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'rhe term production credit.· refers to short-term credit used by fanners 
for the purpose of paying current ~Xpenses of operation in the production of crops 
and livestock. It is a term whic~'has come into general use since 1933 when pro
duction credit associatio:J.s were organized by the Farm Credit Administration to 
provide 11 production credi t 11 fa~ farmers. This type of credit' should be di stin
guished from long-term farm piortgage credit which is used primarily to acquire 
and improve farm real estate. In other words, production credit provides the 
funds to meet operating costs on th_. farm while farm mortgage credit provides·the 
funds for purcrmsing, improving and equipping the farm. 

There are certain principles which are f1.tndamental to proper use of pro-- · 
duct ion credit and farmers borrowing money for production will fi:p.d it to their 
advantage to keep them in mind. A brief discussion of these principles follows . 

. The first principle is that the borrower 'should study 1-<..is farm business 
and be recisonably certain that the funds borrowed can be used profitably in the 
productio:q. of crops and livestock. Production loans are paid from income from the 
sale of farm products and unless the enterprise to be fini'J,.:nced is likely to pro
duce su£ficient income to enable the borrower to pay the loan when due it is un
wise to borrow for such enterprise. The farmer who has kept records of his farm 
business has a distinct advantage in' analyzing this problem because his records 
will show what his average yields have been and the ~ount of expenses in previous 
years as well as giving other valuable information. If the farmet is dealing with 
a credit institution which understands hi s\:problems, the analysis of his loan by 
this institution should be an aid to him in determining whether or not it will be 
a productive loan. No credit agency performs'{l service for a farmer by !112ldng a 
loan which he can not be expected to repay. Tli:~s while the applicant for a loan 
may not realize it at the time, nevertheless it is often true that the credit agen
cy performs a distinct service for him by rejecting an application for a lo&~ which 
would merely plaee him in a more difficult fine.~'J.Cial position. In this connection, 
it is important to emphasize again that production loan.s are expected to be paid 
from cu.rrent income from the farm and even though a farmer offers amplb security, 
the loan should not be made except in cases of emergency unless the funds can be 
used productively. In other words, the important consideratio~ is the prospect 
for income to liquidate the loan. A dairy farmer, as an exampl~, might offer a 
chattel mortgage on lus dairy herd and equipment as security for a loan, but such 
a loan would not be considered productive and should not be made unless the farmer 
will have income to pay the loan over a reaso~1able period of time. From the stand
point of collection by- the cred.i tor, the loan DcJ.Y be entirely sound because he could 
foreclos~ and take the property which would sell for enough to pay the loan, but in 
selling this property, the creditor would put the farmer out of business. No 
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crcdi t institution operating on a sound basis in the interest of the farmer will 
mruce a loan knowing, at the time the loan is closed, that it can be collected only 
by selling the farmer out. 

A second rule to follow in using production credit is to arrange for pay
ment at a time when cash will be available from the sale of farm products. If the 
loan is for crop production, the note should ·be drawn to mature approximately at 
the time whon the crop will be marketed. Similarly, if it is a loan to p~rchase 
feed.er livestock, the loan should be paid at the time the finished animals are 
sold and the note should be drawn to mature at that time, A plan which is very 
desirable from the farmer 1 s standpoint is that followed by production credit asso
ciations, as well as some other creditors, of permitting payments on a loru1 in any 
amount at any time prior to maturity and clli).rging the borrower interest only on 
the unpaid bnlance of the loan. Under such an arrangement, the dairy farmer who 
has income every month may make regular pa~Jents, with a minimum amount per month 
usually ar,reed upon when the loan is made. Hot only is it to the farner 1 s advant
age to make paynents when income is available, but it is to the creditor r s advant
age also by facilitating the collection of loans. The farmer is more likely to 
pay a note which comes due at the time he h~s income available than a note, for 
exanple, which matures three months after cc,s:l has been received fron products 
sold because meanwhile t~1is cash nay r-,.ave been spent for ot~1er purposes, 

A third principle for the farner to follow is to obtain t~e credit at 
the lowest cost possible. This meo.ns that tl1e farmer must acquaint ~1imself with 
the credit agencies making loans and t~1e costs of obtaining loans from the various 
agenci8 s. At pre sent, farmers who can give adequate security c&n obtain production 
loans at favorable rates, · 

All farmers of t~1e United States n~w have access to production credit 
. associations which are farmers' cooperative credit associations organized under 
the sup6rvision of the Farm Cr8d.it Administration. They are not eo.ergency insti
tutions but are set up as permanent cooperative associations to provide short
term credit for farmers, and as such r:1ust corcfine their loans to sound liquid 
loans. In Minnesota, there are twenty-nine production credit associations. 'I'~1eir 
initial ca.pi tal was provided by the Production Cred.i t Corporation of St. Paul 
which subscribed. for the Class A or non-voting stock of the associations. The 
Class E or voting stock is held by farmer borrowers. When a farmer borrows from 
his association, he nust own Class E stock in an '.lnount equal to $5.00 for each 
$100 of loan. The farmer ccu1 look upon l1is stock as an investment wl1ic:1 can be 
transferred. to othtlr eligible borrowers and wl:.ich will mo.intain its valu.e provided 
his acsocintion operates on ::>, sound bo.sis. On August 31, 1935, tl1e avere.ge a.r:1ount 
of Class Ji.. stock outstanding per associatio::J. Ylas $84,530 and Class E stock out
standing, all held by far:.:!ers, $7,260, 

Production Creclit Associations in ~.linnesota are showing a steady growth 
and on August 31, 1935, o.fter about one and one-half years of operation, had a 
total of $3,690,005 in lonns outstanding. Tablt1 1, w:uch is based upon c,ata. o"b
tnint.;d fron the Production CreC..it Corporation of St. Pa.ul, shov1s the nur,1ber ar,d 
amount of loans outstanding by districts in Minnesota. The rate of interest on 
loans by production credit associations is five per cent. The borrower also pays 
an inspection fee wli..ich, except on small loc_cs, does not exceed one per cent. 



Loans Outstanding in 

District 

Northwestern 
Northeastern 
Central 
Southwest<:lrn 
Southeastern 

Minnesota 

Number bf · 
production 
crcdi t 
associations 

4 
3 
9 
8 
5 

29 
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Table 1 

Minnesota Production 
August 11, 1935 

CrP.dit Associations 

Number of loan:; 
out standing 

Amount of loans 
out::;tanding 

Total Average per 
association 

Total Average per 
association 

1,227 307 $509,493 $127,373 
1,029 343 254,137 84 '712 
2,861 313 1,209,391 134,432 
1,935 243 l' 124.890 140,6ll 
l,Oll 202 591,594 ll8,319 

3,113 230 3 '690 ,005 127,2,42 

Average 
amount out
standing 
per loan 

$415 
247 
423 
567 
535 

455 

Local bn.nks which are very important agencies in providing prod·1.ction 
credit for farmers have increa::;ed their loans in recent months. Table 2 is a c1.<:J.ss
ification of loans for 37 bonk~ in southwe;:;tern Minnesota, based upon data obtained 
by the Di vision of .Agricul tura1 Economics in a credit survey during September, 193 5. 
The average amount of loan~ and di::;c~Qnts per baxtic was $201,570 of which 76.3, or 
$154,886, war, loans to farmers. Nearly three-fourths of the short term l0ans to 
farmers by bank:; were secured by chattel mortgages. The· rate of interest ranged 
from six to eight, per cent. 

Table 2 

Average Amount of Loans to Farmers Outstanding per Bank in 37 Local 3anks 
in Southwestern Minnesota Classified .According to Security 

Se-ptember, l93'l 

Security 

First real estate mortgage 
Personal note only 
Chattel mortgage on livestock equipment or crops 
Other security 

Total loans to farmers 

Aver3.ge amount 
per bank 

$17,218 
30,406 

100' 137 
7,125 

154,836 

Per cent of total 
loans to farmers 

11.1% 
19.6 
64.7 
4.6 

100.0 

In addition to lonns from production credit ass0ciations and banks, 
farmers also obtain a large amount of prod.J.ction credit from merchants, individuals 
and private credit corporations. Generally speaking, credit furnished by merchants, 
particub.rly for in:::;tallment purchases, is expensive and farmers who can borrow 
from other sources will usually find it advantageous to do so and pay ca~h for 
goods purchased. 

The fou.rth rule which is fundamental to proper use of production credit 
and which borrowers should follow is to pay notes promptly when due if it is at all 
possible to do so. Every farmer will find it to his advantage to est~blish and 
maintain a good credit rating. This he can do by meeting his obligations promptly 
or, if impossi"ble to do so, by arranging in advance for their renewal. The income 
of the farmer is likely to vary greatly fr0m year to year due to vario.tions in 
yields of crops and fJnctuations in prices of farm products. In the years when i:~ 
come is favorable, the farmer will find it to his advantage to make every effort 
possible to pay debts, for by doing so he places himself in a position to obtai::'. 

· ---c""i"Trdit ne-<'E>-~?:~Sa.-r,.. to tide r '..m over the uufavor:::blP yeru-s which are bound to come . . . ~ - - - --. .. -" . .. ' ·-. . . :) 
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A credit system which operates on a sound basis will insist on payment of loans 
when income is favorable and should be able to carry solvent farmers through periods 
of emergency, 

MINl-lESOTA F.ARM PRICES FOR SEPTEMBER 1935 
Prepared by W. C. Waite and W. B. Garver 

The index number of Minnesota furm vrices for the month of September 1935 
was 73.6. When the average of farm prices of the three Septembers 1924-25-26 is 
represented by 100, the indexes for September of each year from 1924 to date are as 
follows: 

September 1924 - 93.6 September 1930 - 84.4 
II 1925 - 102,7 II 1931 - 55.0 
II 1926 - 102. e II 1932 - 41.1 
II 1927 - 99.5 

II 1933- 57.5 
II 1928 - 101,0 II 1934 - 81. 5* 
If 1929 - 109.7 

II 1935 - 73. 6* 
*Preliminary 

'i'he price index of 73.6 for th~ past month is the net result of incree.ses 
and docreases in the prices of farm products in September 1935 over the average of 
September 1924-25-26 weighted according to their relative importance. 

Sept.l5, Aug,15, Sept.15, Av. Sept. o Sept,l5, 1o Sept,15p %Sept. 15, 
19 3 5 19 3 5 19 3 4 19 24-2 5 19 3 5 i s 19 3 5 i s 19 3 5 i s 0 f 

26 of Au_g. of Sept . Sept • 15, 

Wheat 
Corn 
Oats 
Barley 
Rye 
Flax 
Potato(')t, 
Hogs 
Cattle 
Calves 
Lambs-sheep 
ChickanS: 
Eggs i 
But terfa!t 
Hay 
Milk 

$. 98 
. 66 
,21 
.37 
.32 

1.39 
.34 

10,60 
7.10 
8.10 
7.56 

.143 
• 24 
26 

5:4s 
1.52 

$.99 
. 67 
• 22 
,32 
.31 

1.37 
.42 

10,70 
6. 70 
7.20 
6.92 

,125 
. 21 : 
.24 

6.32 
1.51 

$1.06 
.70 
.49 
.91 
• 75 

1, 78 
. 50 

6,10 
4.50 
5.40 
5.10 

.113 

.19 

.26 
14.22 

1, 53 

$1.24 
• 91 
.36 
• 56 
.77 

2.19 
. 84 

10.59 
6,12 
9.17 

10.92 
.179 
• 29 
,41 

12,00 
2,21 

15. 1935 15, 1934 1924-25:-26 

99 93 79 
99 94 73 
95 43 58 

116 41 66 
1~ ~ 42 
101 78 63 

s1 68 4o 
99 174 100 

106 158 116 
u4 152 89 
109 148 69 
114 127 80 
115 129 82 
108 100 63 

87 39 46 
101 99 69 

*Except for milk, these are the average prices for Minnesota as reported by the 
United. States Department of .Agriculture, 

Indexes and Ratios of Minnesota .Agriculture* 
#. Sept. Aug. Sept. Av. Sept. 

1935 1935 1934 1924-26 

U.S,farm price ir:dex 78.1 75.2 74.5 100,0 
Minnesota farm prico index 73.6 70.S 81.5 100,0 
u.s. purchasing power of farm products 85,6 88,6 89.9 100.0 
Minnesota purchasing power of farm products 89~5 83.4 98.3 100,0 
U,S, hog-corn ratio 13 2 12 6 7 a 1 • -. ,0 1.7 
Minnesota hog-corn ratio 16.1 16.0 8.7 12.9 
Minnesota egg-grain ratio 19 .. 1 16 4 12 1 17 5 
Minnesota butterfat-farm-E?rain rat_~o ____________ )~_9 ____ )i~ _____ l6: 1 35:4 
*E':x:p1anations of the computation of these data are given in Farm Bu~iness Notes No, 
144. 


