Services and Other

Farm Supplies 37 16
Several Types 55 10

FACIORS AFFECTING CREDIT

The preceding analysis has been based on aggregate sales of all
firms selling each type of product and the total volume of extended open
account and formal contract credit. The purpose of this discussion was
to determine the percent of sales finmanced by extended open account
credit and to analyze its relationship to the credit policy and type
of product sold. The amount of sales secured by formal credit contracts
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was not included because the credit policy of the firm has no effect
upon the use of formal credit instruments.

The anlysis of this section is based on the percentages of
total sales reported as credit sales by each firm rather than their
dollar volume of credit. This was necessary to exclude the bias
caused by firms with large and small sales.

Product Sales

To facilitate statistical analysis, firms selling feed and feed
equipment were grouped with firms selling fertilizer, seed, and agri-
cultural chemicals. 1In most cases, the merchants selling these products
were country elevators whose primary business was the merchandising of
small grains. The firms which sold several types of products and firms
providing services and other farm supplies were excluded because of
the heterogeneity of the firms comprising each group.

Firms selling petroleum products reported the largest percentage
of their sales as extended open account credit and they carried that
credit longer than firms selling farm machinery or those selling crop
production inputs and feed (Table 16). TFirms selling petroleum products
reported an average of 63 percent of sales carried as extended open
account credit, compared with an average of 42 percent for firms selling
crop production inputs and 26 percent for the firms selling farm
machinery. Firms selling petroleum products also carried more extended
open account credit beyond 90 days, 43 percent of sales versus 21
percent average for firms selling crop production inputs and 1l percent
average for firms selling farm machinery. The standard deviation for
the percent of sales carried more than 30 and 90 days was calculated
for the 290 firms in this sample. In a normally distributed population,
about 67 percent of the observations are within one standard deviation

of the mean. This range is indicated for each of the type of firms in
Table 16.

TABLE 16. PERCENT OF SALES CARRIED AS EXTENDED OPEN ACCOUNT CREDIT FOR
SELECTED PERIODS OF TIME, 290 FIRMS SELLING VARIOUS PRODUCTS TO
FARMERS, NORTH DAKOTA, 1967

Carried More Than 30 Days Carried More Than 90 Days

Type of Range Including Range Including
Product Sold  Average 67% of Firms Average 67% of Firms
Petroleum 63 39 - 86 43 18 - 69
Crop Production

Inputs 42 17 - 68 21 3 - 40

Machinery 26 8 ~ 43 11 2 - 28
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Credit Policy

In addition to an analysis of the sale of each type of product,
firms with each of the three types of credit policies were analyzed to
determine the relationship of credit policy to the percent of sales
carried as extended open account credit.

The objective in differentiating credit policies was to compare
firms using a service charge credit policy with firms having no
established credit policy. For that reason any credit policy other than
a service charge was included in the category titled "other types of
credit policies."

Firms using a service charge type of credit policy reported an
average of 38 percent of sales carried longer than 30 days and 20
percent of sales carried longer than 90 days. In comparison, fitms
with no established credit policy reported an average of 44 percent
of sales carried longer than 30 days and 28 percent carried longer
than 90 days. Firms with other types of credit policies carried an
average of 56 percent of sales longer than 30 days and 37 percent
was carried longer than 90 days. The range for each type of credit

policy that would include 67 percent of the firms is indicated in
Table 17,

TABLE 17. PERCENT OF SALES CARRIED AS EXTENDED OPEN ACCOUNT CREDIT

FOR SELECTED PERIODS OF TIME, 290 FIRMS USING VARIOUS CREDIT POLICIES,
NORTH DAKOTA, 1967

Carried More Than 30 Days Carried More Than 90 Days

Type of Range Including Range Including
Product Sold Average 67% of Firms Average 67% of Firms
Service Charge 38 17 - 60 20 3 - 36
No Established
Credit Policy 44 23 - 65 28 8 - 48
Other Types 56 29 - 73 37 12 - 62

Tests of Significance

Statistical methods were employed to determine if the difference
that existed in the amount of credit extended for the various product
sales and under various credit policies was statistically significant.
Analysis of variance indicated that a significant difference existed
among the three types of products sold with respect to the percentage
of sales carried longer than 90 days. ‘Further analysis indicated that
petroleum firms extended significantly more open.account credit than
firms selling farm machinery or firms selling crop production inputs.
Firms selling crop production inputs extended significantly more open
account credit than firms selling farm machinery.
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No significant difference in extended open account credit was
associated with the various credit policies. This indicated that
firms with no established credit policy did not extend significantly
more extended open account credit than firms using a service charge
or other credit policy. :

FINAL SOURCES OF MERCHANT-DEALER FORMAL CREDIT

The merchants of North Dakota indicated extensive use of formal
contract credit to secure sales of products to farmers. These formal
credit contracts can be sold to commercial lending agencies for face
value, thus reducing the finances needed for accounts receivable. Also,
the formal credit contracts reduce éollection responsibility, and may
provide interest income.

~ The purpose of this section was to analyze the arrangemernts used
by commercial lenders in purchasing agricultural paper from merchants
and dealers. Included in this discussion were "holdback" reserves,
interest participation reserves, liability in case of default, and
normal collection policies. In addition, the merchants indicated the
lending agency they used and the reason for using that agency.

A selected group of 77 merchants indicated total sales of $27.9
million. The merchant-dealers indicated 39 percent of total sales
was secured by some type of formal credit. The merchants sold
55 percent of their formal credit instruments to banks, 26 percent to
suppliers and 12 percent to a Production Credit Association or other

financial source (Table 18). The merchants held 7 percent of the credit
instruments unsold.

TABLE 18. SALES VOLUME, PERCENT OF SALES SECURED BY SOME FORM OF
FORMAL CREDIT, 77 FIRMS, NORTH DAKOTA, 1967

Bl e e e

Agency Machinery Other Products All Firms
Purchasing (000) ‘ (000) (000)

Contract Volume Percent Volume Percent Volume  Percent
Banks $ 4,773 56 $1,179 53 $ 4,952 55
Suppliers 2,746 32 0 0 2,746 26
PCA 589 7 739 33 1,328 12
Unsold 420 5 312 14 732 7
Total Formal

Credit $ 8,528 100 $2,230 100 $10,758 100
Total Sales $18,036 $9,919 $27,955

Merchants selling farm machinery used conditional sales contracts
because of the large dollar volume involved in the sale of expensive
farm machinery. Merchants selling products other than farm machinery
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reported various reasons for using formal credit. The reason cited by
most of the dealers was the need for security on large sales not paid
in cash at time of sale, or when accounts were expected to run a long
time. A second reason was the need for collateral in case the firm
needed to borrow to meet operating expenses. Some firms used formal
credit only for accounts that had become past due (Table 19),

TABLE 19. REASONS CITED FOR USE OF FORMAL CREDIT INSTRUMENTS, FIRMS
SELLING PRODUCTS OTHER THAN FARM MACHINERY, 47 FIRMS, NORTH DAKOTA,
1967

Reason Given Number Percent of All Firms

Large Sales Not Paid in Cash 21 45
Used for Past Due Accounts 5 11
If Accounts Are Expected to

be Unpaid for a Long Period 5 11
Held Unsold for Collateral 7 14
Other Reasons 5 11
No Response 4 _8
Total ' 47 100

The purpose of the following discussion is to analyze the
financial arrangements used by agencies in purchasing agricultural
paper. Included in this discussion will be normal collection policies,
financial reserves, interest participation reserves, liability of
dealers and collection policies for defaulted paper. The type of
financial agency purchasing the credit instruments will be the basis
for the organization of this discussion.

COMMERCIAL BANKS

Because the financial arrangements differ widely between machinery
dealers and merchant-dealers selling other products, each must be dis-
cussed separately. The 20 banks interviewed reported machinery paper
purchases of 4.7 million dollars (Table 20). Of this amount, 74 percent
was fully guaranteed by the merchant-dealer; the merchant-dealer was
fully liable for all defaulted obligations. An additional 24 percent
of the volume was written with limited dealer obligation to the banks.
Each of these limited recourse agreements will be discussed later in
this section. Only 2 percent of the dollar volume was accepted by the
banks with no recourse to the dealer if the obligation defaulted.

The financial arrangement which limited the liability of the
dealer varied among the various banks. In one case, a substantial
volume of machinery paper was accepted with a 120-day repurchase agree-
ment. The terms of this arrangement relieved the merchant-dealer of
any responsibility if the equipment was not delivered to his place of



- 2 -

business within 120 days after the due date. In a second case, the
dealer was relieved of responsibility after the first annual payment
was made. Another bank guaranteed repossession of defaulted machinery
with the dealer assuming full responsibility of the note after the
machinery was delivered to his business. Another type of arrangement
limited the liability of the merchant-dealer during any calendar year
to 10 percent of the face value of all notes purchased or $2,000,
whichever was greater.

TABLE 20. VOLUME OF AGRICULTURAL FORMAL CREDIT INSTRUMENTS SECURING
SALES OF FARM MACHINERY ACCEPTED WITH VARIOUS FINANCING ARRANGEMENTS,
20 COMMERCIAL BANKS, NORTH DAKOTA, 1967

s
e,

Type of Number Percent
Financial of Banks of Total
Arrangement Using Dollar Volume Volume

Full Endorsement 19 $3,436,970 74

Limited Recourse
120-Day Repurchase

Agreement 1 $689,700
After First Payment 1 2,300
Guaranteed Repossession 1 54,400
Limited Liability 1 195,750
Other 2 200,000
Total Limited Liability 5 $1,142,280 24
Nonrecourse 4 82,660 2
Total $4,661,910 100

% . ] ,
Some banks used more than one financial arrangement.

Historically, banks have required financial reserves to insure
the merchant-dealer's ability to meet all defaulted obligations.
Normally, this reserve was established and maintained by withholding
a percentage of the advance paid the dealer when the note was purchased.
This reserve was adjusted annually to a fixed percentage of the face
value of all outstanding notes with any excess remitted to the dealer.
Thirty-five percent of the responding banks indicated this type of
reserve was not used (Table 21). Over 75 percent of the banks
requiring a financial reserve indicated the “holdback" was waived if
the dealer was financially well established or if his reserve fund
was substantial. The most common holdback requirement was 5 percent
with the account adjusted yearly to 10 percent of the value of all
outstanding notes. The holdback varied from a low of 1 percent of
each note to a high of 5 percent. The financial reserve requirements
varied from 3 percent to 10 percent of the value of all outstanding
notes. Only two banks paid the dealer interest on the money withheld
in the financial reserve (3 and 5 percent, respectively).
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TABLE 21. FINANCIAL RESERVE REQUIREMENTS, MACHINERY CONTRACTS, 20
BANKS, NORTH DAKOTA, 1967

Holdback Reserve Numbexr Percent
Requirement Requirement of of Responding
(Percent) (Pexcent) Banks o Banks
1 3 1 5
3 6 1 5
4* 10 1 5
5% 5 1 5
5 7 1 5
5 10 5 25
None None 7 35
No Response 3 15
Total 20 100

*These Banks paid interest to the dedler for the money withheld
for the financial reserve.

In addition to the holdback reserve, financial reserves were
established through the sharing of the interest income by the merchant-
dealer and the bank. TFifty percent of the responding banks indicated
sharing of interest income. The most common interest participation
was 10 percent of the net financial charge (Table 22). Another popular

method provided the merchant with 1 to 2 percent of the face value of
the note.

TABLE 22. INTEREST PARTICIPATION RESERVES, 20 BANKS, NORTH DAKOTA, 1967

—

Terms of Number Percent of
Interest of Responding
Participation Banks Banks

Interest Participation

10% of Net Charge 5 25
25% of Net Charge 1 5
1 to 2% of Note Value 4 20

No Participation'v 45

Total 10 50
9
No Response 1

In case of default, 50 percent of the banks required the dealer
to repurchase the note for the amount due and did not aid the dealer
in repossessing the machine. 1In this case, any established reserve
fund would not be reduced unless the merchant was financially unable
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to repurchase the note. Twenty percent of the banks required the
dealer to repossess the equipment and the amount due was deducted from
the reserve fund. Twenty-five percent of the banks either assumed all
responsibility or assisted with repossession, but required the dealer
to repurchase the note for the amount due. One bank allowed the dealer
to sell the repossessed machine before asking for the amount due.

Nine banks (45 percent) purchased notes securing the sales of
products other than farm machinery. The banks purchased 95 percent
of the notes with full recourse (Table 23). One bank used an agreement
under which the dealer was fully liable until 120 days after the due
date. After this 120-day period the bank assumed full responsibility.

TABLE 23. VOLUME OF AGRICULTURAL FORMAL CREDIT INSTRUMENTS SECURING
SALES OF PRODUCTS OTHER THAN FARM MACHINERY PURCHASED WITH VARIOUS
FINANCING ARRANGEMENTS, NINE COMMERCIAL BANKS, NORTH DAKOTA, 1967

Type of Number Percent
Financial of Dollar of Total
Arrangement Banks Volume Volume
Full Endorsement 8 $371,900 95
Limited Recourse
120-Day Repurchase 1 20,000 5
Total 9 $391,900 100

In all the cases where no financial reserve was required, the
dealer did not participate in the income from finance charges and the
bank was responsible for all normal collections. In case of default,
the dealer repurchased the note for the unpaid balance and was
responsible for any further collections. All banks handled this type
of note in this manner.

SUPPLIERS

As in the case of commercial banks, financial arrangements
varied greatly for notes securing machinery sales and sales of other
products, such as fertilizer, seed, and petroleum products. Machinery
suppliers will be analyzed in the first part and suppliers of other
products later in this discussion.

The three machinery suppliers held $13.0 million of .
formal contract credit. Of this amount 44 percent was accepted with
full recourse to the dealer and 56 percent was accepted with limited
liability (Table 24). One supplier accepted only contracts written
with full recourse to the dealer. The other suppliers limited the
liability of the dealer in a calendar year to the amount of the reserve
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fund. Paper securing new machinery sales was accepted with limited
liability and that securing used machinery sales was accepted with
full recourse by the suppliers.

TABLE 24. VOLUME OF AGRICULTURAL FORMAL CONTRACT CREDIT ACCEPTED WITH
VARIOUS FINANCING ARRANGEMENTS, THREE MACHINERY SUPPLIERS, NORTH
DAKOTA, 1967

Type of Number Percent of
Financial of Suppliers Dollar Total Dollar
Arrangement Using , Volume Volume
Full Endorsement 3 $ 5,730,000 ‘ 4L
Limited Liability 2 7,270,000 _56
Total $13,000,000 100

Under the terms of the limited recourse agreement used by two
suppliers, the dealer was responsible only for the amount in his reserve
fund. The value of a defaulted machine was appraised and the difference
between that amount and the actual amount owed was the responsibility
of the dealer. Therefore, if the appraised value of the machine was
$4,000 and $6,000 was owed on the machine, the $2,000 difference was
the responsibility of the dealer. If the dealer had only $1,600 in
his reserve fund, the supplier would stand a loss of $400. The dealer
would repurchase the note for the apgraised value or he would "floor
plan" the machine with the supplier./ 1In all cases the supplier required
a financial reserve and shared the finance charge income with the
dealer. The holdback and the finance charge income due the dealer were
grouped in one account which was titled the 'dealer reserve' or the
"dealer contingent liability reserve." Two suppliers withheld 1
percent of each note. One supplier waivered the withholding require-
ment when the dealer reserve reached $3,000. The other varied the
holdback requirement in relation to the proportion of the value of
the machine to be financed. 1If the amount of financing was high in
relation to the wholesale price (manufacturer's cost) the amount
withheld was larger.

In all cases, the dealer received 10 percent of the finance
charge income. If the note ran the full period, this would amount to
1.3 percent of the face value of the note per year. This interest
was added to the amount withheld from the advance of each note.

7Under the terms of a floor plan arrangement, the dealer gets
possession of the goods, but is not required to pay for the goods
until they are sold. The dealer pays interest on the wholesale
value of the machine until it is sold.
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The financial reserves were adjusted yearly by two suppliers and
twice yearly by the third. One supplier paid 75 percent of the reserve
to the dealer and held the remaining 25 percent. The following year,
the amount withheld from the previous year and the 75 percent of the
amount withheld from that year were paid the dealer. The other suppliers
adjusted the account to 3 percent of the face value of all outstanding
notes with a minimum of $1,000 in the account.

In addition to limiting the liability on new machinery contracts,
the suppliers provided liberal floor plan programs for their dealers.
The suppliers would carry repossessed machinery interest free if
periodic payments were made by the dealer on the amount due. If the
dealer elected not to make payments, the floor planned machine was
carried at 7 percent simple interest.

Only one supplier of local cooperative associations accepted
notes securing sales of products other than farm machinery. In all
cases, these notes were accepted with full recourse to the dealer,
no reserve was required, and the dealer did not share in the finance
charge income. In this case, the supplier had entered the credit
field to provide a convenience to the member cooperative associations
and their patrons.

PRODUCTION CREDIT ASSOCIATION

The procedure followed by the Production Credit Associations
differed from that followed by suppliers and commercial banks. Unlike
other lenders, supply loans (fertilizer, seed, etc.) were handled in
the same manner as conditional sales contracts securing machinery
sales. PCA's had a large volume of supply loans, but were not competing
actively with suppliers and bankers for machinery paper.

The merchant-dealer could follow two methods in establishing
a working relationship with his PCA. He could estimate the total
volume of credit his customers needed during the year, or he could
ask each customer to estimate his individual needs. Machinery sales
were handled in much the same manner.

For all types of product sales, the merchant-dealer was fully
liable for all defaulted obligations. In the case of machinery
contracts, he fully endorsed the contract. For other types of sales,
he guaranteed the repayment schedule made by the farmer requesting
credit. This guarantee included full liability in case of default.

None of the associations required a financial reserve. However,
two of the associations required the merchant-dealer to purchase the
membership stock necessary to secure the loan. This committed some
of the dealers' funds to the PCA. Only one of the associations shared
interest income with the merchant-dealer. In this case, the merchant
received 1 percent of the loan value for writing the note.
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If the obligation was unpdid by the due date, the PCA assisted
the merchant-dealer in collectior attempts. If the customer was
unable to meet his obligation and he would not refinance with the PCA
involved, the merchant-dealer was required to repurchase the hote for
the amount due.! The PCA offiters felt that this type of atrrangement
was an excellent method to obtain business from farmers whHo were not
established patrons of the PCA,

PLANNED CHANGES AND FUTURE EXPECTATIONS

Traditionally, merchant-dealers carried many purchases of
farmers as extended open account credit for long periods. They carried
this amount of agricultural credit because farmers' incomes were largely
seasonal. The increased cost of production inputs has brought about
increased use of merchant-dealer credit by farmers, individually and
in aggregate, and has forced merchant-dealers to reappraise their open
account and formal contract credit practices and policies.

The purpose of this section was to infer the future credit
policies of North Dakota merchant-dealers. The data used in the first
part of this section were collected from 663 firms which indicated
planned or anticipated changes in open account credit policies. The
second part discussed formal credit practices and was based on data
gathered from 96 merchants, 4 suppliers, and 23 commercial lenders.
This section will aid in determining the role merchant-dealers will
play in financing future agricultural production.

OPEN ACCOUNT CREDIT POLICIES

Historically, farmers have received credit for the length of the
growing season or until livestock was marketed. Merchant-dealers have
been reluctant to change this policy because they anticipated farmers
would buy goods from merchants with less stringent credit policies.
Sixty percent of the responding firms anticipated a significant loss
of business if a more stringent credit policy were adopted (Table 25).
Sixty-four percent of the firms with no established credit policy and
55 percent of the firms with a service charge anticipated a significant
loss of business if a more stringent credit policy were adopted.

TABLE 25. PERCENT OF FIRMS PREDICTING A SIGNIFICANT LOSS OF BUSINESS

IF A MORE STRINGENT CREDIT POLICY WERE ADOPTED, 663 FIRMS, NORTH
DAKOTA, 1967

Loss All Credit Policy
Significant Firms None Service Charge
Business (Percent) (Percent) (Percent)
Yes 60 64 55
No 39 ' 34 44

No Response 1 2 1
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Although 60 percent of the responding firms anticipated a loss
of business would follow the adoption of a more stringent credit policy,
46 percent of the firms anticipated adoption of a credit policy which
would be more restrictive than their present policy (Table 26). Forty
percent of the firms indicated no change was planned in their open
account credit policy. However, 31 percent of the firms which planned
no change in their present policy had previously established a service
charge credit pelicy. This indicated merchant-dealers were willing to
lose some business in order to more effectively control accounts receivable.

TABLE 26. PLANNED OPEN ACCOUNT CREDIT POLICY CHANGES, 663 FIRMS, NORTH
DAKOTA, 1967 |

Percent of

Type of Change Planned ~, Number All Firms
Stricter Collection and Extension 193 29
Increase or Initiate a Service Charge 64 10
Increase Use of Formal Credit 30 5
Charge Plates 9 1
Yes, But Undecided 32 4
Total Planning a Change 328 50
No Change Planned 266 40
No Response _69 _lo
Total 663 100

Many merchant-dealers were not willing to adopt a credit policy
effective for all patrons. To reduce slow-paying accounts, 29 percent
of the merchants reported more restrictive extension and more rigorous
collection policies would be adopted. Increased use of formal contract
credit was reported by 5 percent of the firms. Increased finance
charges or the initiation of a finance charge were reported by 10 percent
of the firms. An additional 6 percent of the firms reported future

adoption of charge plates or were undecided of the change, but were sure
one would be made.

Nine of the firms indicated they will adopt a charge plate
credit system. A charge plate, similar to a credit card, is supplied
by the dealer for each account. The charge plate is placed in a file
at the dealer's sales counter and used when a farmer purchases goods
on open account. This speeds the processing of open account purchases
because the farmer's name, address, and account number are printed
automatically on the sales slip. The slip is presented to a cashier
whose responsibility is pricing goods found by partsmen. This relieves
partsmen of pricing goods and frees them to locate goods from the
inventory. If a portion of the account becomes past due, the card is
removed from the file. When the card is not in the file, the farmer
cannot purchase goods on open account until he pays the past due
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amount or makes other arrangements. All the firms reporting future
adoption of this system sold farm machinery, reported yearly sales
greater than $250,000 and charged interest on past due accounts.

In order to determine the future role to be played by merchants
in the field of farm credit, the present credit policies of merchant-
dealers were compiled with the anticipated changes. The analysis of
these data indicated 47 percent of the responding firms anticipated
adoption of a service charge credit policy and 22 percent anticipated
adoption of other types of credit policies (Table 27).

TABLE 27. PERCENT OF FIRMS SELLING SELECTED PRODUCTS PLANNING TO USE
SELECTED CREDIT POLICIES, 663 FIRMS, NORTH DAKOTA, 1967

Type of Type of Credit Policy Anticipated
Product Sold Service Charge Other® None No Regponse

Feed and Feed Equipment 60 15 17 8

Farm Machinery 54 17 27 2

Petroleum Production 28 38 37 5

Crop Production Inputs 60 12 23 5

All Firms 47 22 28 3

*Includes firms indicating adoption of some form of credit
policy, but were unsure as to the policy to be adopted.

A service charge credit policy was the most common credit
policy anticipated by firms selling feed and feed equipment, farm
machinery, and crop production inputs. Only 28 percent of the f£irms
selling petroleum products anticipated adoption of a service charge
credit policy. However, 38 percent anticipated adoption of some other
type of credit policy (usually a discount for cash payment or an
established due date with no credit carried beyond that date). The
data in Table 27 summarize the anticipated credit policies of firms
selling various products.

FORMAL CONTRACT CREDIT POLICIES

The purpose of thié section is to analyze the anticipated
changes in formal contract credit policies reported by merchant-dealers,
suppliers, and commercial lenders. First, the anticipated changes
reported by merchant-dealers will be presented followed by a discussion
of the anticipated changes reported by commercial lenders and suppliers.

Merchant-dealers use formal contract credit because it reduces
accounts receivable and often provides interest income. Fifty-eight
percent of the firms selling farm machinery anticipated an increase in
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use of conditional sales contracts; 67 percent of the firms selling
products other than farm machinery anticipated an increase in use of
unsecured notes and check-notes (Table 28).

TABLE 28. PERCENT OF NORTH DAKOTA FIRMS ANTICIPATING AN INCREASE IN
FORMAL CONTRACT CREDIT, 96 FIRMS, 1967

Type of Product Sold

Anticipate Farm Machinery Other Products
Increase Number Percent Number Percent
Yes 29 58 31 67
No 12 24 12 26

No Response 9 18 3 7

The firms indicated the extent of the change by estimating the
anticipated percentage increase in use of formal contract credit
instruments. The average anticipated increase reported by firms
selling farm machinery was 63 percent. Firms selling products other
than farm machinery reported an average anticipated increase of 40
percent. This indicated these firms anticipated a substantial increase
in their use of formal credit instruments.

Suppliers have been willing to purchase agricultural loans
because of the substantial interest income and the increased "off
season' sale of products by allowing an interest-free period. The
representatives of one supplier indicated his company would accept
contracts securing the sale of machinery of any manufacturer in the
near future. At present the suppliers would accept paper securing only
sales of machinery manufactured by that company. All supplier repre-
sentatives indicated some change would be made in the method used to
handle contracts terminated at the end of the interest-free period.
They agreed that the waiver of interest would not be canceled, but

that some penalty might be assessed farmers terminating contracts at
the end of the interest~free period.

Bank and PCA representatives indicated that the competition
between lenders would cause many changes in their future policies. Some
of the changes anticipated by these representatives were:

1. Abolishing or reducing holdback requirements.

2. Increased participation in interest income by merchant-
dealers.

3. Paying interest on holdback reserve funds.

4. Accepting more contracts with limited or no recourse to the
dealer.

Representatives of all commercial lenders indicated their organi-
zation will actively compete with other lending agencies and other sources
of merchant-dealer funds for agricultural formal contract credit.
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purchased, approximately 72 pounds of flour and 28 pounds of millfeed,
including clears, are produced. The risk for price change in wheat can
be hedged by buying futures or actually buying the wheat needed if the
mill has elevator space.

Wheat Purchases by Region

The United States was divided into 17 regions for the purpose of
studying the distribution or flows of the various classes of wheat in
the United States (Figure 14). Several factors were considered when
determining the size and location of these regions. These were: the
production of wheat by class, the locations of wheat processors, the
distribution patterns of wheat by class, and geographical locations or
boundaries.

Data on domestic wheat purchases by class and region for 1950,
1955, 1960, and 1965 were obtained from a mail survey of all wheat pro-
cessors in the United States.

Thirty~-seven percent of the total wheat grindings for these years
were accounted for by the questionnaires that were returned. The pro-
portions of the wheat ground, reported for 1950, 1955, 1960, and 1965,
were 29.0, 34.3, 41,1, and 43.5 percent, respectively.

Ratio estimators were used to expand the data received by the
questionnaires that were returned (Table 15)., Thus, the total wheat
purchases by class and region were derived from 37 percent of the
wheat purchases that were known. A larger proportion of the wheat ground
was reported for the later years than for earlier years. Mill closures,
lack of records, and changes of ownership were responsible for this in-
crease in wheat grindings reported.

Wheat purchases have been significantly increasing in regions 2,
4, 12, 13, 15, and 17. Wheat purchases in California and Nevada have
increased €8.4 percent from 1950 through 1965. Processors in region &
have purchased 40.8 percent more wheat in 1965 than in 1950. Wheat
purchases in regions 12, 13, and 15 have increased by 36.6, 74.0, and
7.7 percent, respectively, from 1950 through 1965. This indicates a
shift of milling capacity to the Southwestern states, East North Central
states, and the East South Central states. Population increases have
been the reasons in some regions. The population of California has

21Nationa1 Commission on Food Marketing, Organization and Compe-
tition in the Milling and Baking Industries, Technical Study No. 5
Washington, D. C., June 1966, p. 43.
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increased 56.8 percent from 1950 to 1960. 22 The population of Florida
increased 105.8 percent in this same period.

Wheat processors have shown a tendency to purchase the class of
wheat which is produced adjacent to the mill (Table 16). This was espe-
cially true with respect to the soft wheat classes. Hard wheat classes
were sometimes milled in regions other than the production regions.

Soft red winter wheat was processed in the Central and Eastern
regions in the United States. . Wheat processors in region 12 purchased
the largest amount of soft red winter wheat. This trend has increased
over the last 20 years (Table 17). Wheat processors in regions 10, 13,
and 15 purchased a considerable amount of soft red winter wheat. Soft
red winter wheat was the largest class of wheat processed in regions 12,
13, 16, and 17 (Table 18).

Hard red winter wheat was processed in every region in the United
States where a substantial amount of wheat was ground. Wheat purchases
of hard red winter wheat in region 7 were by far the largest amount pur-
chased by any region. Region 10 ranked second to region 7 in wheat pur-
chases of hard red winter wheat. Wheat processors in regions 1, 2, 4, 6,
7, 8, and 10 processed more hard red winter wheat than any other class of
wheat. Hard red spring wheat was processed in nearly every region of
the United States. The amount of hard red spring wheat processed in these
regions was generally small except in regions 9 and 15. Wheat processors
in region 9 purchased the largest amount of hard red spring wheat. Wheat
processors in regions 3, 5, 9, and 15 purchased more hard red spring wheat
than any other class of wheat. . :

White wheat has been processed in Western and Northeastern regions
of the United States. Wheat processors in region 7 purchased the largest
amount of white wheat. White wheat purchases in regions 1 and 4 were
also important. White wheat was not the major class of wheat milled in
any one region. Generally, more hard red winter wheat or soft red winter
wheat than white wheat was milled in any one region.

Wheat processors in region 9 have purchased most of the durum
wheat. Some durum wheat has been processed in regions 1, 2, 3, 5, and 7.
Durum wheat has not been the maJor class of wheat processed in any one
region. :

Wheat processors in region 7 purchased the .largest amount of all
classes.of wheat. Wheat purchases in rvegions 9, 10, 12, and 15 were
also relatively large.

22Bureau of the Gensos,'Statistical Abstract of the'United States,
U. S. Department of Commerce, Washington, D. C., 1967.

231pid.
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PrOJected Wheat Purchases by Reglon S

The volume of all classes of wheat processed in the United States
has been increasing during the last 16 years with the exception of 1965
when the volume - processed decreadsed because of a reéduction in exports of
wheat flour. Accurate separation of domestic flour consumption and flour
exports ‘data would be difficult- because of the volume of wheat flour held
in bond from foreign countries. Thus, it was ‘necessary. to- prOJect total .
wheat processed in the United States by percentage change or historical
trend. The average percentage change was .5400 percent per year, Total
wheat processed was- progected at 580;303,000 bushels and" 596 143 000
bbushels for 1970 and 1975 respectlvely (Table 19) '

PrOJectlons of wheat purchases by region for 1970 were developed
by adding the average change in the proportion of total wheat purchased
~in-that region to-thé:proportion of the total wheat purchased in that
region for 1965.  Projections of wheat purchadses by'class for 1970 were
made by adding the- average-changes 'in the proportion of that class of
wheati’purchases: in that- region. to-the proportion of that class of wheat -
purchased in that region for 1965. -The same’ technique was used for’ 1975

““TABIE'19. TOTAL WHEAT GROUND BY COMMERCTAL'MILLS IN THE UNITED STATES
-7/1950 THROUGH 1966 AND PROJECTED FOR 1970 AND 1975 - - -

tYeéfﬁw:xﬁﬁxiiif'a:“ :Cem@erciel Wheetldrindingsy-'
(OOO bushels)

C1950: o ocEamignn

1951 e T s o U 535 935

01952 o 70 e f532;374"
1954 - oo e 514,028
1955 , 522,851

2019560 el s e e e 0527 0159 e
I R L A A T s *'548;532f5

1958 i o o T T 566,688
1959 o e ol e 1 7570,856 ¢

21960 T L g ‘-“;]582’719'-
1961 o S 501,999
Cor1963: L e T 599,710 -
S1964 ot el Yoo 6020209

10655 0 o e sy e .ﬂ;; .564 724
1966 - v o T ' ”567 936

1970 | 580, 303 |

“Soutce: Bureau of the:Census, Current Indugtrial Reports, U.-S.
Department of Commerce, Series M20A (64-67).
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The amount of wheat purchases by region and.class was found by

multiplying the proportions times the progected total wheat purchases

nfor 1970 and 1975. (Table 20).

Soft red w1nter wheat purchases were prOJected to increase by

K;approx1mate1y 11 million bushels from 1970 to 1975. - Increases were-

found in all regions purchasing soft red winger wheat: except regions

h110 and 16.  Large increases in soft red winter wheat purchases were

found for regions 12 and 13

Hard red winter- wheat purchases were. progected to remain rela-
tively constant at approximately 278 million bushels. Purchases of hard
red winter wheat were projected to substantially increase in regions 9
and 10 and substantially decline in. regions 1, 7, and. 8.

/

. Purchases of hard red spring wheat were progected to remain rela—
tively constant at approx1mately 95 million bushels. Hard red spring .
wheat purchases were projected. to substantially increase in region 7 and
substantially decrease in:regions 9-and 10. Slight -increases in wheat -

purchases were. projected- for regioms 1, 2; 8 115, -and 17.-

White wheat purchases by wheat processors were projected to increase
by-approximately five million bushels from 1970:to:.1975, :'Substantial in-
creases in white wheat purchases were projected for regioms 1, 2, 4, 12,
and 15. There was no breakdown as to whether these increases w111 be of
hard or soft white wheat. White wheat purchases in tegions 10, 13, ‘and
16 have 11tt1e affect on total white wheat purchases. = '

ProJections in durum wheat purchases indicate a slight increase of
approximately one~half million bushels. This increase was not found in
the major processing region 9 for this class. Slight increases in durum
wheat purchases were projected in regions 1, 2, 3, 5, and 7. No other
regions reported durum wheat purchases; however, it is- p0831b1e that durum
wheat has been processed in region 15.

All wheat purchases were projected to substantially increase in
regions 2, 4, 12, 13,: 15, and 17. The greatest increases were projected
for regions 2, 12, 13, and 15. The largest increases in‘'wheat purchases
were projected for regions:12,and 13. Both of these regions indicated
large amounts of soft red winter wheat purchases. The purchases of white
wheat were largest in region 12. Wheat purchases in regions 12 and 13
were projected to increase by large amounts and soft red winter wheat and
white wheat have been the only classes of wheat projected to be processed
in large quantities in' at least one of these regions. .Therefore, the
large projected increases of soft red winter wheat and white wheat pur-
chases were basically a result of the projected increases for regions 12
and 13 where no other classes of wheat have been projected to be processed.

Wheat purchases:of hard red winter wheat, hard red spring wheat,
and durum wheat should increase if they are made available to wheat
processors in regions 12 and 13. However, during the last 20 years there
has been both hard red winter wheat and hard.red spring wheat . purchased
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in region 12. Hard red winter wheat and hard red spring wheat purchases

in—region—12-have—shown—a- d19t1nct~decllning—trend—and—were progectedwto
approach zero by 1970. - : P S
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Dependent-—-and—independent—variables-employed—in-domestic-demand

analysis using regression techniques.

Dependent Variables
Y1 = Per capita disappearance of hard red spring wheat.
Yo = Per capita disappearance of hard red winter wheat.
Y3 = Per capita disappearance of soft red winter wheat.
Yy, = Per capita disappearance of white wheat.

Y5 = Per capita disappearance of durum wheat.

Independent Variables
Xq = Price of hard red spring wheat.
X9 = Price of hard red winter wheat.
X4 = Price of soft red winter wheat.
X, = Price of white wheat.
X5 = Price of durum wheat.
Xg = Per capita production of hard red spring wheat.
Xy = Per capita production of hard red winter wheat.
Xg = Per capita production of soft red winter wheat.
Xg = Per capita production of white wheat.
X10= Per capita production of durum wheat.
X11= Protein content of hard red spring wheat.
Xq19= Protein content of hard red winter wheat.
X13= Per capita deflated disposable income.

X14= Time (1947=1, 1948=2, 1949=3, ..., 1966=20).
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Equation 1.  (Per capita disappearance of hard red spring wheat = Yl)
1947-1966.%* o
LogY¥y = =.1943 ~.00781Xy, +.3081logXg
" (.00303)  (.1070)
-.558110gX, =-.10931ogXy
(.3218) (.0911)
N\+.68421ogkli +;225%10éxz"
(.5576)  (.2516) -
RZ = .8834

Equation 2. (Per capita disappeafancé'of hérd’ted spring wheat
1952-1966 delete logarithms (price and time only).

fl

YI)

LogY, = .2663 -.0157Ky, -.44241ogXy

1
(.0023)  (.1920)
R2 = .8564 I

Equation 3. (Per capita disappearance of hard red spring wheat
1952-1966 (all variables).

Y1)
Log¥; = -4.6977 -.0269Xy, -.06891ogX;
(.0066)  {.2563)
+1.5909logKy3 +.15331ogXy -.293810z%1s
(.8741) - (.0988) - (.2676)

RZ = .9160

*Figures in brackets are the values of the standard error of the
slope or beta coefficients.
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wnEi:jt,‘ia'ti:,é{x.‘l"‘4am(Pexucaplt:a ‘disappearance of hard:red: winter wheat: = ¥y)!
1947-1966, delete logarithms T T

¥y

.1605 =.0856X;"=1.2035%, +.9587X- +.0014K 5~ 0l
(.0255)  (.3885) (.3791): (.00075)

RZ = 6810 CUAITAEDE e Ppel AR

it

Equation 5. (Per capita disappearance of hard red wihter wheat = Y2)
logarithms ST e g B

Y, = .9541 -.0919X;, -1.01391ogX, +.8951108X; -
(.3829) (.3588)  Orf -

o + OOlSlogX13 + 073810gx7

( 000745 GLOGBL) o h o il suafe A0

R2

i}

.7363 Gt T s PR LEATL s

Equation 6. (Per capita disappearance of soft red winter wheat = Y3)
Log¥y = .0980 ~-.01001logXy, +.2237logXg

C0(.0014) - (W0BIEY T s

-.26291ogXy
(.1206)

8% = .913

Celn e VRS Ee

Equation 7. (Per capita‘‘disappearance of white wheat = Y4)
Log¥s = -14.2930 -.0711Xy, -1.2288logX,
(.0128) (.3802)
+4.60161ogX 3
(L1i5530) e e

R% = 8778 ¢
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Equation 8. (Per capita disappearance of durum wheat = Y5)

LogY

5 = -6085 -.339210gX; +.447410gK; +.397510gXg +.560310gX 1

(.1040)  (.1755)  (.1749)  (.3050)
R = 8423 |
Equation 9. (Per‘capifa disappearance of hard red spring wheat = Y1)

using time and price only and time in logarithmic form, 1952-1966
to project demand through 1970.

Log¥; = .48888 -.41961l0gXy, -.361441ogK,
(L0456) | (.1383)

RZ = .9131
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