
Spec1al Bulletin r~ o. 148 January, 1932 

AGRICULTURAL 
CREDIT IN 

MINNESOTA 

C. Cc./ohnson 
Division or A9ricultura/ ccono/77/cs 

and 
W. L. Caven~ 

LJ/vis/on or A9ricv//ura/ f.x:fen-5/on 

Aqricu/rvra/ f.x,.oerimenr v/al/cm 

UNIVERSITY OF MINNESOTA 
AGRICULTURAL EXTENSION DIVISION 

Published in furtherance of Agricultural Extension . Act of May 8, 1914. F . W . 
Peck, Director, Agricultural Extension Division, Department of Agriculture, University 
of Minnesota, Co-operating with U . S . D epartment of Agriculture. 



M INNESOTA farmers are dependent upon credit for part of the 
funds necessary to own and operate farms, and interest pay

ments are important items of expense. During periods of prosperity, 
most farmers find little difficulty in meeting interest 1)ayments when 
due and increased borrowing usually follows. In periods of depres
sion, however, incomes decline and many farmers find it very difficult 
to meet financial obligations. Also during periods of depression, many 
farmers feel that they can not get the credit they need, and credit in 
agriculture becomes an issue of great importance. Because of the im
portance of the credit problems at the present time, it was thought 
advisable to obtain facts relative to the credit situation by sending in
quiries to farmers asking for information in regard to their use of 
credit. The questionnaire was mailed in J nne, 1931, to representative 
Minnesota farmers and 502 usable reports were received. 

Of the 502 fanners, 431 were owners of farms and 71 were tenants. 
0 f all farmers replying only 20 per cent were free from debts. In 
Table I the farmers are classified according to districts and the per
centage having debts. 

Table I 

Number of Minnesota Farmers, Number Reporting Debts, and 
Percentage Reporting Debts 

Number of Number report- Per cent rc-
District farmers ing debts porting debts 

Northwestern ················ 53 39 74 
Southwestern ................ JOS 256 84 
Southeastern ................. 144 107 74 

All farmers ············ 502 402 So 

The farmers were asked whether they had requested credit during 
the last year. Forty-four per cent reported that they had asked for 
credit and that 77 per cent of the total amount asked for had been 
granted. Only 19 per cent of those asking for credit were refused all 
credit; 72 per cent received all and 9 per cent a part of the amount 
requested. (See Tables 2 and 3·) 

Table 2 

Percentage of Minnesota Farmers Requesting Credit in the Last Year and 
Percentage of Total Amount Granted 

District 

North western 
Southwestern 
Southeastern 

; ........................ . 

Per cent rcr~ucst~ Per cent of amount 
ing crccht requested, granted 

32 

45 

66 
78 
75 . . . . . . . • . . . . • . . . . . . . . . . . . . 46 ----------------------

______ A_l_l _f_ar_m_e_rs_. _ .. _._ .. _._· _ .. _._· ._._· _· ._. _· ._._· ___ 4_4 ______ 77 ___ 
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Table 3 
Percentage of Minnesota Farmers Refused All, Refused Part, or 

Received All of the Credit Requested 

District Refused all Refused part Received all 

Northweste1 n ·················· Jl 19 so 
Southwc~tern ·················· 20 10 70 
Southeastern ·················· IJ 6 8! 

All farmers ..... ········ 19 9 72 

3 

Nearly one-fifth of all the farmers reporting were refused all the 
credit requested. This may not seem to indicate thai a large share of 
the {armers are unable to obtain credit, but examination o{ Tables 2 

and 3 shows that conditions are not the same throughout the state. In 
northwestern Minnesota only one-half of the farmers received all the 
credit requested and one-third were ref used all requested. On the 
other hand, in southeastern Minnesota only one-eighth of the {armers 
were ref used all the credit for which they asked. In other words, con
ditions are different in the various communities. In some regions, un
der present conditions, the fanner can obtrtin additional credit without 
much difficulty but in others the creclit available to farmers is restricted. 

The purpose for which loans are sought is an important factor in 
determining whether or not credit asked for will be granted. If the 
loan is for productive purposes, that is, if the funds will be used in 
an enterprise that is likely to yield enough income to pay the interest 
and principal of the note when due, the lender is more likely to make 
the loan than if it is for the purchase of consumptive goods or pay
ment of debts, interest, and taxes. Fifty-five per cent o{ the farmers 
that were refused credit said they wanted the funds to pay debts, in
terest, and taxes. Others were refused credit that they felt was needed 
for operating. Twelve per cent of the farmers ref used credit wanted 
funds {or feed and seed; 15 per cent, for machinery and equipment, 
and 6 per cent for purchasing cattle. Farmers that were ref used credit 
indicated that the main reasons advanced by credit agencies for refus
ing to make loans were depression in agriculture, insuf-ficient security 
for the loan, and lack of available funds. 

MORTGAGE CREDIT 

Generally speaking, loans to farmers can be divided into two main 
classes according to security: (I) Loans secured by a mortgage on 
real estate and ( 2) loans secured by personal note and chattel mort
gage. Of the farm owners reporting, 67 per cent said their farms 
were mortgaged. In northwestern and southeastern Minnesota, 57 per 
cent reported mortgages; in southwestern Minnesota 74 per cent had 
mortgages. Approximately 13 per cent of all the farmers had second 
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mortgages. The average amount of second mortgages for farms re. 
porting was $3,69S as compared to $8,214 for first mortgages. The 
average amount of all mortgage indebtedness per farm was $8,874. (See 
Table 4.) 

Table 4 

Percentage of Minnesota Farms Operated by Owners Reporting Farm 
Mortgages and Average Amount of Mortgage Indebtedness 

Per cent Average amount 

District 
P.er cent report· reporting first of mortfage 

mg mortgages and second debt for arms 
mortgages reporting mortgages 

Northwestern .............. ss 9 $6,387 
Southwestern .............. 74 IS 9.718 
Southeastern ............... 57 9 7,621 

All farms ············· 67 13 $8,874 

Many of the mortgages on farms in Minnesota are the result of 
borrowing during the period of inflation, 1917-20. At that time, prices 
were high and income on farms was much larger than at present and 
it was not so difficult to pay interest on the mortgage. In recent years, 
the mortgage debt on most farms has not decreased but the farnwr's 
income, because of falling prices, has declined materially, with the re, 
suit that interest payments are a much greater burden than formerly. 
If we figure interest at S~ per cent on $8,874, the average debt per 
mortgaged farm, we .arrive at an annual interest payment of $488. 
When wheat was $I.SO per bushel it took only 32S bushels to pay this 
amount of interest, but when. wheat was so cents it took 976 bushels. 
Similarly, when butterfat was so cents a pound it required 976 pounds, 
or the production of about S average cows, but when butterfat was 25 
cents it took twice that amount, or the product from 10 cows, to pay 
this interest. This is a typical example of the difficulties that grow out 
of a declining general price level. The fanner who mortgaged the 
farm during the period of inflation received dollars of comparatively 
low purchasing power and now he is paying to the creditors dollars of 
comparatively high purchasing power. Periods of rising prices call 
for conservatism in the use of credit by farmers because they are 
usually followed by declining prices making it difficult to meet heavy 
financial obligations. 

SHORT-TERM CREDIT 

While the motigage loans comprise the largest amount of indebted· 
ness, other debts also are important. These other debts generally are 
secured by chattel mortgages or by personal notes without specific 
security. Usually they are of comparatively short term, most of thcill 
less than one year. Table 5 gives the percentage of ali farms reporting 
different kinds of debts and the average amount per farm reporting 
each type. 
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Table 5 
Percentage of Minnesota Farms Reporting Personal and Collateral Loans 

and the Average Amount for Farms Reporting 

Type of loan 

Notes to local banks ..................... . 
Notes to livestock loan companies ....•..... 
Implement notes (not to banks) ......... . 
Auto notes (not to banks) •............... 
Truck and tractor notes (not to banks) .... 
Notes to merchants ...•........•.•........ 
Store accounts ............... , .......... . 
Life insurance notes ................... . 
Other notes ............................ . 

Per cent 
of farms 
reporting 

5·1 

4 
14 
7 

10 

Average amount 
per farm 
reporting 

$1,330 
1,127 

270 
238 
561 
273 
127 
861 

1,,482 

Still another type of indebtedness found on some farms is delinquent 
taxes and interest. While not in the nature of contract loans, they are 
nevertheless financial obligations of the farmer. Farmers reporting de
linquent taxes represented 9-4 per cent of all farmers reporting and the 
average delinquency per farm was $276. Similarly, 8.6 per cent re
ported delinquent interest averaging $347 per farm. 

The total of all debts, incttding mortgage debts, averaged $9,165 
for farms operated by owners, and $I,759 for rented farms. The 
average amounted to about 43 per cent of the total assets o{ these 
farmers. (See Table 6.) 

Table 6 

Average Total Debts per Minnesota Farm for Owners and 
Tenants Reporting Debts 

District Average debt per farm 
Percentage liabilities 

are of assets 
Owners* Tenants Owners Tenants 

Northwestern $ 7,043 $1,025 40 34 
Southwebtem ..... 10,335 1,799 46 45 
Southeastern ..... 7,327 2,167 36 42 

All farms ... $ 9,165 $1,759 43 43 

• This incl~des 350 owners reporting debts. Not all had farm mortgage debts. The 
average farm mortgage debt for the group was $7,364. 

Costs of credit include interest and other charges, such as com
~nission fees paid in obtainiag the loan. Many farmers reported the 
mterest rates on various loans. This made it possible to calculate the 
average rate of interest paid by fanners on different types of credit. 
No information is available on commissions and other charges that 
farmers often pay in obtaining loans, particularly farm mortgage loans. 
A summary of rates is shown in Table 7· Interest costs for notes in
volving installment payments undoubtedly are higher in many cases than 
the rates indicated because the farmers did not take account of the fact 
th~t i.nterest was charged for the full period of the contract, while the 
pnnc!pal was reduced by regular installment payments. · 
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Table 7 
Summary of I111terest Rates Paid by Minnesota Farmers. Rates Given Are 

Weighted Averages for All Farmers Reporting 

North· South· South· 
Type of loan western western eastern All farms 

per cent per cent per cent per cent 
Fir~t mortgage ................. s.8 5·3 5-2 5·3 
Second mortgage ............... 5·7 5·7 s.B 5·7 
Notes to local banks ············ 7·8 7·9 7.0 7·7 
Notes to livestock loan companies 6.3 6.8 7.0 6.7 
Implement notes ................ 7·5 7·7 7·' 7·5 
Tractor and truck notes ......... 7·9 7·3 6.7 7·3 
Auto notes ····················· 7·9 7·5 7·8 
Notes to merchants ............. 7·3 6.s 6.o 6.s 
Life insurance loans ............ 6.7 s.8 s.8 5·9 
Other notes ···················· 6.4 s.6 5. I 5·4 

The local commercial bank is the most important agency providing 
short-term loans to farmers. The farmer has looked to the bank in 
his community for short-term loans and many farmers have also ob
tained long-term farm mortgage loans. In spite of the importance of 
local banks, however, they do not hold the position in agricultural 
finance that they did some years ago. Since I920 some communities 
have been left without a local bank. Econ01nic conditions have changed 
to some extent the position of the local bank in financing the fanner. 

The bank's first rc~ponsibility is to its depositors. When depositors 
demand funds the bank must pay, and it is this responsibility that de· 
termines the type of loan the bank can make. From the standpoint of 
the local banker, the most desirable type of loan is a short-term loan 
that is likely to be paid when due, or investments that can be readily 
turned into cash, thus enabling the banker to pay depositors when they 
demand funds. The banker must exercise great care in making loans 
so that he will be in a position to meet demands by depositors. This 
has been the condition in recent years. 

In an effort to maintain a liquid condition, commercial banks in 
rural communities now specialize more in short-term loans and other 
institutions take care of less liquid loans. The Federal Land Bank and 
Minnesota Rural Credits Bureau, for example, specialize in long-term 
farm mortgage loans, :-mel local banks make fewer farm mortgage loam, 
which, as a rule, arc considered non-liquid loans. Agricultural credit 
corporations have been organized in some communities in Minnesota 
for the purpose of handling livestock loans by rediscounting the farmers' 
notes at the Federal Intermediate Credit Bank, in St. Paul. Implement 
manufacturers are extending credit for periods up to three years to 
farmers purchasing machinery. In other words, there is a tendency 
to develop specialized institutions to handle certain types of loans and 
the commercial bank in agricultural communities is becoming more and 
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more an institution that serves the farmer by granting short-term credit 
for farm operating expenses. 

In June, I9JI, forty banks in northwestern and southwestern Min
nesota were visited, and information was obtained in regard to their 
loans to farmers. The average amount of loans and discounts per bank 
was $355,833, of which $24I,974, was loans to farmers. Table 8 classi
fies the agricultural loans of these banks according to security and gives 
interest rates prevailing. 

Table 8 
Agricultural Loans of Local Banks Classified According to Security 

Security 

First mortgages .................... . 
Second mortgages .................. . 
Personal notes, not en dot sed or secured 
Personal notes, endorsed ............ . 
Chattel mortgages ..........•........ 
Other security ..•...•...•.......•... 

Average amount per 
bank June, 1931 

$ 45.914 
953 

68,545 
3,885 

1 x6,o27 
6,65o 

Prevailing rate 
of interest 

per cent 
6 
8 
8 
8 
8 
8 

The farmer who can present a strong financial statement and who 
is a good moral risk, in most cases can borrow from banks for farm 
operating purposes on personal notes without security, but if a farmer 
is not in this fortunate condition, banks usually demand specific security 
or make no loan. The usual security is a chattel mortgage. Fanners 
heavily in debt, who can not give security, find it impossible to borrow 
from banks under present conditions. The ruling interest rate on all 
loans except first mortgages is 8 per cent, altho a few banks indicated 
that some farmers who were good risks could borrow at 7 per cent. 

Agricultural credit corporations, either as subsidiary organizations 
to local banks or independent corporations, merit consideration as a 
means o{ improving the credit facilities for farmers, particularly for 
the purpose of financing livestock operations. These corporations re
discount farmers' notes at the intermediate credit banks, which were 
established by Act of Congress in 1923. There is one bank in each 
of the twelve federal land bank districts, the state of Minnesota being 
serred by the Federal Intermediate Credit Bank, in St. Paul. Inter
mediate credit banks do not make loans direct to farmers, but discount 
farmers' notes to local banks, credit corporations, or livestock loan com
panie'l.1 The amount of rediscounts by local banks has been very 
small and, with the exception of direct loans to co-operative marketing ' 
associations, the activities of federal intermediate credit banks have 
been confined largely to rediscounts for agricultural credit corporations 
and livestock loan companies. On June 30, 1931, the Federal Inter-

1 
In discounting a note the interest is collected in advance, that is the an1ount of the 

Pnnclpal is advancld less interest for the time of the note. 
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mediate Credit Bank in St. Paul, reported loans to co-operative mar
keting associations of $2,960,608 and discounts of financing institutions 
of $7,28I,SOS, or total loans and discounts of $I0,242,II3. The capital 
stock of the bank, amounting to $5,ooo,ooo, was subscribed by the 
United States Treasury of which $2,ooo,ooo has been paid aud 
$3,ooo,ooo IS callable. Additional funds for loans are obtained by the 
sale of debentures (short-term bonds of the intermediate credit banks), 
the maximum amount of debentures being limited to 10 times the paid
up capital and surplus. With a sufficient demand for loans and discounts 
on approved security, such loans and discounts could be expanded to 
approximately $6o,ooo,ooo for each of the twelve banks. There is, in 
other words, unused lending capacity in the Federal Intermediate Credit 
Banks which, with proper organization of credit corporations, could be 
used to advantage by farmers. 

Agricultural credit corporations are incorporated under state laws 
and must have a minimum paid-up capital stock of $IO,ooo to be eligible 
for rediscounting with the intermediate credit bank. This stock is pur
chased usually by stockholders of the bank if it is a subsidiary to a 
bank, or by local business men and farmers if it is independent. Re
discounts can not exceed IO times the capital of the credit corporation 
and are usually less than that amount. Loans to farmers are secured 
by chattel mortgages and in applying for a loan the farmer must 5ub
mit a detailed financial statement. In some communities of Minnesota 
it seems likely that the formation of credit corporations would aid the 
farmers by relieving local credit stringency due to commercial banks 
being unable to provide the ct·edit needed. Besides meeting an emer
gency, the corporations would have a permanent place in financing live
stock production. 

SUGGESTIONS ON USE OF CREDIT BY FARMERS 

Mortgage Credit 

lt is now difficult to secure mortgage credit unless land is pur
chased. Those who have land to sell usually are willing to take a 
mortgage on a farm in order to make a sale. Institutions that hold 
farm mortgages usually are willing to renew mortgages if there is a 
prospect that they will be paid eventually. 

In obtaining a new loan, it is desirable to have it on the "amortiza
tion" plan such as the Federal Land Bank and Minnesota Rural Credits 
mortgages. For example, a loan for sYz per cent may be paid oi1 in 
34 years by paying 6Yz per cent per year on the original face value of 
the mortgage. This plan does away with commissions and other ex
penses that go with renewals. It also does away with the possibility 
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of a forced sale due to inability to renew the loan. The following table 
illustrates how a $r,ooo loan at 50 per cent interest may be paid in 
69 semi-annual payments of $32.50. Table 9 shows how such a plan 
gradually reduces the amount of the unpaid principal. 

The first payment of $32.50 consists of $27.50 to meet interest for 
the first six months and $5.00 to be applied on the principal. Each pay
ment on principal reduces the amount to be applied on interest so that 
in the later years of the contract a large proportion is applied on prin
cipal. Thus, the sixty-eighth payment consists of only $I.7I for interest 
and $30.79 to apply on principal. This table illustrates the power ofl 
small regular payments to extinguish a debt. 

Table g 

Amortization Plan for $x,ooo Loan; Interest 5~ Per Cent; 
Semi-Annual Payments $32.50 

Payment Interest Principal Balance 

················ $27·50 $ s.oo $995.00 

················ 27.36 5·14 989.86 
3 ................ 27.22 5.28 984·58 
4 ················ 27.08. 5-42 979-16 
5 ················ 26.93 5·57 973-59 
6 ················ 26.77 5·73 967.86 
7 ················ 26.62 s.S8 961.98 
8 ................ 26.45 6.os .955·93 
9 ················ 26.29 6.21 949·72 

10 ················ 26.12 6.38 943-34 

20 ················ 24.13 8.37 869.02 

30 ................ 21.52 10.98 771.54 

40 ................ r8.1o 14·40 643-68 

so ................ 13.61 18.89 475-96 

6o ················ 7-72 24·78 255·97 

68 ················ 1.71 30·79 31.56 
69 ················ o.87 31.56 

Every effort should be made to meet all financial obligations when 
due but if it is impossible to do so the creditor should be so informed in 
advance and be advised when payments can be expected. The borrower 
should always realize his responsibility to creditors and make plans for 
meeting financial obligations promptly whenever possible. The mort
gaging of execution-exempt property, however, in order to pay interest 
and taxes may be unwise from the stancl:point of the borrower. The 
law provides that a man is entitled to keep a certain amount of the most 
necessary property. In Minnesota the law specifies that creditors can 
not take certain items if they are kept free of mortgage. 
. Instances have come to our attention where as a result of mortgag
tng execution-exempt property in order to pay interest, farmers have 
lost not only the farm but all their personal property. If they had saved 
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their execution-exempt property, they would have been in a position to 
start again as tenants in a modest way.2 

If the farmer finds himself drifting into financial difficulties he will 
find competent legal advice helpful in ascertaining what his rights a~·e 

under the law in matters of this kind. Important legal papers should 
be examined by his lawyer in advance of signing by the farmer. 

While land is selling at a low figure at the present time, a tenant 
usually will find it wise to defer the purchase of a farm until he has a 
good outfit of personal property free of debt, and money for a substan
tial down payment. In addition, he should have an adequate cash re
serve for operating expenses. In buying a farm whose buildings need 
repairs, or needs wells or other urgent improvements, the buyer some
times can get the seller to make the improvements and include the cost 
in the purchase price. In this way, long-term mortgage credit is secured 
for the improvements, otherwise it would be necessary to make short
term loans at high rates or, perhaps, be unable to get the money. 

Short-Term Loans 

In making short-term loans, figure carefully-first, as to whether 
the loan will add to the profits of the farm business; second, if the 
loan is to be made, are the terms the best obtainable. In figuring the 
possible profit from a loan, it is well to remember that breeding stock 
deteriorates with age and that machinery wears out. One farmer re
cently told us: "In the spring of 1931, I was considering the purchase 
of a tractor, but a fier figuring the interest on the investment, deprecia
tion, and operating expenses I decided that I could run my farm with 
the present equipment by hiring a neighbor to do some tractor work 
for a few days during the peak loads. An additional advantage of this 
method was that I had my resources left for other urgent needs." 

If a farmer decides to purchase machinery or livestock, it is im· 
portant to get the best possible deal. Usually the cash customer can 
make a better deal than the one who asks for credit. This may appear 
in the form of a discount for cash or it may be covered by a more gen· 

2 The following is the principal execution-exempt property allowed by Minnesota law: 
a dwelling house with eighty acres of land provided the land is not located in an incorporated 
city or village, 3 cows, ro swim:, a pair of horses or mules, 100 chickens, so turkeys, zo 
sheep and the wool therefrom, either in raw material or manufactured form, in yarn or clotb, 
food for all the stock previously mentioned for one year, one wagon, two plows, one drag 
and other farm utensils, including tackle for horses, not exceeding $300 in value, provisions 
for the debtor and his family necessary for one year's support, either provided or grO\VIflg 

or both and fuel for one year; necessary seed for the actual personal use of the debtor for 
one season, not to exceed in any case too bushels of each of wheat, rye, barley, potatoes~ 
oats, flax, corn, and binding material sufficient for use in harvesting the crops raised fro~ 
such seed; family pictures, school books, or library, and musical instruments for the use ~ 
the family, all wearing apparel of the debtor and his family, all beds, bed sheets ru1d be· 
ding, all stoves, cooking utensils and other household furniture not exceeding $soo 111 value; 
and the earnings of the minor children of any debtor except for debts contracted for tbe 
benefit of the child. 
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erous trade-in allowance for second-hand implements. In computing 
the interest actually paid, not only should the interest charge be con
sidered, but to this should be added any discount for cash or extra 
trade-in allowances and financial service charges. Figured on this basis 
the purchaser may find that he is paying I2 to I7 per cent, while the 
rate mentioned in the contract is only 7 or 8 per cent. 

Farmers replying to our inquiry reported that on the average there 
was a saving of 8.4 per cent by purcha:-;ing tractors, trucks, and auto
mobiles for cash; 7.8 per cent on other implements; 44 per cent on 
groceries; 5· I per cent on clothing; 4 ·3 per cent on purchasing feeds 
and seed for cash. With a nominal interest rate of 8 per cent, this 
would figure out a total interest rate of 12 to 16 per cent. If these 
people had realized that they were paying these rates, they likely would 
have decided to do without some items rather than to buy on credit. 

In the case of installment purchases with monthly payment~, one 
should keep in mind that the money is borrowed on the average for 
only half the period of the contract. In one typical case that came to 
our attention, the unpaid balance was to be paid in twelve monthly in
stallments of $37 each, or a total of $444· A cash 1_:>ayment of $410 
at the time of delivery would have settled the bill. This makes a pay
ment of $34 for a loan of $4I0 for an average period of six months 
or a rate of over I6 per cent. Sometimes such a loan is spoken of as 
a loan for one year, but after the first month, one is no longer borrow
mg the first payment of $37· After the eleventh payment he is only 
borrowing $37. On the average he is borrowing about one-half of 
the loan. 

A person lacking funds to pay cash often can effect savings by 
borrowing the money from local banks or credit agencies for purchase 
rather than to buy on credit. In this way he gets the beneftts of cash 
prices and avoids service charges and other methods of getting more 
than the legal rate of interest. If he can not pay cash or borrow from 
the regular financial agencies, he should make every effort to defer 
purchases until he can. 

Borrow Only for Productive Purposes 
It is, perhaps, unnecessary to add that a farmer ordinarily is headed 

for trouble if he borrows for other than productive purposes, that is, 
for the purchase of needed land, seed, feed, or equipment. He will get 
much more enjoyment out of n9n-necessities, if their purchase is de
fen·ed until he has the ready money. 

Sickness, floods, drought, and hail may at times make it necessary 
to borrow for living expenses, but the less he uses his credit for such 
P~rposes the better will be his opportunity to obtain such loans if dire 
Circumstances should make it necessary to borrow for such items. 


