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MINi~SOTA FARM BUSI1~SS NOTES 
No. 177 September 20, 1937 

Prepared by the Division of Agricultuxal Economics 
University Fa.rm, St. Paul, Minnesota 

SHORT TERM LENDING TO FARMERS BY COUNTRY BANXS 
Prepared by G, L. Peterson 

Country banlcs are an im:!Jortant source of short term crecli t for farmers. 
While the major portion of short term loans is secured by chattel '110rtgage on live
stoe:k and equipment, a substantial volume is made without collateral security. 
Es])<>Cially is th:i.s true where there is competition among two or more banks to supply 
the farmers' crecU t needs and. in localities where farm income is relatively certain. 
In a study of five banks located in different parts of Minnesota, it was found that 
in two banks the credit extended without security exceeded 25 per cent of the total 
volume of short term loans. T~1ese two are located in areas which are very produc
ti~J and both are subject to the competition of other credit agencies in the same 
locality. The proportion of secured ~d unsec1rred credit outstanding on July 1, 
1936, in each of the five banks studied is shown in Table 1, Bank No. 1 is located 

Table 1 

Proportion of Total Volume of Credit 
Secured and Unsecured in Five 

Bank Bank 
No 1 No, 2 

and Total Number of Loans 
3anks, July 1, 19~6 

Bank Bank Ba'llk 
No, 3 No. 4 No. 5 

(Per cent) (Por cent) (Per cent) (Per cent) (:rer cent) 
Proportion of volume of credit: 

Secured 
Unsecured 

Proportion of number of loans: 
Secured 
Unsequxed 

100 

100 

82 
18 

59 
41 

35 
65 

86 
14 

78 
22 

71 
29 

43 
57 

iL the East Central Dairy Region north of the Twin Cities. No, 2 is in the north
vn~d ern part of the state but east of the Valley. No, 3 is in the Central Dairy 
Re:>;ion west of the Twin Cities. No. 4 is in the Livestock and Cash Grain Area of 
we3torn Minnesota, and Nb, 5 is in the southwestern part of the state. 

Table 1 also shows the proportions of secured and unsecured loans in each 
banko In Banks Nos. 3 and 5, there wore a greater number of the latter than of the 
former, but the volume of credH extended on this basis, as pointed out above, was 
less than that extended on chattel mortgage loans. 

A comparison of the average size of secuxed and unsecured loans in each 
tank is presented in Table 2. In general, the latter were considerably less than 
Oi.1 ;-half as large as the former. Unsecured loruls are usually grrmted only to farmers 
\\'"•. :;h an ostabli shed crodi t standing. To a large extent unsecured loans were 
t":! •• ommodation loans since more thnn 55 per cent of the number of these loans in 
th1 ;:,e of the ba'1ks studied did not exceed $150. 

~ ... ·~.-:-::--::-:----::--~---::--:----::-:-:--~~--:----:--~-~------~ 
l'lhlished in furtherance of Agricultural Extension Acts of Mny 8 nnd June 30, 1914, 
F_. .iv. Peck, Director, Agricultural Extension Division, Department of Agriculture, 
DnJ.versity of Minnesota, cooperating with u.s. Department of Agriculture. 
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Table 2 

the Average Size of Secured Md Unsecured Loans 
in Five :Banks, JuJ_y 1, 1936 

:Bank Bonk :Bank Bank 
No. 1 No. 2 No. ' No. 4 

$240 $454 $697 $563 
223 271 311 

:Bank 
No. 5 
$664 
148 

Considerable difference betvreen the lending policies of the various banks 
is noted when a group of loans in each is studied. In some banks, several loans had 
remained in force over a long period of time whereas in others the majority of the 
loans in the group studied was of recent origin. Crop yields and prices received 
for farm products have an important influence on the length of time loans remain 1Ul

paid but perhaps of equel importance is the banker's willingness to carry loans over 
long periods of time. The proportion of the loans originating in each of the years 
covered by the study is given in Table 3. In Bru1ks Nos. 1, 2 Md 4, 22, 60 and 35 

Table 3 

Date of Origin of Loans Studied 
Time of origin Pronortion of all loans 

:Bank No 1 :BI'Ink No 2 :Ban.lc No Banic No 4 Bank No 
(Per cent) (Per cent) (Per cent) Per cent) (Per cent 

Prior to 1931 22 46 9 24 5 
1931 14 3 11 9 
1932 5 14 16 4 9 
1933 20 6 7 5 
1934 17 6 3 4o 19 
1935 12 12 16 7 21 
New loans (less than 1 year) 24 2 53 7 32 

por cent, respectively, originated prior to the yeor 1932. Those loans have been 
intermittently renewed. No attempt was made to determine the exact time of origin 
of the loans which v7ere made previous to 1931. In Pn.nks :nos. 3 a..."ld 5, the majority 
of the loans studied was less thnn two years old. These banks hc.d relatively few 
old loans. 

In all banks, the averr,ge of the loans selected for study was larger on 
July 1, 1936. than the nverage of the same group at the time the loans were made. 
:;:'he latter aver~c;e \"Vas calculated without rege.rd to differe~1ces in the dates when 
loanc were made. The averages at the time of origin and on July l, 1936, are shown 
in T:01.ble 4. The increases rn.ngcd from 8 per cent in Bnnk No. 2 to 54 pe:::- cent in 

Tnble 4 

Comn~ison of Original w:J.d Present Ban.k Debt a n.nd Percentag;c Ch5;mge 
Banl":: :Bnn.k :Bank B[".nk Bank 
No. 1 Noc ~ No., 3 No,. 4 No,.. 5 

ivor.age oriGinal debt $331 $560 $412 $580 $434 
Average present debt 396 602 07 892 589 
Per cent change in: 

Average of all loans 19 8 

'~ 
54 -;g 

Average of secur·ed lonns 19 12 ~4 46 
Average of unsecured loans -13 10 -30 
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Bank No. 4. Average loe.ns in the latter bank were le.rger at or1g1n than in any other 
bank and Also shm7ed the greatest increases. There was no ch:.. .. racteristic difference 
in the size of owner and tenant loans but, in general, the latter had increased more 
thnn the former. A comparison of the chnngos in secured and unsecured loans is also 
made in Tv,blo 4. In three banks, the former had increased greatly whereas tho latter 
showed mnrked reductions in two banks, and inconsequential incren.ses in the others 
relative to the size of increases of secured loans. 

While the trend of the average of the groups studied was upward, there was 
in each bank a number of loans which had been reduced. When all loans less than one 
yenr old are excluded from consideration, the number of loans which showed reduc
tions Yfo,s less than half of the number which ho,d been increased. The e:,Teat majority 
of all loMs showing reductions was contracted previous to the year 1933. As indi
cated in Table 3t more than 60 per cent of the loans studied in each bank, except in 
Bnnk lifo. 2 uhere e, deliberate effort was m::1de to select old loans for the sample, 
was mac1e subsequent to 1932 and these A-Ccount mainly for the increases in size of 
loons shovrn in Table 4. The volume of short term credit used by farmers commonly 
increases during periods of rising prices such as thgt ·which has occurred since 1933. 
It is likely that the utiliz8-tion of these funds has increased_ the value of the 
borrouers' inventory of livestock anrr equipment by 8,...'1 amount greater thnn the size 
of the loMs. 

The ratios of bank debt to the value of current assets of tho borrovrers, 
whose lonns were sh1died, gere higher in :Bo.hks Nos. 1, 2 and l.~ than in Nos. 3 &'1d 5. 
The ratio in Bank No, 4, where lo~~s showed the greatest increases, was not on that 
account less favorable than in Nos. 1 and 2, where the increase Tias considerably less. 
Despite the fact that loMs in Banks l'Jos. 3 [\CJ.d 5 increased 30 and. 38' per cent, re
spectively, the rntios in these two uere substantinlly louer than in the others, 
These ratios are shown by groups in T~ole 5. Tenant loans showed higher liability 

All loons 
O·Hnor loans 
TGnant loans 
SGcurnd loa.11s 
lJnsecured loans 
Incrortsed loans 
Decreased. loans 

Ratio of Bank Debt to 
Bank 
No, 1 

(Per cent) 

22 
21 
23 

22 
17 

Table 5 

tre Yo1ue 
Banl: 
Ko. 2 

(Per cent) 

25 
24 
29 
34 
21 
24 
26 

of Current A::; sets 
:Bnnk Bank :Bank 
No, ) No, 4 No. 5 

(Per cent) (Per cent) (Per cent) 

14 24 17 
13 18' 15 
15 32 18 
34 21 2)-1-
6 14 11 

24 29 25 
5 23 17 

r;:ctios thrm did owner loans Tbe difference · 11 how t · n __ ,~ N 4 • • ·,_ ·· ·~rns sma-. , 'ev0r, excep 1n Dcu.LJ.<.. o, 
• 'i7hore tenant loMs increased more than 50 :per cent. A compnriso:1 of secured and 

un::;ocured. loans shov1s the expected difference; the ratios of the latter 17ore sub
stMtially less thnn those of chattel mortcage lot.ms, In all bnnks except. No, 2, 
the rr>,tios of the loans which had been reduced. uore materi~lly mor8 favcrn,ble thM 
those which had increased. All lo['.ns which sl10Horr reductions in Bank No, 2 ~ere 
mn,cle n.~ a time when property values were higher than when the study was mn,de; hence, 
tho fa1lure to show a more favorable ratio, 
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Mil~ffiSOTA FAPM PRICES FOR AUGUST, 1937 
Prepared by w. c. Waite and w. B. Garver 

The index number of Minnesota farm prices for the month of A11t,"'l.lst, 1937 
was 87. When the average of farm prices of the three Augusts, 1924-25-26 is 
represented by 100, the indexes for August of each year from 1924 to date are as 
follows: 

August 1924 - 95 August 1931 - 55 

" 1925 - 104 " 1932 - 41 

" 1926 - 101 II 1933 - 54 

" 1927 - 100 II 1934 - 72 
II 1928 - 100 " 1935 - 70 

" 1929 - 104 II 1936 - 97* 
" 1930 - 81 II 1937 - 87* 

*Preliminary 

The price index of 87 for the past month is the net result of increases 
and decreases in the prices of farm products in August, 1937 over the average of 
August, 1924-25-26 weighted nccording to their relative bportance. 

Average Farm Prices Used in Computing the Minnesota Farm Price 
--------------------~A~u~~~st 1~1937, with Com~risons~*--~-

Aug,l5, July 15, Aug.l5, Av. Aug. o Aug,l5, % Aug,i5, 
1937 1937 1936 1921~25- 1937 is 1937 is 

w:wat 
Corn 
Oats 
Bnrley 

FL!X 
Pot.s\toes 
Hogs 
Cactle 
CJ.lves 
I-::>.mb s- sheep 
C11:ic)·:ens 

TI::1y 
Jvi,_Ik 

$1.14 
.97 
.23 
.50 
.69 

1,84 
• 75 

11,80 
8,30 
8,70 
8.78 

.155 

.175 

.33 
5.68 
1.75 

$1.31 
1,13 
.4o 
.63 
.79 

1.85 
1,05 

ll,OO 
8,10 
8,30 
8,78 

,126 
,172 
.33 

6,08 
1,70 

$1.23 
.99 
.38 
.93 
.69 

1.93 
1,70 

10.10 
5,60 
7.10 
8,00 

.135 

.205 

.37 
9.63 
1.97 

26 of July of Aug, 
15, 193L 15 I 1936 

$1.38 
.94 
.35 
,60 
,81 

2,24 
1.17 

10.53 
6,08 
3,67 

ll,06 
.182 
,26 
,41 

11,60 
2,13 

87 93 
86 98 
58 61 
79 54 
87 100 
99 95 
71 44 

107 117 
102 148 
105 123 
100 no 
123 ll5 
102 85 
100 ~9 

93 59 
103 89 

Index, 

% Aug, 15, 
1937 is of 
Aug. 15, 
1924-25-2.2__ 

83 
103 

66 
83 
85 
82 
64 

ll2 
136 
100 

79 
35 
67 
80 
49 
82 

---- .. - --:-:---~-----------------------------------
*::,:c c}Jt for milk, these are the averP..ge prices for Minnesota RS reported by the 
nr1ited StP..tes Department of Agriculture. 

Indexes and Ratios of Minnesota. APTicul ture* 
August, July, August, Av. A11gust, 

-------------------------------------------------- 1,""'9...._3 7.:_ __ 1::..9.!...1!...J.7 __ ___.;:;1~9 3.<..;;;6~--=l:...:..q24-? 6 
U,s, farm price index 87 .o 90.0 88.0 100.0 
Minnosota f~rm price index 87,0 97.0 97,0 100,0 
::s, purchasing power of fnrm products 100,0 104,0 106.0 100.0 
nnnesota purchasing pov1er of farm ·products 100,0 111,0 117,0 100,0 
~~s, hog-corn ratio 11,2 9.1 9.5 11,4 
;vJ~nnosota hog-corn ratio 12,2 9. 7 10.2 12,3 
<V!~nnc:sota egg-grnin ratio 11,0 13',9 11,6 14.2 
Mlnnesota butterfat-farm-grain rntio 31.3 22,6 24.3 32.4 

~----------------------------------------------- -------------------------' .. anations of the computation of these data may be had upon request, 


