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uSES OF THIS IlEPORT 

This report is the third in a series 011 "Scope and .l\Iethod" of 
research in the various .:mh-nt'lds of agricultural economics and rural 
sociology. This series of reports is part of a program of assistance 
to n.:sl,otl'l'h ill tile's\.' ti<.·ld .... upon \\'hi<:h the Au\-isory COlllmittee on 
Social awl Ecollultlic Heseal'eh in ... -\gricultnl'e. St·t forth ill 19i5 
umier illstl'udioll hOIil the Social ScicIlce Hesctlrch Council. Each 
]'('}H1d "ill umlertake to outline the nscareh of sOllie sub-field of 

agrieulhlf;tl ccollomi!:s or rural sociology and then di~cuss the 
problems in methodology that arc peculiar lo it. The uutline of any 
slIb-fidd will be ill large part ill terms of a listing and discussion of 
spt'citic ri:."';(,HI'ch projeds that han· b(-'l'H undertakell or might be 
umk'dakell. 1I1'!lCt' tht, di~clJssioll of llldhodolog'y will be largely in 
trl'ms of spccitie projects. 

It is t'xlweh,d that thest.' reports will be usdul in the following 
ways: l;~irst, directors of experiment stations and chiC'fs of di"isions 
of agricultural ~eollolllics ilnd of l'Ul'al sociology ill lund-grant 
institlltiolls ill the t~ ni ted Stll tes, and persons similarly responsible 
fur din'dion of the r(,search in agricultural economic:; and rural 
sO('iology in other typc~ of institutions, will nud the outlines of the 
variolls suh-ti(·l!! ... of IlIUl'h help ill laying uut continuing programs of 
research fur their institutions. Set'oml, indiyiuu:d r('scarch workers, 
gnuJuate shuic-nts Jooking for thesis subjects, and teachers con­
duding rCSt'<IlTh S('lliinal's, as well as the agcBcil.'s above named, 
will nwl the listing and discussions of projects hdpful in choosing 
suitable rcs(.'an'h proj<.·ds. Third. the deseriptiulI:O; of research al­
rC'udy done will SH\'(:' research workc'rs frOI\l duplicating other work 
and help them to find a way of building upon it succcssfully. Fourth, 
the diseussioll of the nature of fI. project and the qllalitatiH~ hack­
ground \\ill reveal the hody of the subject-matte}' which needs to be 
mllsh'l'('d fur its inte!!igt'nt prosecution. and the difficulties ill\'oIH~d, 
and thus sa\"(' 1I1111ly research workers frOll1 launching forth upon 
pr0.ll't'fS for whieh they han' not ,n·t qualified th(,llIi~('IH·S. or whit'll 
IWI \' he too difficult for all hut tilc elws('11 few. Fifth. the allahsis 
of 'Illethodology will furni.·dl a lJasi~ foJ' a lllore int('llig'cnt rleci~i()n 
as to the IH'O('edurt,s illld HII,-·HlOds which \, ill kad to ",did and u;o;ahle 
r('sult:" Si~th, the rli~(,I1,,:->ioll of HH'th()dolo~y will also ",uggest h<'lpflll 
de,"ins ill il'chniqul' awl dt'tails or pl'"occd.lIl'-(' that 1llight not othc'r­
wist· be hrollgh~ to till' att(,Iltion of thc- rcscarch workers. Sl"Yellth. 
th" dis{'us"iono;. of h'1lh S(,oPt' and Ilwlhods will UlHh' clear to those 
m'g<llliz:ng j'{'S(';II'ch ill any odd the ('olltrilmtions whieh workel's un 
ddrcl't'llt ~uh.i('cts lw\'(.' to offl'r to it. and point the wily to the fonn 
of ('oll<liJoration Il('f'{kd, 



Research Relating to 
Agricultural Credit 

--Scope and Method 
The volume of borrowings hy fanners in the past two d~cadcs 

has reached levels far (oxcccding those of any preceding period in 
the history of the country. It is estimated that farm mortgage 
loans in the l:nited States rose from $3,a:W,no,ooo ill 1910 to 
$7,857,700,000 in 19:W and to $!),1()8,5:l(;,OOO ill 1928 and that in 
1923 the lolal volultle of persollal and collateral loans to fanners 
amounted to $3,000,000,000. (Estimate. by the Bureau of the 
Cellsus and the Bureau of Agricultural Economics.) Although the 
volume of loans of t1w latter type is bpjie"crl to have declined since 
1924 (partly through refunding into longer-term loans), it stiU 
stands at a vcry high kyC'1. Agricultural ecollomists have heeome 
greatly interested iu these d<."oeloplll('nts and their effects on agri­
culture. but ha,'c not thus far undertaken manY research studies in 
this field, and most of th()sc unci(>rtakcn thus fa I: are introductory in 
nature. It is l'vid('nt that H ('ollsiuerablc fidd for wOdhwhilc' re~ 
search exists in more int(,llsi\'{~ studi('s, such as of the effil'il'flcy. Of­

ganiza.tion, diyision of fUl)dion!;, scale of opl'rations, ami ad<,quacy 
of the institutions handling agricuituraJ credit ~ of the t.'retiit market 
as relating' to agril'ultllral loans, of the I'dations of national monc­
tary policies to llgri('ulturlll conditions, and of the possibilities Ilnd 
limitations of the profitable use of credit in the priyatc economy 
of individual farms, 

OHJECTI\'ES 

The purpos('s of the pl'C's('nt report are: To outlinc the field 
from the point of "iew of 1'<,'search; to indicate its place in the 
general framework of economics and agri(~ultul'al economics, point­
ing out relations to Ot.h(T snbdiyisiolls of the fidel; to outline and 
oriC'Ilt the research ahead \' dOllc ill the field; ano to anahze the 
mdhodology of a nnlllbrr ~f <:ar('fully sdel'tcd" projcch. ~ 

It is thought that. this will make aHl.iluble to those undertaking 
research in this field Hluch of tht' ('xpf'ricllcc Wliucd from what has 
already been uone as to possihle approlH'hcs and methods. It is 
hoped also that as a result of it the various ag .. ~ncies engaged in 
agricultural n:scarch will be stimula trd to und('rtake a larger and 
more carefully (:onsidl'rcd bo(ly of rl'sC'arch relating t.o ngricultural 
credit. 
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DEFIXI1'IOX OF THE FIELD 
(By i\I. H. Benedict.) 

There is no hard nnd fa~t hue of demarcation separating agri­
cultural (Tedit from credit used in othcr' types of business. ~Ioney 
loaned. to merchants on their slocks of goods Illay in fact be crl'dit 
which enuhles the mer('hant.s to defcl' collections from farmers. :Manv 
of the loans made to tf'l'minal market dc-aiel's in agricultural product~s 
would other\\ise have to be made dil'ectlv to i'armcl's or farmers' 
organizations. The salC'5 of secllrities b~~' farn' machinery cumpa­
nics, farm mortgage' companies, and f('rtili~(T companies may be 
partly or wholly indil'ect loans to fanners. EY(~n the financing of 
international trade may im'oh'(' a form of agricultural credit. Thus 
the problem of financing the prududion and handling of agricul­
tural products touches nearly all phases of' the cl'edit structure. 
Agricultural credit then docs not constitute a field apart from 
studies of the general field of monetul'..'" theory, monetary phenomena, 
and financia1 organization. Justification for separate treatment of 
the agricultural phases of the field lies in the special knowledge which 
much of its study requires as to agricultural affairs, agricultural 
technique, and the special exemplifications of the principles of 
economics in agriculture, It is significant in this connection that 
separate institutions hayc· heell developed for the handling of some 
forms of agricultural cl'cdit. It is also true that those l"ho do not 
have a primary interest in agriculture are likely to slight the agri­
cultural phases of the gelleral suhject of credit. 

For practieal stud)' and consideration we may differentiate agri­
cultural credit somewhat arbitrarily as consisting of the following 
types: 

1. 

2. 

3. 

.J.. 

5. 

Cn.,dit extended for th~ pUl'chase, improvement and rental 
of farm real estate. 
Credit extt'llded for the purchase or rental of farm equip­
ment including lin'stock. 
Credit extended for the current operating expenses of 
farms, such as the purchase of feed and supplies, the hir­
ing of labor, the paYlllent of taxes. etc. 
en.'dit extended for the processing, storing'. and marketing 
of fanu prodlH.'ts so long as control remains in thl' farmer's 
hands or as the farmcr rdaint> an {'lJuity in tilt· }Hoduct. 
Credit cx.tr'nded to fanllcfs for the llIuintt'nance of them­
seln·s Hnrl their families and for the purchase of .. articles 
of family usage not ess('ntial to the conduct of the farm. 

Xaturc of agricu.ltural crc(lit. 

Loans for Uu.' purpose's intlit'tdl'd above arc, fot' the most part, 
reiati\'('iy small ill si7.e (exccpt SOlliC of those indicated under 4). 
They iJwoln~ l'I.!latively unstamial'dized se('urity charactt'rlzed by 
wide variations as to iIll·ome~producillg ability, quality of manage-
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ment, salability, and accessibility. Hence rather spc(:ializeJ ma­
chinen' is needed for handling them. The risks invoh'ed and t.he 
large; per-dollar expense of handling and supen-ising tend to hold 
tne general level of intl'rest rates for agricultural loans at a higher 
lcyel t.han that prevailing on loans made to city husiness men. 1 

One of the outstanding charactcristics of these small agricultural 
loans is the closer tie-up with fatuity aft'airs and famil.v progress 
than is usunllv the (,,1St' wi.th loans to cit y husinC'ss men, ~IOl'al re­
sponsibility 0;' irl'CSpUllSibilil..\·, IJ.aying o~tJ' of loans as a means of 
accumulating sa"ings~ horrowing for consumption purposes with­
out detinite provision for regular repayment, dedudions for family 
living prior to payment on loans, loans from one relative to another, 
etc" nIl enter lal~gely into agricultural credit. The maintenance of 
the farm family constitutes so large a pad of the farm's produc­
tiun t.>xpellse that. production and consumption credit often are not 
clearly defined or separated. Of similar import is the fact that 
many farm mortgage loans are contra('ted, not as ordinary loans, 
but as settlements with other heirs who have inherited the land 
jointly with the borrower. 

In general, the turnover of capital in agricultural production is 
much slower than in most city industries, and the perc(>ntag~ of 
fixed to total (~apital is also Itu·ger. This affects to a considerable 
deglec the re1ati,-c liquidity of the two types of ]oalls~ One reason 
for the foregoing is that agriculture has Inueh Jess than city indus­
tries of divisIon of production into stages which are carried on bJ 
different illdividuals and firms. 'I'he outstanding example of this 
division in agricultural produdion is the scparation of the growing 
of feeder cattle and lambs from t.he fattening of them. Some ten­
dellc), toward closer union of the stagc·s of produdion is noticcable 
in city industries, hut it usua11y takes the form of integratiJlg dif~ 
fercnt cntc'rprises under one financial control rather than a complete 
unifica tion of operation. 

The ri~k ek'ment is murt' impodant in agricultural loans than in 
other tJP(~S~ both HS to production ri:.;k:; and as to price risks. Pro­
duction risks ill the forIll of adn:rse w('uther conditions and of plant 
diseases and insect pests make the estima.tes of the amounts of 
product whi('h ('an he tlllticipated from giYen inputs much more un­
certain thnl1 sitililfll' ('s1imates in most city industries. Partly as f1 

result of these risks, prices for agricultural products are likely to 
hc mOI'C' C'l'I'atic than thosc of industrial products. especially those 
for which the yolumc of production is relatively controllubl€. 'Thus, 
either too huge or too smrdl H erop is likely tv milk!' the meeting 
of financial obligations difficult or impossible O\<er considt'rnhlc areas, 
Such widl'spr('ao risks are H101'€ diffi('ult probl('ms in the set-up and 

(1) The exceptions to this Hi(~ th(' larj!e loans marle in re<:("nt years to some 
of the lar;re farnlf'T-OWnf'd ('(}-.opprativPH< Rut thNIl' are larg"e loans, very 
similar to flHlny of the loans to dty bllsinl'~'iSCS as to methods of handling. The 
method of securing them may difff'r somewhat in some ('ases. 

5 



man<tgl...·Jl]put of (;i'l'dir ag'c']1ri('s than are the risks which vai'y nlOr~ 
from indiviJual to illdiyiclual. 

::;upplies of cn,dit for agricultural loans, and the accompanying 
inten·st rates, lIaturafJy cannot move entirelv without- referellce to 
t:l'(.'dit suppli~s llnd inr-tTcst rHte~ fur illdustry in general. There 
are. /tmH'HT, 1'a till.'!" marked differences Letween agriculture and in­
dust ry ill the Ila haT (lnd f iming uf the fe·sponses to business cycle 
phl'lltJllll'IlH Wllidl warrant more' study than they haye so far re­
cciycd. These grow O;J t of the 1(,5:;l-1' degrt:'l' of liquidity of agricnl­
tlInd /ll:;seis. tIll' !ollgC'r (l'nn of tlll' eu:;.tulllarv loan clijrcJ'cn('('~ in the 
nature (If the dc·malld ('urn'S of Illost hgl'icuitnrai protluds as com­
}Jared to tho .... e of lHlllly of the imlu:-;trial product3, and ditIerenees in 
til\.: n-~ptHlSl'~ of ".op1'ly to price iJl the two gl'oups. 

Th('l"(' i::; Ileed for It morc carcful iUl>utiticatioll and rnC'll,sul'ing 
of the l'j!-lhS ill\'ohl'u ill ilg'1'icultul'al pl'o:ludioll and llW rkding- l Loth 
physical HUrl. ('conomi(' l'i:;ks, in t/wil' IX'Hl'ing all crf'uit usC' and the 
cost of credit; :_dso for a much ful}c·}' comddcl':ltiotl) for individual 
farm units~ of the effeds upon phssi('al output, upon gross income, 
lind upon nd ineollll' resulting frotH tilt' lIS(' of capital and labor 
Ulldl'l' giy('!"\ condit-iolls; in other words, upon the ad\'isability of bor­
rowing more or less than is now borrowed. 

Rtlu!;oll., to other fields. 
The ('on::;idefations last mentioned hring the field of agricultural 

credit into ",'ry clos(' rdation to and u.cpCnd(>llce on the fidd of farm 
mUIHlgCIl\t'nt, since most of the information there indicated is farm 
manllgrment information. Farm manllgement studies need, on the 
other hand, to take more acconnt of the efccli"t pllll.scs of the farmer's 
probleJll~ .silJce t ht., eit,lUges suggested as a rC.'iul t of farm manage­
owut sturlie's often imply the USl' of larger amounts of capital. 
\Yhdher this c.an be obtained depends usually on the credit load 
aln'lldy carried. the ddillitellcss and certainty of the expected ad­
-\'alltagcs~ <md the methods, the legal and economic Set~\lp) and the 
('ontrol of the (Tcdit aO·i~IH..·i('s, 

A dose relationship ;7lso ('xi.sts bchn.!{·n land utilizat10n and t('llUre 

and agrin.dtul'al C'n.:dit. Hatcs of jl1tl'n~st nod the availaoility of 
ertdit mlly Hfl'ect m:ltt'l'i;dly the protitahkll(,~s of gin·n deYdop­
n!('nts in the way of dl'ainage, 1nnd dearillg and, irrigat,jon, and 
!t('IH'C Hal ll~l'S to "hi('1! lillld is put. The builJin~ of barns and 
stocking with livcstock in one-crop al'CRS may Jikc\Yis\.' be materially 
at1'c("t('ct in tilt' "';,llllC way. EH'1l the intl'odudion of the large-scale 
maeiliw.'n· whieh in rcccnt H:llrS has altered so much the ut.iliza­
tion of s~nli-al'id li.lld l"l'cult-Iy dqwlld:'i to no slllall uegl'ee upon the 
Ilvailahilitv and ('ost of cl'(·(lit. :'\early all land plIrcha.<;.e invoh'cs 
rather ext~'nsiy(' use of (Tl'dit and is therefore affected by the interest 
rate~1 the availability of cl'cdit~ the margins or owner's equities re­
qtlTI'C'd, and the lengths of the louns and their methods of repay­
ilh:'nt. Land valuation and appraisal likewise have a dose tie-up 
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with agricultural en,dit; sinn;' the siddy of loans, the practical 
p~rcentages ll'hieh loans may show with reference to appraised 
y~t!ut'.s. and the inb:r('st rates necc~snr'y to draw funds for such loans 
depend to a considerahle extent upon till,' accuracy and general 
R('('C'ptancc of such valuations and appraisals, 

The lllarketing of farm products is interrelated with problems 
of agricultural credit in thn'l' important l't'spt'cts: first~ in loans to 
g'l'O\\:{,l'-eontrolJc.d agl'icultural mal'kdil\g ilgc1Jl'iC's; s('comi. through 
the gl'o\ving tcnd .... tl<'y for Co-op('r(di\'l~ lIlarkding associations and 
t"'en -[or some' private marketing agcllcies to extcnd production credit 
to their patrons ~ and thirrl, in the important policy problems in­
,'o}v('d in dd('rmining lhl' extpnt to which credit is to be used in 
cxtemling the prriod of salC' and in influendng the ayailability and 
cost of such cr(,dit, 

1\'ccdJe"s to state, agricultural credit and insnrance have much 
in common. The subject of risk is tn'a ted only briefly in tht.' pre­
sent r<'port, being handlr-d more in detail in tll(' rCpOl't on Insurance. 

A phRSe of the credit problem scarcely touched as yet lies in the 
etTcds of the liberal or non-libel'al extension of c!'('tiit. for agricul­
tural produdion upon the volumes produced and the prices of agri­
cultural products. Xor havC' the effects of credit curtailment upon 
the rate of marketing farm products in periods of stringency, and 
the consequent effects upon prices, been yery much inyestigated. 
Considering the reverse channel of causation, the stuhility of prices 
and the leyd of prices of agricultural products or of any given 
product harc much to do both with the volume of 1nddJtt'dnes~ 
incuned by farmers and with their ability to wed thest' ollligations, 

The l'clatlYc ac'mands for cnpital, labor, alld land af}'pct mate­
riltHy the ecoJlomic .sjtua~ion of the fnrme1'1 silH:e tI large part of 
his oWTleo resour('C's ('O)lSlsts of tlH' JabOl' of himsC'lf am1 fami]y. 
A challge in the amount of ('apital demandt'd III A'in~n rates in oth~r 
iudu.'"itric·s or a change in tbe rate of ac('ulllullitioll will tlwrdore 
at1t'd the marginnl yt-duHtion of the diHl".f('nt fadors, and therefore 
thc' rdatin.' portions going tn the- farnlC'), :l.S pa),HI('nt for his own 
ami llis falHih"s lahor, for the USi.' of his land. find for the use of 
his capitn!. 'Thi:; rchtioflShi[) :1" important bC'cause of the wide­
spl'<:::d tendency to ('valuate bml on II IJ!tsis other than that of its 
currC'llt ca.sh returns and thrn to horrow on it as sP('urity funds 

. for which the preyailing ndC' of intefl'st mmd he paid. 

The points of dew. 
The problrHls of this fiC']d IllHy he looked upon from two prm­

cipal points of vlcw: (1) that of th() cntrcprC')wuJ'ial dements of 
the credit agt'nciE's which pro\'ide the type!l: of credit indicated above" 
oml (2) th"t of the users of such credit. 

From the first standpoint. tlw ('oncC'rn will he with methods of 
reducing costs of handling Hlle]} l<Hlhs; with the aO\'lllltag(' to the 
abil.)fU'Y from hamUing types of loans ann l'(·latcd lines of activity 
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which .upplement or complement each other; with the factors which 
will affect the spreads or margins which these agencies can obtain; 
with the effecls of different levels of interest rates upon the volume 
of loans; with the possible fields for increasing loans; with the risks 
of loss to the loaning agencies in various types of loans, both those 
now being made aud those in new fields of activity which might be 
developed; with the affects of given central bank and governmental 
policies upon the agencies handling agricultural loans, etc. 

The users of credit are also interested in the efficiency of the 
handling agencies and in the poss~lilities of lessening their costs. 
In addition, they are interested in 'the relative advantages of dif­
ferent types of agencies as sources- -of loans, in the relative risks 
of loss to them in using loans of given types and amounts, and at 
given rates of inlere5;t; in the effects of various terms and methoo8 
of repayment upon the ease of carrying loans, the rapidity of liquida­
tion, total costs, etc.; in the number of loaning agencies needed to 
provide efficient credit service; in the effects of governmental and, 
central bank policies upon the prices of agricultural and other 
products. 

A third but less definite viewpoint may be distinguished, namely, 
the interest of the public in agricultural credit, which takes the fortlli 
chielly of concern with the effects of agricultural and general credit 
policies upon agricultural incomes and welfare, with the effechof 
the level of interest rates, the liquidity of credit for agriculture, and 
the loaning policie. of agricultural credit agencies upon the expan­
sion or contraction of agricultural production, and consequently 
with supplies and prices of agricultural products. 

It will be seen that these three viewpoints have much territory 
in common and that studies proceeding under anyone of them will 
develop considerable material of value in the others. In the present 
outline, however, the viewpoint is primarily the second one discussed, 
namely, tkat of the users of agricultural credit, although important 
phases of both the other lines of interest are developed. 

BASIC PRINCIPLES AND CONCEPTS 
Production Credit. (By Norman J. 'Vall.) 

The credit requirements of the farmer are usually classified &8 

being of .hort, intermediate, or long term. In actual practice, the 
.second of these is difficult to distinguish, and the classification that· 
proves most workable is between: (I) Production Credit, with which 
i. usually associated a short-term maturity, and (2) Capital or 
Mortga~ Credit, which is associated with a long-term maturi~y. 
'This latter classification will be employed in the following discus­
:sion, although some reference will also be made to the intermediate 
type. The laUer type represents a form of semi-ca.pital credit, inas­
much as it is utilized in financing operations which do not usually 
result in a liquidation of the advances within the period which charac-
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terize. production loans. Advances of thi. character are frequently 
made on the ba.is of short-term maturitie. and renewed. Hence the 
period for which the loan is made does not afford an adequate indica­
tion of the intermediate charactAlr of the advance. Frequently, too, 
loans made for production p\lrposcs develop as a result of unfavor­
able conditions into an advance which is intermediate in character.1 

In considering the first classification, production credit, it may be 
said that the supply necessary to meet such requirements is fur­
nished largely or entirely by the farmers them .. lves. Through the 
agency of the local country bank, the current fund. required for the 
operations of the various individuals are pooled to form a revolving 
fund from which credit is extended to those borrowers in the com­
munity who can meet the established loan requirements. In addi­
tion to this accumula.tion of current operating funds~ the revolving 
loan fund comprises the savings of the community which have been 
placed in the bank in the form of time deposits or as savings ac­
counts, and also the funds. which are contributed by the individual 
stockholders in the form of their capital stock investment.' The 

(1) An additional class, Marketing Credit. would need to be added to make 
the discussion confonn to the outline of types given in Dr. Benedict's statement 
ahove. But this would complicate this analysis more than is advisable. In 
practice, also, most of such credit is not advanced to grower-controUed agen­
cies, and hence belongs under the head of commercial (·redit. 

(2) Editor's Note: Difference of opinion has developed among those work­
ing 00 this report as to the degree in which the loan fund of an agricultural 
coIDlllunity depends upon the locally accumulated savings. The observed large 
geographic differences in the rate of interest on short loans may he due to differ­
ences in risk, liquidity, etc., or to a failure to achieve a nation-wide supplr-dcmand 
credit adjustment in the short-loans ma.rket. No doubt both factors are signifi­
cant. In the opinion of Dr. Benedict and others, the first is the more signifi­
cant. Mr. Wall places somewhat more emphasis ltD the second: Not a great 
deal of puhlished material on inter-bank borrowing as between agriculturaJ 
and non-agricultural areas is available. It is probable that the true situation 
in this respect is somewhat obscured in any national studies because of the 
inclusion of 'both capital surplus and capital de-tiC'it a~rkllltural arf'as. TheM" 
is discussion of this question in L. L. V,;'"a.tkins· "Bankers' Dalances," McGraw­
Hill, 1929, especially pp. 151-204 .. Mr. Wall has pointed out that a deficiency 
of funds for short-Joan purposes in any given community may be met in part 
at least by long-term borrowinbrs, thus bringing into the community funds which 
wi.ll increase its abilih to meet short-loan demands. But he does not believe 
that deficiencies in funds for short-term loans are ('ommonly supplied by inter­
bank borrowing. His further comments on this point are as follows; 

'''l'he importance of this outside assistance has undoubterlly been over­
emphasized in the current texts upon money and banking. As a matter 
of fact, its importance has been gradually diminishing over a period of 
years, and outside of certain areas in the South it is relatively unimportant 
as a proportion of the aggregate funds utilized in agricultural communi­
ties. Furthermore, the channel of credit which is assumed to exist, for in­
stance, hetween the farmer and the Federal Reserve Banks. is not a source 
of credit from the fanner's standpOint, but is primarily a relationship 
existing between the country bank and the Federal Reserve Bank. This 
relationship is influenced more by the operating resenre pOSition of the coun­
try bank than any necessity of supplying credit requirements of the farmer 
customers. This particular subject has been given attention by the Federal 
Reserve Board. While connected with their Division of Research and 
Statistics I personally devoted considerable of my time to this SUbject, as 
well 88 to bankers' balances. On the basis of the infomlation lor the more 

(Footnote 2 continued on Page 10.) 
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inadequacy of the country bank in meeting the local requirement", 
for production credit is dependent upon three main factors:' 

1. The type of farming program. 
2. The loan policy of the babk. 
3. The stalus of the communit,'s economic development. 

Mortgage Credit. (By Norman J. Wall.) 
Agriculture is faced with materially different problems in con-" 

nection with the second general classification, capital or mortgag<" 
credit. Unlike the facilities utilizqd in providing production credit 
requirements, the system of finan.ing based upon the security of 
farm real estate .is chiefly dependent upon sources of credit outside 
the community. The financing of such long-term loans likewise in­
volves a different set of financial institutions, and the volume of 
credit !lnd the terms upon which it may be obtained are more sus­
ceptible to influences arising out of the general business and financial 
situation. Due to the fact that agriculture i. characterized by a 
high ratio of fixed capital investment in proportion to the value of 
its current annual output, with a resulting low rate of net income 
upon the capital investment, the accumulation of savings sufficiently 
large to amortize the cost of a farm is a relatively slol" process. 
Except in well established communities with a considerable volume­
of accumulated savings, therefore, the problem of securing credit 
with which to improve farm lands and to finance the purchase of 
farms by new owners is largely dependent upon a source of funds 
outside the individual community. The two main factors influencing 
the supply of mortgage funds are, therefore, the relative supply of 
savings available (or inllestment in the country as a whole, and the 
machinery that has been established for bringing the rarm borrower 
into effective contact with the capital market itself.' 

Other principles and concepts. (Dy M. R. Benedict.) 
A classification of loans as operating and investment loans is 

frequenU)' made. This is ob,-iously only a variation of the classifi­
cation into long-time, short-time, and intermediate term loans indi-

(Footnote Z continued) 
recent period, inteT-bank borrowing supplies only 8 negligible portion of 
the credit Tetluirements of agricultural producers. 

"If one includes in short-term loans from outside agricultural areas that 
type of credit supplied by manufacturers I)f fann machinery and equip­
ment and fertilizer, there is some foundation {or the position. My view 
in omittin~ it was that such credit waS so closely tied up with mer­
Chandising plans that it cou1d he considered as an element of the distribu­
tion pla.n, rather than in credit in the striel sense. 1 appreeiate, however, 
that this is a point upon which there can be a fair division of opinion." 

(3) lh Wall has developed his analysis of production credit and the local 
loan fund in an artide entitled "Agricultural Credit and the Economic Organiza~ 
tion" to be published in the January 01' April 1932 number of the Journal of 
Farm Economics. 

(') Also devf'Joped more Cully by Mr. Wall in the above-mentioned article 
in the Jounu" of Form EcOftomic8. 
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CRted above, and is likewise not very definite in the intermediate 
ranges. So-called "operating" expenses are after all investments 
but for only a short period of time. 

In agriculture the distinction between con.umption and produc­
tion loans is not at all definite. A cotton farmer may borrow 
money to maintain his family in order that it may produce a given 
amount of cotton. An automobile, purchased with borrowed. funds, 
may be primarily for pleasure purposes; yet it is commonly used: 
in part to aid in the farm's production activities. For clearness 
of definition, it appears best to consider a loan productive to the 
extent that the expected farm income would be lessened if it were 
not made. For example, if a cotton farmer borrows $800 during 
the year, only $600 of which is nceded to enable him to produce the 
same amount of cotton by the methods and working standards in 
common use, three quarters of the loan may be regarded as a pro­
duction loan and one quarter as a consumption loan. 

As has already been indicated, risk may be regarded from the 
viewpoint of the loaning agency or from the viewpoint of the bor· 
rower. Both viewpoints arc needed in credit studies, but a clear 
,distinction must be made in each case. The various elements and 
forms of risk also need to be clearly distinguished, and tbe measur­
ability and insurability of each considered separately. Gross interest 
rates must be broken up into various elements if progress is to be 
made in removing any unnecessary causes of high interest rates. 

By fluidity of credit is meant the case and quickness with whieh 
credit shifts from one place or I.!-rea to another. Variations in 
"liquidity" along with risk differences may cause geographic varia­
tions in loan rates even when the basic or "pure" interest rates are 
practically the same. There may be no credit agencies of sufficient 
size and of suitable set·up to make certain types of loans in an area. 

The terms i1zflatwn and credit contraction are used more or less 
loosely in most writings about agricultural conditions. A satisfac­
tory definition of either is not easily attained. Inflation may be 
regarded as un expansion of the total pm'chasing power of the 
country in terms of monc)" credit, and rapidity of turnover, in 
relation to the physical ,olu",e of goods exchanged. That Hus rela­
tionship is only vcry approximately measurable is self-evident. 

Contraction of loans is still more indefinite in its connotations. 
It may be used in discussing a discontinuance of aggressive loaning, 
an active effort to force liquidation of loans, or the falling-off in 
loans requested as prospects of profits in business decline. It is 
probable that all three of these elements will be combined in most 
cases of severe decline in the volume of credit outstanding. Clarity 
of analysis, however, involves consideration of the nature and rela­
tive importance of all these aspects of the problem. The relations 
of these processes to the stabilization of prices, to financial crisist 

etc., are well discussed in R. G. Hawtrey's uCurrency and Credit." 
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In all .tudies involving margins or spreads of variou8 kinds, it 
is necessary to avoid ambiguous use of the term coila, and to keep­
clearly in mind what cost concept i. being used if costs are con­
sidered. Information a. to spreads between interest rates paid by 
banking institutions and rates charged their customers are relatively 
easy to obtain, but include elements of profit and loss a. well .... 
of cost. The consideration of costs implies a much more intricate 
problem involving the internal analysi. of the busine •• unit. The, 
volume of business, the essential and non:"essential functions, the 
8upplementary, complementary, and joint-cost relationships, ete., 
all enter into such an analvsis, and in each case consideration must 
be in terms of .ome definite cost ;'oncept. 

The importance to the agricultural situation as a whole of aD! 
increase of contractual obligations is frequently overlooked. When 
farmers assume fixed obligations in money terms through both 
private and public purchases, this affects materially the marginal 
valuation which they will place on money in their efforts to retain 
the equities actually and supposedly owned which may be lost if 
payments are not made when due. Such elements in the situation 
have had relatively little study or consideration but are important 
in their effects upon supply responses, production control, etc. 

Valuation of properties must take account of the purpose for 
which it is intended. Valuations for tax purposes may, for eX­
ample, have a different function than those either for loan purposes 
or for condemnation. Valuations for loan purposes will be con­
cerned primarily with earning ability and secondarily with sal", 
values. . 

The term "credit need." is also frequently used in a rather loose 
sense. The amount of credit considered as needed may merely reflect 
a feeling on the part of farmers that they are unprosperous and· 
would be aided by lower interest rates or by the granting of loalll! 
constituting a larger percentage of the valuation of their proper­
ties; or by the granting of a larger volume of loans at given rates, 
or that the size liD)its of loans should be larger. A more accurate 
procedure would be to relate the volumes of credit available to the 
amounts which could be used effectively in increasing profits at 
prevailing interest rates and prices, or at various interest rates and 
prices, thus substituting an objective for a subjective basis. The 
size, nature, and equipment of farms obviously is changing. Larger 
valuation per economic farm unit, larger opportunities for profitable 
use of credit in the purchase of equipment, and the change from 
a free land to an inheritance and purchase situation have affected the 
volumes of credit required to maintain a situation in which the 
ordinary processes of land transfer, of efficient operation (in terms 
of prevailing knowledge and conditions), and of development and 
progress will proceed without serious interference. The formulation 
of a concept of credit needs in terms of some such criterion will be 
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more objective and significant than if formulated in terms of the 
individual opinions of farmers. 

The terms "frozen assets" and u,elf-Uquidating" loans also repre­
""nt concepts which need clear definition in the mind of the research 
worker who uses them. If the means of payment of the loan are 
developing in the expected way, but some change in the needs of the 
loaning agency make desirable an earlier conversion of these assets 
into cash, we may have an apparent "frozen" condition so far 88 

the loaning agency is concerned, but no change 80 far a. 
the loan itself is concerned. The loan i. merely of the "non-liquid" 
or slowly liquidating type. On the other hand, a condition of 
weakened markets, loss of crop, etc., may have arisen which makes 
impossible the expected liquidation of the loan at the time it is due. 
This would represent in many cases a "frozen" situation for the loan 
a. well as for the loaning agency. 

"Self-liquidating" is a term frequently used and often without 
clarity of concept. In one sense, all wisely granted loans are self­
liquidating. In another sense, only those secured by mortgages are, 
and not all of these. The income resulting from the loan may easily 
be dissipated without liquidation of the loan itself. Liquidity itself 
i. a relative term, the significance of which depends upon it. 
application to a given time and place. A loan on pure bred cattle 
for example, may be very liquid when such cattle are selling freely, 
yet may be practically non-liquid when such property is a drug on 
the market. 

These and many similar expressions and terms arc useful in de­
scribing and explaining conditions and rela tion.hips if clearly de­
fined in the minds of those using them. Where they are used inter­
changeably Or to cover in one term several separate concepts, they 
will confuse rather than clarify the analysis. 

BRIEF SUMMARY OF RESEARCH IN AGRICULTURAL 
CREDIT 

(By M. R. Benedict.) 

Definite investigational studies of agricultural credit are of com­
paratively rec£"nt development and are still relatively limited in num­
ber. Many of the studies thus far made have been first steps in the 
approach to a very complex set of relationships, and therefore repre­
sent an analysis only of the more obvious phases of the situation. 
Methods of attack in terms of cause and effect still need much 
further development. 

Two partial bibliographies are available, Agricultural Economics 
Bibliography No.7, "Livestock Financing" by Katharine Jacobs, 
U. S. Bureau of Agricultural Economics (1925) and a "A Be­
ginning of a Bibliography of Agricultural Credit" also by Katharine 
Jacobs, Bureau of Agricultural Economics (1929). 
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The most important general description of the agricultural credit 
situation so far made is that prepared by N. A. Olsen, C. O. Brannen, 
G. F. Cadish, and R. W. Newton, and published in the Department 
"f Agriculture Yearbook for 1924. 

The earlier publications in this field were more largely in the 
nature of recommendations and deductive analyses than of the re­
suits of investigations. Among these are the r~port of the United 
States Commission on Land-mortgage or Long-term Credit," United 
States Senate Document No. 380, Second Session, 1914; and an 
earlier report, "Land and Agricultural Credit in Europe" (1912). 
Other early discussions include "Ho~' to Use Farm Credit" by T. N. 
Carver, U. S. D. A. Farmers' Billietin No. 373 (1914); "How 
Farmers May Impro\"c their Personal Credit," by C. W. Thompson, 
U. S. D. A. :Farmers' Bulletin No. 644 (191.5); and "Factors Af­
fecting Interest Rates and Other Charges on Short-time Farm 
Loans," U. S. D. A. Bulletin No. 409 (1916); and "Costs and 
Sources of Farm Mortgage Loans in the United States," U. S. D. 
A. Bulletin No. 384 (1916) both by C. W. Thompson. 

The first state experiment station study in this field appears to 
be that of B. H. Hibbard and Frank Robotka-\Visconsin Bulletin 
No. 247 "Farm C,·edit in 'Visconsin" (1915). This gives the pro­
portion of loans to value of property mortgaged by counties, the 
sources of loans, interest rates, the agencies handling loans, and 
some analysis of the purposes of loans and the credit needs of 
farmers. In 1916 appeared Wisconsin Bulletin No. 318, by R. T. 
Ely, B. H. Hibbard and A. B. Cox entitled "Credit Needs of Set­
tlers in Upper Wisconsin," and J. E. Putnam's study "The Land 
Credit Problem" published in "University of Kansas Bulletins," 
Volume XVII, No. 18. 

In the period 1919 to 1922, interest in agricultural credits was 
revived. The Illinois Legislative Reference Bureau published a buI­
I~tin on "Farm Tenancy and Rural Credits" (1919), a Joint Con­
gressional Committee on Short-time Rural Credits prepared a memo­
randum (Publication 1\0. 234, 66th Congress, 1921); also Part II 
of the Report of the Joint Commission of Agricultural Inquiry was 
devoted to credit (1922). The U. S. Department of Agriculture 
presented U. S. D. A. Bulletin No. 986 by L. C. Gray and H. A. 
Turner "Buying Farms with Land Bank Loans," and U. S. D. A. 
Bulletin No. 1048 by V. N. Valgren, "Bank Loans to Farmers on 
Personal and Collateral Security." 

After 1920, state experiment station bulletins dealing with agri­
cultural credit appeared as follows: 1923--one (Utah) ; 1924-two 
(North Dakota and Cornell); 1925-one (Texas); 1926-<)Oe (Ar­
kansas); 1927-two (Texas and Iowa); 1928-·three (Minnesota, 
Colorado and Arkansas); 1929-four (two in Arkansas, one in 
-California, and a mimeographed report from Ohio); 1930-four 
,(Louisiana, Kentucky, Iowa and North Carolina); 1931-thuB far 
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two (Arkansas and Louisiana) and two preliminary reports from 
the Bureau of Agricultural Economics.' 

Studies not dealing specifically with agricultural credit, but bear­
ing on phases of it are as follows: "Sale Prices as a Basis for 
Farm Land Appraisal" by G. C. Haas, Minnesota Technical Bul­
letin No.9 (1922); "The Federal Reserve Bank and the Farmer 
and Stockman" by the Federal Reserve Bank of Minneapolis (1923); 
"Relation of Land Income to Land Value" by C. R. Chambers, U. 
S. D. A. Bulletin No. 1224 (1924); "The Effects of Shortage of 
Farm Storage Space and Inability to Get Local Bank Credit on 
the Movement of Kansas Wheat to Market" by R. M. Green, Kan­
sas Bulletin No. 244 (1927); the series of U. S. D. A. circulars on 
"The Farm Real Estate Situation" by E. H. Wiecking; and various 
studies of irrigation finance such as that of W. A. Hutchins, "Finan­
cial Settlements of Defaulting Irrigation Enterprises," U. S. D. A. 
circular No. 72 (1929). 

An interesting experimental study in farm financing and manage­
ment is that of the Fairway Farms in Montana, but relatively Jittle 
information has so far been published about it. Studies of agricul­
tural credit are now under way at the experiment stations of Arkan­
sas, Kentucky, Louisiana, South Dakota, Iowa, and California, the 
first four being Purnell projects and the last two under other funds. 

The Division of Finance of the Bureau of Agricultural Economics 
has under way the following projects, that in Iowa being the same 
as the one indicated above: "Credit Corporations Afliliated with 
Cooperative Marketing Associations in Cotton" (in cooperation with 
the Division of Cooperative Marketing and the Federal Farm 
Board); "Production Credit in the Eastern Counties of Virginia" 
(in cooperation with the Division of Farm Management and Costs 
and Virginia Agricultural Experiment Station); "Volume, Sources, 
Costs and Terms of Farm Mortgage Loans" (Mortgage Bankers 
Association is cooperating by supplying some data) ; "Policies and 

(I) A few general articles are also worthy of mention= J. F. Ebersole, in 
the Journal of Political Economy, June, 19140; and F. M. Lanner, in the Journal 
of Political Econon~y> October, 1918~ both on cattle loan companies; a series 
of discussions on land appraisal in the Journal of Lund and P'ublic Utility 
Economics for October, 1926; an article by F. L. Garlock, "Dank Failures in 
Iowa" in the Journal of Land and Public Utility Economics for January. 1926; 
L. H. Haney, "Farm Credit Conditions in a Cotton State" in Vol. IV of the 
Amerit'(ltJ Rcollomi(" RevilJuJ; l-Iever Jacobstein, "Farm Credit in R Northwestern 
State" in the American Economic Review, Vol. Ill; A. G. Black, "The Provi­
sion for Agricultural Credit in the United States" in the Quarterly Joumal of 
ECQlW'mic8 for November, 1928; Clara Wigder. "Farm Mortgage Interest Rates" 
in the Jour1/al of Land and Public Utility Economics, Vol. I; "Cattle Loans 
and Their Value to Investors" by C. S. Cole in the U. S. D. A. Yearbook fOT 

1918; "Can Fanus of the United States Pay for ThemselvesP" by George Stew­
art in the Journal of Farm Economic" for' October, 1920; "The Credit Associa­
tion as an Agency for Rural Short-time Credit" by V .. N. Valgren. and E. E. 
Engelbert, U. S. D. A. C-ircul31' 191; "The 'Veakest Point in the Fanners' 
Financial Policy", "Agricultural Credits and Co-operative Marketing". and "A 
Bi-pa-nisan Mytlr-Federal Reserve Bank Deflation of the Fanners" all by 
B. M. Anderson in the ChCU6 ECQt!omic Bulletin. of October. 1m., and August. 
1923. 
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Experiences of loW'a Banks with Loans to Farmers"; "Farm Mort­
gages and Land Values in Selected Counties of IowaH (in coopera­
tion with the Iowa Agricultural Experiment Station) ; "Change. in 
Long-term Intere.t Rate. and the Relationship to Farm Mortgage 
Financing Policies"; ~'Short-term Interest Rates in Relation to the 
Availability of Agricultural Credit"; "Influence upon Agriculture 
of Instability in the Wholesale Price Level Arising Through Changes 
in the Credit Situation"; "Credit Conditions in the South-A Re­
sume of Studies Conducted in Several Southern States", and "Agri­
cultural Credit Problems in South Carolina" (in cooperation with 
Clemson Agricultural College and th~ Agricultural Experiment Sta­
tion of South Car?lina). 

In foreign countries, the most nUmerous studies are those of Ger­
many, and the various phases of agricultural credit, particularly 
its cooperative a.pect, have been mad~ the subject of a number of 
doctoral theses.' Among other foreign studies may be mentioned 
"The Landschaften and their Mortgage Credit Operations" (1770-
1920) by 1\1. Tcherkinsky, Bulletin of the International Institute 
of Agriculture; Auguste Sou chou, "Agricultural Credit in France", 
Bulletin Exposition Univer.selle de San Francisco (1915); H. M. 
Tory, "Report on Agricultural Credit", Canadian Parliament docu­
ment (1924); J. B. Condliffe and H. Belshaw, "A Brief Survey of 
Rural Credit in New Zealand"; A. W. Ashby and J. 1\I. Jones, "The 
Control of Credit", Bulletin of the University College of Wales 
(1927). There are a number of books dealing with French agri­
cultural credit, but most of tbem pertain to conditions around 1900. 
Little research work in this field seems to have been published in 
French in recent years. A few circulars describing cooperative ere ... 
dit systems in various countries have been published in Spanish by 
South American countries, particularly in Argentina and Uruguay. 

(2) Some of the more important German studies are listed below, and will 
be of particular interest to those concerned with cooperative credit. References 
will he found in these- Jo most of the othf'r German studies: "\\t. von :\ltroch, 
"Der landwirtschaftliche Kredit in Preussen", Berlin 1914/15; and "Del' land­
wirtschaftHche Kredit in deutschen Reiche", 1910. Arb. d. D.L.G., No. 82 by 
the same author; "Archiv des Deutschen Landwirtschaftsrats" (yearly report 
of the Gernmn AgrkuJtural Council) gi.es a good picture of recent develop­
ments; F Beckman, "Kreditpolitik Dnd Kreditlage del' deutschen Landwirt­
schaft mit deT 'WahnungsstabHisierung" BeT. ·il. Lde,-. Band IV, Heft 1 und 2, 
H~rlin, 1926. HUlIdWQrterbuch dcr S((tatswisscn3chaflen, .uh edition 1923-1929 
the follOWing articles: "LandwirtsC'haftliches Kreditwesen" by von Altroch; 
"Landwirtschaftliches Genossenschaftswesen" by O. Rahe; "Landschaften" by 
W. \"on Altroch. F. Hecht, "Der eurupaische Bodenkredit": 1) "Die staR-tlkhen 
und prodnzit"llen Bodenkredit Anstalten in Deutschland", Leipzig. 1891;. 2)"Die 
statistUc der Hypothekenbanken und die Landschaften und landsrhafUichen Kre­
clitanstaiten in Deutschland", Leipzip: 1903/08; Schulte, "Die deutschen Boden­
kreditinstitute 1900/1909." H. V, Johnston, "Der Betriehskredit des gr3s~eren 
Grundbesitzes in Deutschland", ~'Tlihinp:en, Staatsw. Archh", Heft 12, Stuttgar~ 
1911; Landmann. "Geschichte des aft'entJichen Kredits im Handbuch der Finanz­
wlssenschaften", edited by von Gerloff and Meisel, Tiibingen, 1926; and several 
tPCent puhHcations of the "Preussische Zentralgenossenschaftskasse" and the 
"Deutsche Rentenbanks Kreditanstalt." 
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SOURCES OF INFORMATION 

(By M. R. Benedict.) 

The details of collecting and handling source data will be more 
fully discussed under individual projects. Wherever official reports 
must be made relative to loans, interest rates, collections, security, 
etc., there is a reasonable presumption of literal accuracy in all 
but exceptional instances, as the accounts of such financial agencies 
arc so designed that they must check and errors are likely to he 
detected. There may be real difficulties, however, in the loan c1as­
si6ca tions used. This generaliza lion holds true for reports of the 
Federal Farm I,oan Board, the Comptroller of the Currency,. the 
Federal Reserve Bulletin, and for the most part for the reports of 
state banking departments. However, for reports of agencies con­
sid~rably inl'olved in political controversy, as, for example, some 
of the state loan systems, considerable discretion and ingenuity may 
be needed to get at the real facts. In these, the factor wbich is 
most inde6nite is that of the valuation of assets, though numhers 
-and amounts of delinquencies, deficits, short-term borrowings, and 
interest rates paid may be omitted from reports over considerable 
lengths of time. 

The valuation placed on non-liquid assets is of course a matter to 
be gil'en careful consideration. 

United States Census data relative to mortgage deht are far from 
'Complete, accurate, or dependable, and ODe must examine carefully 
the methods of the cenSllS enumeration, the specific form of the ques­
tions, and any psychological factors which might influence the atti­
tudes of those q'lestioned. Mortgage debt as reported in the census 
is only for owner-operated farms, and undoubtedly is not complete 
for these. There are few questions which farmers are more reluc­
tant to answer than those relating to their financial status. Be­
cause of this, census enumerators may slide over these questions 
without g~tting careful and wen-considered answers. Farmers at 
times are inclined to emphasize their poverty and losses, and at 
other times their prosperity. The more usual attitude is probahly 
one of minimizing the volume of debts, and data relative to this 
should be checked as far as possihle with other sources of 
information. 

The data on the amounts of mortgage debt which are most readily 
assembled are those from the reports of insurance companies, land 
banks, other banks, farm mortgage bankers,. etc. The most difficult 
information to secure in this connection is that relative to loans 
hy individuals.. Yet loans of this type undouhtedly constitute a con­
siderable element in the total of agricultural loans, and to ignore 
them introduces an important unknown quantity. All loans covered 
hy mortgages are on file in the offices of registers of deeds, and this 
is probably the best source of information relative to them. Many 
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family loans and unsecured loans may, however, be omitted eveD 
then. 

The reports of the individual Federal Reserve Banks and the 
Federal Reserve Bulletio provide considerable material of dependable 
nature, also the reports of the Comptroller of the Currency. But 
in nearly all cases the data are insufficiently localized and separated 
as between rural and urban elements to be very usable for studies 
in agricultural credit. ~ 

It appears probable that future studies in this field will look 
mOre to direct information from farmers themselves. Such studies,. 
however, involve a number of pitfalls~which must be avoided if satis­
factory results are to be secured. The problem of securing a rep­
reseotative sample (more fully treated in "Research Method and 
Procedure in Agricultural Economics") i. further complicated by 
reason of the fact that more individuals than usual will refuse to 
give information of this type. As a result, the samples may consist 
in general of the larger or the smaller operators, or of particular 
nationality or tenure groups, etc. 

It appears that more studies of agricultural credit in the future 
will be closely related to farm management analysis. Study of the 
effects of larger or smaller borrowings, of the uses to which such 
borrowings are to be put, of the risks involved, etc., hinge upon the 
fuller development of information concerning the nature of the 
curves of diminishing return for the various farm enterprises, the 
variations in the capacities of farm operators, the differences in the 
efficiencies of different types and qualities of the factors of produc­
tion, their highest profit combinations, etc. These are types of 
farm management analysis, however, which are as yet little devel­
oped. The research worker in agricultural credit lIIay stimulate its 
development both by showing the need for it, and by helping to 
devise suitable methods of study. 

Somewhat similar relationships occur with reference to credit used 
in agricultural marketing. ~Ju('h fuller information is needed than 
is now available as to the effects of various credit policies and times 
of selling upon prices, and of the effects of larger or smaller units, 
different physical equipment, etc., upon the costs of marketing. For 
ouch infurmation, the worker in agricultural credit will logically 
turn to the studies in marketing; and he should be a factor in making 
these more usable hom a credit standpoint. 

A possible source of considerable information as yet scarcely 
touched is that of the records of closed banks. Much of this mate­
rial is not accessible to the research worker. It is to be hoped that, 
under proper safeguards, more of it will be made available to re­
search workers who are competent to deal with it. Such material, 
however, requires for its adequate interpretation a familiarity not 
only with economics and research procedure, but with the specific 
local banking practices and customs of the area under considera­
tion. More use will also be made in the future of the records of 
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1Jperating banks. The bank operator is available to aid in inter­
pretation of such records and to explain procedure; but he may not 
give sufficiently complete access to the records, or his interpreta­
tion may fr"'luently not be wholly frank. For both closed and 
operating bank;;, it must be clearly recognized that the farmers to 
whom loans are made are not necessarily representative of the area. 
In nearly all cases, these are the better risks, according to the 
standards of risk judgment used by the banks. Little careful study 
has yet been given to the extent to which bankers' judgments are 
based on personal qualities, on prop<'rty qualifications, on custom, 
on their views as to the direction which agricultural development 
should take, etc. 

Hccords of credit extended b)' merchants, including cooperative 
associations, will als!> afford considerable information in many cases. 
lIerchants, like bankers, may not give complete and frank informa­
tion in cases where they fear that this may injure their credit rat­
ings. Here too, it is unsafe to assume that the indi\'iduals on the 
merchant's books arc a representative sample from the community 
unless this is indicated by other criteria. The membership of co­
oOperative associations may also not be representative of the com­
munity. Not infrequently some of the wealthier farmers are able 
to buy and sell through privately owned agencies on especially 
favorable term& which cause them to stay out of the cooperative 
association. On the other hand, where the cooperative methods in­
volve delay on part or all of the payment for products, some of the 
poorer farmers may be unable to wait that long for payment.' 

SUGGESTED PLANS OF ArrACK FOR SPECIFIC 
RESEARCH PROJECTS 

We are now ready to undertake the main purpose of this report, 
which is to outline the field of research under discussion in terms 
of a suggested list of possible research projects, and to discuss 
methodology for each of them. The list is not intended to include 
all possible projects, but is designed to serve as an outline of the 
field, with a few examples for each part of it. The projects are 
not mutually exclusive. Programs of research include both com­
prebensive .md general studies and detailed and specific studies of 
minor phases of the field. Various studies thus inevitably deal 
with some of the same elements and phenomena, approaching them 
from different viewpoints, fitting them into different patterns, etc. 
Not only this, but. different research workers will use different meth­
ods of ~pproach in attaek:ng the same problem. This may involve 

(3) Some of the prin('ipal books dealing with various phases of agriculturlll 
credit are the following: Ivan 'Vright,. "Bank Credit and Agriculture". 1922; 
and "Farm Mortgage Financing", 1923; R. R. Enfield, "The Agricultural Crisis", 
19240; J. B. M()rman, "Farro Credits in the United States and Canada", 1924.. 
F. M. Larmer. "Financing the Livestock Industry", 1926; C. L. Benner, "The 
Federal Intermediate Credit System", 1926; V. P. Lee, "The Principles of Agri­
cultural Credie'. 1929. 

19 



a different organ;'ation of the same material into projects. In th .. 
following outline, an attempt has been made to represent the more 
important of the different approaches. 

It also neros to be explained that some projects have been listed 
that are not likely to yield tangible results, at least for the present, 
since neither adequate data nor satisfactory methods of attack 
are at present available. It still Seems likely, however, that progress 
will be assisted by calling attention to these problems, and by stimu­
lating deductive and qualitative analyses which may lead to the col­
lection of more adequate data and the deVelopment of more effective 
methods of attack. The limitatiOJjs to present attack on such 
problems are, however, indicated in :the discussion of them. 

/ GROUP A 
v The AlTa Approach • 

.It is obvious that this approach might be construed to include 
the research under all of the projects listed, since a full development 
of the area analysis of credit would include the credit institutions 
serving it, and would necessarily deal with the various types of 
credit and the credit problems associated with various commodities. 
In practice, however, it is not usually possible to make in one study 
such as exhaustive an analysis of the credit problems and relation­
ships of an area. The area analysis of credit is usually contined 
to certain phases of it which can be most effectively dealt with from 
this standpoint, such as those involving the interrelationships of 
different types of credit agencies, and the relation of these to basic 
economic conditions, and the evolution of these agencies. These 
aspects of the credit problem are dealt with in Projects 1, 2, 3, 
and 4. Satisfactory analysis of the institutions themselves, of the 
farms and their credit needs and usages, of the various functions 
involved, etc., will usually require subdivision of the problem for 
more detailed treatment. These tirst four projects are therefore in 
the nature of first approaches to be followed up and supplemented 
by such detaiJed studies of given phases as the general study of the 
area seems ·to indicate the need for. 

y' PROJECT I. To describe the general agricultural eredit .itua­
lion in a particular slate or district. 

(By E. C. Johnson and B. M. Gile.) 
This project undertakes to study and present the facts regard­

ing the credit situation in a state or other district and to interpret 
these facts to the end of obtaining a clearer understanding of credit 
problems in agriculture, and of laying a basis for the more detailed 
studies of particular phases of the credit problem of farmers that 
will be suggested by it. This will involve: 

1. Showing the legal and business-unit set-up of the agencies 
providing agricultural credit in the district. 
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2. Classifying and describing the types of agricultural credit 
used in the district. 

3. Showing the relative importance of the various credit 
agencies and how they function in mobilizing and making 
available credit for agricultural purposes. 

4. Showing the trend in loans by type and by sOurce . 
.5. Indica ting the place of each loaning agency in the credit 

machinery of the district. 
6. Analyzing the relationship of the district under study to 

other districts, especially "to money centers. 
7. Indicating briefly tbe changes occurring in the credit 

agencies serving the district. 
That a study of this kind i. needed to provide farmers with a 

more usable knowledge of the agencies available to them and of 
their activities and relationships can scarcely be doubted by any­
one who has observed the fragmentary nature of the average farm­
er's knowledge in such matters. It is evident also that most re­
""arch workers will need the information to be obtained through 8 

study of tbis kind before more detailed studies can be safely under­
taken. The research worker who uses this type of project as a first 
approach will also he gaining a familiarity with source materials, 
contacts with people, etc., which will greatly aid him in developing 
and coordinating other elements of the program of credit study. 

The geographical scope of this project may be determ'ned by 
the field of interest of the director and the resources available. Usu­
ally, however, a district as large as a state will be taken, partly 
because most of the secondary data which can be used are not avail­
able for smaller units. Several of the agencies involved operate over 
areas considerably larger than a county, and the study can hardly 
be effectively undertaken on a county or township basis unless orig­
inal data are to be gathered. In states having sections with dis­
tinct types of farming such a8 cotton, rice, and fruit, however, it 
may be desirable to study these separately, first collecting such 
primary data as are needed as a basis for a more ge~eral study 
111 ter of the state as a whole. 

,Qualitative analgsu. 
The research worker undertaking this project should begin by 

familiarizing himself thoroughly with the economic functions per­
formed by credit, especially as they apply to the area under study, 
with the purposes for which credit is used, the period for which 
loans are required, the so~rces of credit, etc. An effective search 
for satisfactory quantitative measures for all the factors will be 
facilitated by 6rst working through the problem more or less deduc­
tively. Some factors in the situation, such as the local and busi­
ness set-up of credit agencies, do not lend themselves to statistical 
statement, but must be included in a complete picture of the 
situation. 
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Source. of data. 
1. The United States Census Reports contain some information 

which will he helpful in analyzing the farm mortgage situation. The 
census reports for 1890, 1910, 1920 and 1925 show by counties and 
states, for farms operated by owners, the number free from mort­
gage debt, the number with mortgage debt, the total amount of the 
debt, tbe value of land and buildings on mortgaged farms, and the 
ratios of debt to value. The census of 1890 also gives interest 
rates, amounts of debt per acre, and objects of borrowing. Interest 
rates are also given in the census of 1920. The census of 1900 
reports only the number of owned f~rm homes free from mortgage 
and the numher encumhered. All oT the census figures are, how­
ever, subject to some serious limitations which have been indicated 
in the general section on sources of information. 

2. The Annual Reports of the Federal Farm Loan Board con­
tain information on the loans of the federal land banks, joint stock 
land banks and federal intermediate credit banks. 

3. The Annual Reports of the United States Comptroller of Cur­
rency contain financial statements of national banks, state totals of 
farm mortgage loans by na tional banks, information on bank failures, 
and other valuable financial information. 

4. The Reports of Sta te Bank Commissioners in a few instance. 
provide useful figures on farm mortgage loans made by .tate banks. 
In many states the reports are of little value because loans and dis­
connts are not classified as rural and urban. Surveys are usually 
necessary to obtain data on agricultllralloans by state banks. Most 
of the state rcports contain data 8S to numbers of banks by coun­
ties, consolidation of banks, types of state banks, changes in bank­
ing laws, and comments on changes desired. 

5. The Proceedings of the Association of Life Insurance Presi­
dents (published at 165 Broadway, New York City) include a state­
ment of the farm mortgage investments of life insurance companies. 
In recent years, however, these reports have not been sufficlently de­
tailed to provide the required data on farm mortgage loans by 
jnsurance companies, and it is necessary to obtain figures direct 
from the companies on the amounts of loans in particular states. 
In some states the Insurance Commission can furnish this informa­
tion. The local farm loan agent for the insurance company can 
usually provide detailed information in regard to the nature of the-
10ans. 

6. Data on farm mortgage foreclosures may he obtained from 
the loan agencies or from the records of county officials. If loan 
agencies will cooperate, they can givc more detailed data for parti­
cular loans. On the other hand, if a statement of all forecloiures is. 
wanted for a particular area, the county record will provide informa­
tion on foreclosures instituted by all agencies. 

7. Reports of agricultural credit corporations will aid in the 
analysis of intermediate credit problems and seasonal credit prob-
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lems. In most cases it will be necessary to visit these corporations 
in order to obtain data regarding their operations. It may also be 
advisable to visit some of the borrowers. 

S. From township or county records of mortgages may be ob­
tained data on farm mortgage debt to supplement tbose of tbe Cen­
'Sus sheet which ·is for owner-operated farms only. A complete rec­
ord can be taken of the mortgages recorded in one or two typical 
townships in each type area, which will provide data on volume of 
-debt per farm and per acre, rates of interest, and sources of all 
mortgages .. ' Such data should be taken beginning with the year 
1905 or earlier if possible so .. 8 to pl'ovide a basis for annual in­
<lexes of interest rates, outstanding mortgage debt per acre and 
newly recorded mortgage debt per acre, and of changes in the rela­
tive importance by years of the various sources of long-term mort­
gages. The first five years of the record will be of importance only 
for constructing indexes of newly recorded debt. By the end of five 
years, most of the mortgages tiled and outstanding prior to the first 
year for which the record is taken, will have been renewed or paid. 

9. For a complete study of this sort, individual surveys of 
farmers in .selected areas will be needed to reveal the details of farm 
credit practice, the relationships between income, assets, and credit 
used, the financial progress of the individual farmers, why one source 
of credit is used in preference to another, the purposes back of credit 
operations, the extent to which credit operations are carefully 
planned, plans'of investment, etc. The data obtained in this way 
constitute the most important part of the study. More general de­
scriptions of kinds and sources of credit have already received volu­
minous treatment. The historical material will help to interpret 
the situation found and the study of the functioning of credit insti­
tutions, as outlined in succeeding sections of this report, may reveal 
ways in which both the farmer and the institution might cooperate 
';n reducing credit risks and credit costs. lVhen available, these data 
~hould be supplemented by the records from farm management 
shldies in the area. If all the foregoing details are included, how­
"wr, such a study will probably go somewhat beyond what is ordi­
narily intended of such a project. 

Sampling and choice of period to be covered. 
Most projects of this type will not involve sampling, as tbey are 

essentially case studies and must include all of the agencies in the 
area chosen. Sampling does, however, enter into the problem, usu­
ally in a rather difficult form whenever a s·Ul'vey among farmers must 
be resorted to. Reports given by farmers on the financial condition 
show rather wide variations and require rather large samples if con­
sistency in distribution is to be attained. Such I'cports are also 
subject to an unknown degree of bias in the individual answers for 
which it is difficult to make any proper allowance. Unless variations 
are extreme, however, a 10 percent sample from several type sec-

23 



tions should be' sufflcient if carefully taken. The discussion on 
"Measures'" "Coefficients", "Errors in Data", and "Sampling" in 
"Research l\:Iethod and Procedure in Agricultural Econom~cs" covers 
most of the factors to be considered in this connection. It must be 
recognized that data of this type cannot conform to " rigid inter­
pretation of the mathematical concepts of sampling; and such mate­
rial should be tested by logic as well as by statistical methods in 
judging whether the data are typical of the conditions for which 
a description is desired. 

The period to be covered will be in most case. thilt for which 
data are available in relatively consi.tent series. This project doe. 
not contemplate a careful historical' study of the evolution of the 
credit situation in the district such as that indicated in Project 2. 
Suney data will often be difficult to obtain accurately for more than 
one year. A record of the financial progress of individual farmers 
for a period of years may, however, be obtained with reasonable 
accuracy in areas studied intensively. 
ScheduJ.e. and for .... 

For the material taken from secondary sources, the forms needed 
will ordinarily be indicated by the qualitative analysis !,lready re­
ferred tn. A definite conception of the data needed and a brief 
inspection of the source material will make possible the setting up 
of forms which are convenient for tabulation and summarization of 
the data needed. In setting up the forms, time will be saved by ar­
ranging the tabulation sheets so that no unnecessary transfers will 
be made, and totalings and subdivisions can be readily transferred. 
(A fuller discussion of this subject may be found in "Research 
Method and Procedure in Agricultural Economics".) Where surveys 
are made, schedules of anyone or all of the following types may be 
used. It will be noted that they have been prepared with Southern 
credit conditions in mind. 

No. 1. A bank .chednle eoverlag tbe tOtiOWiD. Auhjeet!J : 
As of a given date, the capital, surplus, undivided profits, demand deposits. 

and savings and time deposits; total real estate loans, total (arm mortgage real 
estate loa.n~ total personal and collateral loans, personal and collateral loans. 
to farmers, total investments, total funds available as legal reserves; normal 
percentage of losses since 1921 and as ,compared with nonnal percentage of losses. 
on farm loans in the same period 

Pre"'aillng interest rates on first-mortgage loans, second-mortgage loans and' 
personal and collateral loans to fanners, snd the percentage of different loans. 
in each of these three categories. 

Bases on which loans were made, for uample, as an amount per &cre or as. 
a percentage of expected returns. 

Val'iations in interest rate 1Jetween good and poor risks and between large 
and small loans. 

Percentage of loans (personal and collateral) for dift'erent periods ranging 
from demand to one year. 

Percentage of loans renewed. 
Percentage of loans rejected for eaclt of various reasons. 
Percentage of personal and collateral loans 00 each of diBereot types of 

security. 
Extent to which farmer borrowers requi.r'e 10aOl in aces. of legal limit for 

one borrower. 
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Percentage of loans to farmer8 advan«d in installments. 
Percentage of total amount of loans. outstanding at any given time which 

is generally left on deposit. 
The month of the peak of loans and of the lowest loan volwne, and the 

amount of loan at each period and the percentage of it to fanners. 
Extent of borrowing or rediscounting when demands cannot be met by own 

supplies of loanable funds. 
Interest rate paid on time deposits, commission fee charged on farm mortg~ 
Requirements imposed on farmer borrowers in the matter of crops or live-­

stock to be kept and as to time of marketing. 

No. 2. A merchaDdiR and fertilizer ecbedule eoTeriag the foUowiJ18 .ubjeeta: 
Name of finn selling merchandise and fertilizer to fanners. 
Kinds of supplies sold. 
Total sales for each of the last five years. 
Percentage of these each year which represent sales to fanners. 
Percentage of farm supplies sold on time. 
Increase of time price over cash price on these suppJies; credit sales and 

collections by months throughout the year. 
Similar data for fertilizer sales considered by themselves. 
Tenn of credit on fertilizer sales; .security on which these sales are based; 

loss from such sales in the past five years; dHferences in this respect between 
owners and tenants. • 

Extent of overdue in~rest; extent to which credit sales have remained unpaid 
at the end of each of the last flvesears. 

Average period before which overdue accounts are collected. 
Requirements as to cropping and livestock production as a condition of 

seeUling credit. 
Basis on which amount of credit to be granted is to be detennined. 

No. S. Farm eredit survey sehedule: 
Name, residence and tenure of fal'fD family; mortgage indebtedne8!l; lise of 

fann family; distance from market; type of road. 
Land in farm and its utilization. 
Acreage of land in di 8'erent crops. 
Method of acquisition of owned land and tel'lD8 of purchase; value of farm. 

real estate. 
Payments on mortgages. 
Short-tenn and intennediate-term credit wed in previOUS years classified 

according to source and interest rates. 
A detailed statement as to the time purchases during the preceding year, in-

cluding sonrce, amount, purpose, security, time price, interest rates. ete. 
Statement of receipts and expenses for the fann year. 
A financial statement of the lann business for the preceding year, 
State, county and local land taxes; highway assessments. etc. 
Amount of insuran('e carried for various purposes and annual cost of same .. 

No. 4. Landlord. 60aneial relatioDil with teaantl!l and el'Oppen : 
In a section of the country where landlord and tenant relations become very 

much im·olved with credit, a rather detailed schedule may be needed attempting 
to se('ure the ffcts concerning these in detail. 

The procedure- in obtaining township data is first to select a rep~ 
resentative township, or two of them if condition. vary greatly. A 
large sheet should then be prepared with the heading. a. listed at 
the end of this paragraph. The job can in many cases be done 
most economically and accurately by an abstracter. If the ab­
stracter does not have clerica.l help, it is sometimes better to get 
from him a page and book citation to all mortgages filed and satis-­
fied during the period and then hire a good clerk at the courthouse 
to copy the data. Several township records have been obtained in 
Arkansas in this manner at costs varying from $25 to $40. 
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Headings for township record sheet: 
1. Entry number (refers to order in which mortga.ge ucord is copied). 
2. Mortgage hook and page numbers. 
8. Name of mortgagor. 
4. N arne of grantee. 
fj Character of grantee (private. insurance company, federal land bank, 

etc.). 
6. Description of land. (When some descriptions are repeated, reference 

may simply be made to first entry number.) 
1. Number of acres. 
S. Yeat and month made. 
9. Year and month satisfied. 

10. Term (1 year. 3 yeaTS, ti years, etc.). 
II. Amount of loan. 
12. Interest rate (commission loansi often indicated by interest payable 

after maturity). i 
13. Remarks (s\lch as mortgage foredosed; notes due 3-1 and 9-1 each year. 

payable in () installments; also 20 acres in 36-19-32; also town lots). 

Imtruction. for field men. 
Aside from the usual instructions to field men which will cover 

the matters of uniformi.ty in questioning, methods of entering and 
checking supplies, avoiding suggested replies, etc., it will be neces­
sary to give special attention to the mm:ter of how to approach the 
farmer so that he will be most likely to cooperate freely in giving 
the information desired. The field man's work in this respect will 
in many cases be considerably lightened if the purposes of the survey 
can first be presented to community groups or to conununity leaders 
and their interest and cooperation obtained. This will not, how· 
ever, obvia te the need that field men be fully informed as to the pur­
poses of the study, as to its significance and possible usefulness to the 
farmer and to the community, and as to the way in which the record. 
will be dealt with after they have been obtained. 
Method. of analyau. 

Most projects of this sort involve considerable description, but 
the description may vary widely in quality. It should be remem­
bered that complete description will give complete explanation. Some 
of the analyses which will need to be made arc the following: 

1. Total volume of indebtedness of each kind. 
2. The ratios of loans to value, (a) for land and buildings, 

and (b) for personal property. 
3. Interest rates in relation to, (a) type and amount of se­

curity. (b) size and kind of loan, (c) year", which loan. 
were granted, (d) geographic divisions of the area, (e) 
method of repayment and (f) source of loan. 

4. The costs to borrowers for non-interest items such as com"":' 
missions, fees~ etc. 

5. The terms of the loans. 
6. The methods of repayment .. 

The following items will need careful deductive analysis in order 
to establish their importance: 

1. The purposes of loans-as indicated by the naiure of the 
security offered. 
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2. The distribution of loans among institutions granting 
them. 

3. The geography of loans granted by given institutions. 
4. Such historical changes in the foregoing as can be devel­

oped from the data secured. 
Further treatment of the information obtained will include­
presenting a concise but detailed description of the work­
ing of the various agencies, the laws under which they 
operate, the legal limitations to their activities, ctc. It will 
probably be possible to indicate some of the caUSe and 
effect relationships involved, but these will for the most 
part require the more localized and detailed analyses which 
will be taken up under the institutional and commodity 
credit projects listed later in this report. 

I rtf ereneea. 
The main problems of inference in studies of this type have to dO' 

with the appraisal of the sample as a representation of conditions in 
the area studied. Strictly speaking, the findings cannot be extended 
to any other area than the one studied. In some cases, where some­
elements of the situation have been studied and found similar to those­
in the given area and where general observation indicates a close 
similarity of conditions, it may be justifiable to assume approxi­
mately the same conditions as to credit. Some phases of inference 
which are applicable to this type of study are discussed under this 
head in "Research Method and Procedure in Agricultural Eco­
nomics." 

Another aspect of inference which needs consideration is that of a 
conscious or unconscious assumption that the loans by given loaning 
agencies represent true cross-sections of the kinds of and amounts of 
credit needed in that field of activity. It is necessary to keep in mind 
that custom, incomplete knowledge, and personal views affect the 
basis on which loans are made- by loaning agencies, and that con­
siderable selective influences are at work in the development of the 
body of loans held by any given credit institution. 

Several studies have been made which include part and in some in­
stances most of the objectives of this project. The study made for 
the United States as a whole and published in the U. S. D. A. Year­
book for 1924 is the first notable example. State studies of similar 
nature are "Farm Mortgage Financing in Texas" and "Short Term 
Credit in Texas", Texas Agricultural Experiment Station Bulletins 
Nos. 330 and 351 by V. P. Lee. State reports on projects which 
have included many of the objectives of this project but which in con­
trast to the foregoing have given greater emphasis to the basis for 
credit in the sections studied are "}"'arm Credit Situation in South­
western Arkansas", Arkansas Bulletin No. 237, by B. M. Gile; "The 
AgricuHural Credit Situation in Minnesota," Minnesota Technical 
Bulletin No. 55, by J. p. Black and B. M. Gile; an unpublished thesis 
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on the "Credit Situation in Kentucky" hy E. C. Johnson; "The 
Agricultural Credit Situation in Louisiana" hy R. L. Thompson; and 
"Farm Credit in Ii Plantation and an Upland Cotton District," 
Arkansas Bulletin No. 228, by B. M. Gile and A. N. Moore. Most 
of the foregoing studies do not deal so fully with the legal and busi­
ness set-Upt and interrelationships of the various credit agencies a8 
i8 contemplated by this project. 

PROJECf 2. To tra"" the historical development of the 
agricultural credit problem, the financing institutions, and 
the credit practices of an area. 

(By C. P. Spruill and;!vl. R. Benedict.) 

Stated in more detail, the purposes of this type of study are: 
1. To provide an understanding of the stages through which 

the credit problem and credit agencies have passed . 
. 2. To show what policies and. methods have been tried and 

how they have worked out. 
3. To indicate the effects upon the area of various credit and 

monetary policies. 
4. To establish so far a. practicable the trends of develop­

ment and to secure indications as to the probable future 
developments. 

It is evident that a better understanding of the rea.ons for credit 
conditions and agencies now existing will be attainable through such 
a study.. Mistakes in the policies and practices of the past can be 
pointed out. Legislative action directly contrary to the direction of 
evolutionary development can be avoided, and a philosophy of pro­
cedure in credit matters, based upon the experience of the past, can 
be built up as a dependable base for the consideration of betterments. 

Scope of the project. 
The area studied should be limited so far as possible to a region 

which has a more or less uniform economic and institutional structure. 
Much of the source material suggested below refers primarily to the 
area included in the Carolinas, Georgia, Maryland and Virginia. 
Smaller areas mav be used, but to do so will usuallv shorten the 
period which can be covered and will lessen the scope of the material 
which can be secured. As to scope of subject matter to be dealt with, 
the lines of demarcation are less easily drawn, and wiII have to de­
pend to a considerable extent upon the time and funds available for 
the study and the special interests of the investigator. Nearly all 
historical developments and economic changes will have had some 
influence upon the credit situation in the area. Usually an analy­
sis of the major economic and political developments can be secured 
from mOre general historical works, and related to the specific de­
velopments here under consideration. Periods of currency inflation, 
wars, the commercialization of agriculture, land booms, and major 
changes in the comparative advantage of the !,rea for given products 
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will need to be considered as to their etTects upon credit conditions 
and credit agencies. 

Ba8ic qualitative a1U1ly.i •. 
The discussion under this heading in Project 1 has pointed out the 

need for a preliminary qualitative analysis. Much of the analysis in 
this project will not only be qualitative to begin with, but will 
necessarily be left at that stage because quantitative data will be lack­
ing. Such preliminary analysis will include an etTort to recognize in 
a general way the major periods involved, the more imp~rtant events 
and developments, the facts needed relative to these, and 80me con­
sideration of the economic principles involved. Such analysis will 
need further retinement, development and correction as the study 
proceeds. 

SQurce of infor-mation. 
a. Newspapers should be used extensively. Articles, editori,!lls, 

and advertisements throw light upon the methods of financ­
ing and the way in which they worked. For the Colonial 
Period this source is invaluable. Brigham's Bibliography 
indicates where the original papers may be found. With a 
few important exceptions, photostat copies are available 
in the collection of the Massachusetts Historical Society in 
Boston. The exceptions are: 

(1) The (Sai'annah) Georgia Gazette. ]763-1776, in the collection of the 
Georgia Historical Society, Savannah, Georgia. 

(2) The (Charleston) South Carolina and American General Gazette, 
17640-1781, and the (Charleston) South Carolina Gazette, 1732-1775, 
in the collection of the Charleston Library SOCiety. 

(8) Certain North Carolina papers in the collection of the North Carolina 
Historical Society. Raleigh. N. C. 

(4) The (Annapolis) Maryland Garette, in the Maryland State Library, 
Annapolis, Md. The (Baltimore) Maryland Journal, in the collection 
of the Maryland Historical Society, Baltimore, Md. 
For the later periods adequate files of papers are available 
in the s ts te libra ries. 

h. J DumaIs, letters, and account books sometimes provide 
exact and detailed information. Familiar examples are the 
diaries, the letters, and the account books of George Wash- ' 
ington. 

c. The order books of county courts include records of dis­
tressed farmers whose unpaid debts caused them to be 
brought before courts of law. The court records are 
scattered, and working through them is extremely tedious, 
but there is no substitute for them. The ,tate libraries have 
been trying to concentrate these materials. The Virginia 
State Library has gathered a sufficient number to make 
possible representative sampling of counties in that State. 

d. Periodicals such as De Bow', Review, New Orleans 18416-
1880, should be consulted. The journals of state and 

29 



national historical societies give edited materials from 
primary sources as well as scholarly articles. 

e. From a vast number of printed books, scattered data may 
be gathered. Such SOUrces should of course be used with, 
caution. Representative of the best of them is W. Z. 
Ripley's Financial History of Virginia. 

f. Study of manuscript and printed sources should be supple­
mented by interviews with farmers, merchants, and bankers· 
in so far as this is practical and the information desired. 
falls within the period which they can be expected to know 
about. I 

Organization. 
In so far as the material sou/tht can be clearly and specifically de­

tined and the probable or possible sources clearly indicated, routine 
search can be handled by clerical assistants. Much of the work, how-, 
ever, will requir€ ca.reful appraisal and interpretation which can he· 
made only by the worker in charge of the study. This project doe .. 
not therefore inyolve very extensi"c staff organization. 

Units and coefficients, 
The signiticant coefficients which may be used are relatively few in 

number. Where the per capita debt and the relations of debt to' 
valuation can be determined, these will throw some light on the 
situation. The relation of borrowings to representative cash incomes· 
may indicate in some degree the change to a commercialized agri­
culture and its effect upon credit problems. Other significant re­
lationships will no doubt appear in the case of each study as it 
progresses. 

For historical studies, the problems of sampling, collection of data, 
errors in records, analysis, inference, an!i presentation of results are' 
well covered in "Research Method and Procedure in Agricultural 
Economics" and ne.ed not be further developed here. 

Research with similar objectives. 
No studies of agricultural credit have so far been made which, 

carry out fully the procedure here indicated. The nearest approach 
to it among experiment station bulletins is Colorado Bulletin No. 338, 
"Financing the Western Cattleman," by Charles I. Bray. The tirst 
section of this bulletin deals briefly with some phases of the historical 
development of cattle financing, with some of the risks involved, with 
conditions affecting the industry, etc. It does not, however, deal with 
the whole picture of credit operations and institutions, nor go into' 
much analysis as to the reasons for development proceeding along 
the lines it did. Various studies cOlltain minor historical phases, but 
most of the studies in this tield have been primarily of aero ... 
section character and do not present significant historical aspects. 
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PROJECT 3. To analyze an area where agrimlture u. not 
prospering, with a view to working out an improved pro­
gram of production, tenure, and credit. (Joint with Farm 
Management. ) 

(By D. L. Wickens and H. R. Tolley.)' 
The steps in such a program of analysis will include; 
1. Determining, in sO far as possible, the principal reasons for 

the lack of prosperity in the area. 
2. Finding what types of farming, sizes of unit, and methods of 

production are best suited to the area. 
3. Finding what if anything is preventing the adoption of these 

types, sizes, and methods. 
4. Determining the extent to which such inhibiting factors can 

be removed. 
5. Ascertaining what the situation is likely to be when such 

improvements in farming methods as seem feasible have been 
worked out, the probable length of time required for such 
readjustments, and the credit program that will be po.sible 
of fulfillment. 

6. Contrasting this with the program of commitments already 
made, to see what adjustments will be needed to bring the 
commitments into harmony with what can be reasonably ex­
pected of the farm operators. 

It is obvious that such a project is fully as much in the field of 
farm management as in the field of credit, and that it may also 
involve important land tenure considerations. 

Value and uses of tke project. 
In recent years some rather marked changes have occurred in the 

relative prices of different products, or in toe relative advantages 
of different areas for the production of given products, which have 
in many cases resulted in widespread financial distress in the areas 
adversely affected. Both developments may have appeared in the 
case of irrigation projects and similar ventures that have involved 
the assumption of unusually heavy debts. Some of these present 
the problem of great numbers of insolvent creditors. A lar}fc I"ss 
to the creditors as well as to the borrowers may be involved If these 
are foreclosed on a large scale. A hetter procedure in most cases 
is to adjust the debt payments to what the creditors can pay, on 
the basis of whatever changes in production and tenure programs 
seem likely to improve conditions in the area. 

Scope. 
A study of this kind i. likely to be limited to specialized areas such 

as irrigation or drainage districts, or to definite type-of-farming 
areas. To extend it more widely will complicate an already com­
plex problem. If large areas are involved, a series of separate 

• 
(1) Also some suggestions made by Dr. Hartman for Project" have been 

worked into this report. ' 
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studies, one for each type area, will be needed. Records for at least 
three years are highly desirable if the time limit will permit the ex­
tension of the project over that long a period. Records of a single 
year may be used alone if the year is typical. Records in non­
typical years may be made more nearly applicable by use of average 
yields and average prices. 

Basic qualitative anal·YBia. 
The distress conditions may have resulted largely from the devel­

opment of new production areas where conditions are favorable to 
the use of more efficient methods or where yields and costs are such 
as to permit of profitable productIon at iower prices. This type 
of depression is noticeable in recent vears in the eastern cotton 
belt, and in parts of the wheat produ~ing area. The trouble may 
be due to a falling-off in the amounts demanded at given prices. 
Thi. has affected some areas depending largely on sales of bay and 
oats. In other cases, a change in freight rates may have given the 
area concerned a different relation to the other producing areas 
than it had before. The causal factor may lie merely in a general 
price decline which makes impossible the meeting of obligations which 
at the time of their assumption seemed reasonable. Price declines 
usually change area relationships, however, even though all of the 
areas may be adversely affected. In Borne cases, a sharp loca1ized 
increase in a given cost factor such as labor may have been an 
important factor. Some of the irrigation projects and other ven­
tures of that kind may have over-e,timated the ability of the farms 
of the area to retire the principal of their debts, and thus may 
require a slowing down of the rates of payment on principal. Still 
other cases are due to the assumption of unwarrantedly high indebt­
edness as a result of speculative buying and selling of land. In 
most cases, several of these factors will be found to have been oper/<­
tive at the same time. The first step in the project is to review 
the relevant facts concerning conditions in the area and set up hypo­
theses of the foregoing sorts as to the causes of existing conditions. 

The next step'may well be the consideration of various possible 
changes which might be introduced in the area. Some of these may 
be in the nature of technical changes on a fairly large scale in the 
production of the standard crops of the area-such mechanical. 
changes as those brought about by the combined harvester-thresher, 
the cotton-picking sled, potato planting, spraying, and digging ma­
chinery, and the possible adoption of units suited to such develop­
ment. A change from relatively intensive to more extensive methods 
of cultivation may be involved in the foregoing. 

Another line of attack may lie in an attempt to change quality, 
and to reach some specialized demand, or to find other outlets. The 
most common approach will be to seek the development of additional 
or alternative lines of production which will be more profitable under 
the new set of conditions than the old would be. .. 
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If an efficient production set-up can be worked out, the next prob­
lem is that of analyzing the credit and other changes needed to 
bring the situation into line with this more efficient pl"n of organiza­
tion and operation. Since this may in some cases involve rather im­
portant changes in the size and nature of farm units, study will need 
to be given to the tenure arrangements of the area with a view to 
ascertaining the methods by which the area could hest be worked 
into the most efficient units. This may be through an educational 
program looking to individual action in purchasing, leasing, or sell­
ing to make the readjustment; or in some types of areas may indi­
cate some form of federal or state ownership of considerable tracts 
with arrangements for leasing in accordance with good practice. In 
still other CAses, the new conditions allow no alternatiYe, even with 
the best of production set-ups and methods of operation, to a con­
tinuing lower price of lands in this area. Where such is the case, 
a clear recognition of the facts and of the various possible. lines of 
action will usually lead to the quickest and most effective read­
justments. 

A program made up of one or more of the elements indicated 
above will involve four problems from the credit standpoint: one, 
to find what are the present financial obligations of the residents of 
the area; two, to find what additional capital will he needed and 
in what forms in order that the production program outlined may 
be carried out; three, to estimate the terms and rates at which pay­
ments can reasonably he' expected both on the new indebtedness 
involved and on the old obligations; four, a consideration of the 
possible sources of such needed credit. 

The principal sources of information will he: 
1. Farm management studies made in the .area. 
2. Credit and land tenure studies of the area. 
3. Census data. 
41. Surveys of farmers, bankers, merchants, and other market­

ing anil financial agen.cies in the area. 
5. Reports of the state agricultural statistician. 
6. County records. 

Organiza tion and collaboration. 
If this project is to be prosecnted by public agencies, the prin­

cipal analysis and organization of the project will usually rest on 
the state experiment station staff. The collaboration of the Bureau 
of Agricultural Economics is desirable both for bringing in an iD­
timat. contact with the experience and findings developed out of 
similar projects elsewhere, and for bringing into the situation an 
outside agency which may he able to discuss some of the more deli­
cate problems with a freedom from local political pressure and with 
an authoritativene •• that are not always possible of attainment for 
the local ageneies. 
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It will usuAlly be desirable also ·to enlist in a project of this kind 
the more or Jess active participation of a number of local groups 
and o.rganizations such as the principal farm organizations of the 
area, local chambers of commerce, bankers' associations, boards of 
county commissioners, and possibly some of the departments of the 
state governments. The enlisting of these types of cooperation has 
several purposes. For one thing, it tends to make available to the 
active investigators considerable data which m~ght otherwise be with­
held. Also it provides an effective means of educating the community 
in regard to its own problems. It bas the further merit, if effectively 
carritod through, of preventing the development of possible sharply 
antagonistic attitudes to..tard the findings of the study, since those 
most li,kcly to have such attitudes have been involved jointly in 
thinking through to the conclusions arrived at. 

Sampling and choice of period. 
Situations such as this project proposes to analyze do not usually 

develop in a few yellrs. Hence it is usually advisable to trace the 
changes leading up to it about as far back as records or informa­
tion are available. But usually only the more rccent changes are 
worth studying in detail. If price de/lation is involved, the data 
for the war period will usually not be satisfactory both because of 
the arbitrary and unsatisfactory nature of the price de/lating pro­
cess, and because many factors other than prices entered into the 
problem .. The main reliance should probably be placed on the trends 
and other relationships indicaW by the limited data of the post­
war period. 

The sampling problem is affected somewhat by the fact tbat the 
census data which will be used as a basis represent' only farm owners, 
and among farm owners, only the fraction, averag:ng about one­
third of all owner farms, which have mortgage debt. The selection 
of a survey sample from the farms within the area presents the sort 
of problem which has already been discussed in Project 1, except 
that probably more attention will need to be paid to geographical 
v~riations within the area, variations in type of farming, tenure) 
etc. Probably it will be well to separate the area into zones, or 
set up various farm types, the divisions between these being more 
or less arbitrary, but each group usually showing a rather pro­
nounced mode. By taking a rather large number of farm records 
by a method of stratification or by some system of random selec­
tion, such as the drawing of cards from the area as a whole, and 
then subsorting these by zones and type groups, one can obtain a 
group of records that can be used with a reasonable expectation 
that tbe conclusions reached will apply to other farms of the same 
type in the same zone if not in the area as a whole. The size of 
sample needed for each farm type will vary with the amount of 
subclassification it is desired to make. In most cases, from fifty 
to seventy-five farms in each type group will be sufficient. The 
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more homogeneous the sample, the smaller will be the number of 
farm. that will suffice. 

Errors in data. 
In studies conducted under conditions of this kind, the ·emergency 

aspects of the situation are likely to be especially prominent, and 
bias usually in the opposite direction from that indicated in Project 
1 is to be looked for. Farmers may exaggerate their debts instead 
of minimizing them. Checking with bankers and others intimately 
familiar with the conditions will aid in indicating at least the nature 
and general extent of such bias, and may provide sufficient data to 
make some allowance for it if it exists. The investigator needs to 
keep in mind, however, that such agencies may have their contacts 
almost. wholly with the better risks, and that a summary of their 
records will probably picture It better situation for the area than 
a true cross-section wohld do. ComparIng frequency distributions 
for the farms in the sample with those of the Same class in the 
censuS data will assist in judging as to the representativeness of the 
data secured. 

Procedure in UBe of data. 
Because of the limitations of' time and funds, some of the follow­

ing phases of the problem will of necessity be based on deductions 
drawn from careful observation and personal inquiry in the area 
rather than from statistical treatment. Such analysis should, how­
ever, be verified as carefully as funds and available information will 
permit. ~ 

1. Determine by the budgeting method the production program 
that seems to provide the greatest income per farm for the different 
soil, climatic, and economic conditions in the area (see U.S.D.A. 
Bulletin No. 1564). Conclusions from budget.ing analysis should be 
made in the light of the trend of farm production in the area. Study 
of such trends may suggest desirable lines of emphasis as indicated 
by farmers' recent experiments. (See "Budgeting", as discussed in 
the report in this series on "Scope and Method of Research in Farm 
Management". ) 

The determination of the production program will include atten­
tion. to proportions of different enterprises, intensity of cultivation 
of individual crops, feeding, size of farms and other related farm 
management factors. Such studies as Montana Extension Bulletin 
No. 66, "Dry Farming in the North Central Montana Triangle" 
illustrate this type of approach. Should the study not show that 
any marked improvements in the production program are possible, 
the investigator must expect to find that the tenure or credit situa­
tion needs revising or that part or all of the area is of the marginal 
type, such as will be covered by Project" 4. 

2. For tenant farms, for the systems and methods worked out 
under 1 above, determine the value of the inputs of the landlord and 
tenant with various methods of renting and on this basis determine 
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an equitable division of the output between landlord and tenant. 
This procedure will involve determining a proper allowance for the 
use of the land, the value of unpaid labor, and all of the other items 
of input. In determining these items, use the results of the analysis 
of capital requirements mentioned below. (See U.S.D.A. Bulletin 
No. 1400, p. 40.) 

Compare these results with the methods of renting and tbe leas­
ing contracts in vogue in the area. This may show that Borne or 
all of the methods of renting in use result in inequitable division 
of receiptS. 

It may be that the methods of renting and the lease contracts 
in use,may be such as to prevent the adoption of the best systems 
of farming and the best methods of production on tenant farms. 
In determining the best method of tenure, consider length of term, 
freedom to follow best production systems, amount of land allowed 
the tenant for his operation, and the adequacy of the financing of 
the production program. 

8. Determination of capital requirements for different sizes of 
farm units is a prerequisite to finding the amount of credit needed. 
This will cover the capital needed for lands, buildings, machinery, 
livestock, operating expenses, and living expenses for the farmer's 
family. . 

Determine the credit needed by farmers possessing different 
amounts of capital for each tenure in following the particular system 
of farming desired. Find the amount of credit used and the amount 
used for each principal purpose, the term for each class of loans, and 
the cost of credit expressed as a rate per annum. Consider the ex­
tent to which owners needing larger farms can advantageously rent 
.additional land needed. Consider the relation of capital needs to 
the current price leve! and test the debt-carrying capacity witli 
reference to long-term trends. 

4. Analysis of the credit items on the farm schedules will pro­
vide a picture of the prevailing credit situation_ showing: amounts 
of various kinds of credit being used by farmers, their sources, terms, 
and cost. 

The anaftsis of credit institutions of this area as indicated in 
Projects 1, ~2, 5, 6, 7, 8, 9, 10, 11, 12, 13, and 14 will in so far as 
these studies have been developed be of considerable help. Where 
none of these studies huyc been carried out for the area, a special 
survey of the local credit resources of the area. "%;ll be necessary. 
It wiil not be possible to make this survey in much detail witho{;t 
slowing up the project too greatly;. but the methods of analysis 
will be the same as those outlined in Projects 5 to 14 above men­
tioned. Hence no discussion of methods is given in this project. 

By analysis of farmers'· schedules, show th~ sea.sonal course of 
credit needed and income returns. Determine from these results the 
amounts, terms, and period of credit needs in excess of the credit 
capacity of the community and relate ·these facts to the demand on 
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the banks and other credit agencies and to the methods which these 
agencies use in meeting the demand. 

Determine the adequacy of the supply of credit in average years 
and in exceptional years. Make special investigation of complaints 
of insutlicient credit. Find the effect of irregularity in the supply 
of credit. Estimate the extent to which shortage in exceptional years 
can be offset by the accumulation of feed reserves and other resources 
by farmers. 

Analyse and compare the credit institutions of the area to de­
termine whether credit service can be rendered at lower cost by 
fewer institutions and by concentration of accounts, and by better 
inspection of risk. • 

Next onc should determine to what extent there is uneconomic 
use of credit. This may be related to possible improvements in the 
production programs or to unwise consumpt.ion credit. Appraise 
consequences of these conditions, determining to what eldent they 
are responsible for the unprosperous conditions found in the area. 

Determine the types of institutions best adapted to conditions in 
the area, the most effective size of such institutions, and possible 
improvements in their credit policies. Determine whether a con­
siderable part of the loaning capacity of the banks is now employed 
in real estate loans. Determine whether if mortgage loans were 
transferred to other agencies the bank could safely loan on the 
remaining security. . 

5. Describe the capital requirements for the most effective pro­
duction program. 

Consider the gain to farmers from eliminating the high risk ex­
pense which wiIl follow from transfer of merchant credit accounts 
to banks or other cash credit ag<ncies, and the possibility of closer 
inspection of risks by the merchants, and the elimination of non­
debt paying accounts. 

Consider also the possibility of alternative employment of such 
labor and capital as cannot be profitably employed in agriculture 
in the area. 

Simuar or related research work already ~one. 

No comprehensive study of this nature has been made on the scale 
and with the intensity here contemplated. Research work bearing 
on the subject includes U. S. D. A. Farmers' Bulletin No. 1564., 
"Farm Budgeting" by J. B. Hutson (1928) and Montana State 
College Bulletin No. 84, "Agricultural Program for Montana" by 
M. L. Wilson (1927). In the latter study the conclusions were 
reached by means of a series of agricultural economic conferences of 
committees in each of six districts of the state. Recommendations are 
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based on basic agricultural facts, but on a limited amount of close 
analysis. Other reports dealing with the problem are Circular No. 
81, ]l;orth Dakota Agricultural College, (1928) "The North Dakota 
Agricultural Highway" (this is a report on agricultural confer­
lences); University of Arizona, Extension Circular No. 57, (1929) 
"An Agri~ultural Survey of the Salt River Valley Project in Mari­
'copa County, Arizona"; and Utah Circular No. 19, (1929) "Eco­
nomic Survey and Committee's Recommendations for Agricultural 
De'Tlopmcnt in Cache County." Thc last one is designed to de­
velop the farm program from the data available. Recommenda­
tions \\'l!re mude by commitlfes representing leading commodities of 
the county rather than by c()mmittees representing various districts 
-as witS the case in the 1\.fontana study mentioned above. None of 
these arc devoted particularly to credit, but they attack the sort 
'Of proble,!,s proposed in this project. 

Of studics making local analysis of credit conditions in small 
:areas with supporting data on farm management, North Carolina 
Bulletin .'II o. 270, "Farm Credit in North Carolina, its Cost, Risk, 
and Management" is a clear example. Other bulletins of somewhat 
similar nature are "Credit Problems of Georgia Cotton Farmers", 
Georgia Bulletin No. 153; "Farm Credit in a Plantation and Up­
land Cotton District in Arkansas", Arkansas Bulletin No. 228; 
"Facts and Problems of Farm Credit in Craighead County, Arkan­
sas", Arkansas Bulletin No. 233; and others indicated in the intro­
ductory section of this report. l\fost of these studies, however, have 
given a general description of conditions found, but usua11y have 
made no analysis of the relation of credit items to farm management 
factors. 

This. project should be looked upon as an integral study of farm 
management, tenure, ano credit in the collection of data from farm­
ers, all data being obtained by the same field man. It is essential 
to relate the farmer's credit to his production. Study of the credit 
institutions by means of inquiry of those agencies is more definitely 
a credit investigation, though much of the necessary information 
.cone('rning these would be obtained from analysis of the farmer's 
:schedules. The inv(>stig"ation of the credit institutions should, how­
.evcr, he made in the light of thorough familiarity with the farm 
.data, tyIX' of security, and attitudes of farmers toward the sources 
-of credit. Since a distressed area ought not to be required to 
'wait during a long period for some analysis of its problem, and an 
lE'xhaustive study would take considerable time, a project such as 
here considered might well be initiated by a study lasting a few 
months. This would accomplish much and should indicate the lines 
of solution. . 
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PROJECT 4. To analyze the production, credit, and tenure situ­
ation fOI" an area of the marginal type, and to outline a piau 
for meeting the situation existing. (Joint with Land Utiliza­
tion.) 

(By W. A. Hartman.)' 

The problem in Project 3 is one of determining the type of farm­
ing and credit arrangements best adapted to the region in question, 
whereas in Project 4 the problem is to determine the us~ or com­
bination of major uses for which land is best adapted and the ac­
companying credit arrangements needed. A major part of the old 
plantation piedmont cotton beJt, the cut-over areas of Michigan, 
\Visconsin and Minnesota, the mountainous sections in eastern United 
States, and a large number of financially embarrassed and defunct 
drainage, levee, and irrigation districts will furnish e~amples of 
regions and areas where Project 4 would apply. To. be sure, some 
of the lands in such areas may not be sub-marginal for agriculture; 
but mo.t of the agriculture' on them will need to be combined with 
forestry, rccH'at,ion or grazing if it is to persist. . 

On the other hand, considerable parts of the area may be of such 
a nature and so situated that no combination of cropping witl} othor 
land uses will make up a profitable system of land use. ' 

Such conditions as the foregoing have usually grown out of one 
or more of the following situations: 

] . A drop in the general level of prices for the products of the 
area has occurred which has brought the return from them .0 low 
as to more than do away with any net return for the Use of the 
land above cash costs of operation and a return for the labor of the 
operator's family which i. in accord with that secured by farmers 
in other areas. . 

2. The development of new land or new methods in other area. 
producing some or all of the same products in such a way as to 
lower the prices and the returns for this area so as to result in the 
condition described above. 

3. The previous undertaking of a program which involved the 
development of types of farming, sizes of unit, and expenses of op­
eration, which could not be maintained even at the time they Were 
introduced, but which were supported for a time by previous ac­
cumulations of the settlers, by borrowing, or by a temporary period 
of high prices. 

4. The undertaking of a program of public activity such as 
school, road, and public service development which is greater than 
the net earning. of the land will support. Taxes have thus come 
to absorb more than the land can earn even though the best organiza­
tion and procedure are used. 

(1) Dr. Hartman's discussion as originaHy submitted included much detail 
as to conducting a study of this type, but since this has been rather fully devel­
oped in Project 3, it was not necessary to include it in Project 4-. Some of Dr. 
Hartman's original suggestions have been induded in Project a. 



. 5. A change in transportation rates which has placed the pal'­
bcular area at a relati\'ely greater disadvantage as compared to 
other areas than it was before. 

6. A decrease in demand for some of the important products of 
the area . 
. 7. Settlement of the land by a class of people unsuited to operate 
It successfully. 

8. Overpopulation in such areas as the Southern Appalachians 
and scattered or und€rpopulation in such areas as the cut-over re­
gions of Michigan, Wisconsin, and Minnesota with and (or) with­
out changes ill, price levels as direct causes of submarginality. In 
areas where farming is more or less on a self-sufficing basis, changes 
in price levels do not materi~l1y affect marginality. 

9. Erosion and soil depletion making farming unprofitable in 
many locaHzed areas, particularly in the southern and eastern parts 
of the United States. 

It is important as a tirst step in the analysis to identify the 
causes of the difficulty. The next step will usually be to analyze the 
physical and economic diff~rences in different parts of the area with 
a view to setting up certain significant classifications of them. The 
margin relates to a given type of land use, and an area that is 
submarginal for one type of usc may be definitely super-marginal 
for some Jess intensive use. Nevertheless, even the better adapted 
type of uses may he unable to support the program of public activi­
ties or the borrowings previously undertaken in the area. It will 
be unusual, however, if some parts of the area are not super~mar­
ginal for the types of activities now being carried on. Trends of 
change in this and in competing areas will, however, need careful at· 
tention. It is probable that the study of these affords the best basis 
for an estimate of the future relative position of the given area. 

It should be remembered, however, that if the conditions in the 
given area are such that farm families are leaving it, some of its 
costs are likely to rise except as rather radical shifts in program 
occur. For example, if the same school and road program is main~ 
tained, it will, with fewer persons, cost more per person. Many 
of th~ exteFnal economies of the social organization may be less­
ened. Thus interest rates and marketing costs may he higher and 
buildings and fences may he less adequate. 

The area chosen for stud v may contain more than one "natural 
region," or may be only pa;t o(a "natural region," or may over­
lap se\'eral "natural regions." Locating the area win involve: first, 
an extensive survey of certain major factors; and second, an inten­
sil'e study of related factors within what ma,Y be called "type situa­
tions." Clear-cut definition of "natural" nnd "economic regions" 
and "type situations" within these regions is the initi<tl step in the 
conduct of the study and the hub of the analysis of aU parts of 
the study. Results of intensive study of various factors within 
"type situations" are to be projected into regions or parts of re-
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giODS represented by a particular "type .ituation." Adequacy of 
data called for on schedules and the determination of whether or 
not "type situations" are truly representative of larger regioDs 
they supposedly represent, can be tested by comparison with census 
data and other records supplemented by inquiry and general recon­
naissance field survey. 

Much of the discussions under Project 3 will apply in this case 
as well. The best combinations of agricultural enterprises and fac: 
tat. that can be arrived at will have to be worked out and appraised 
as to probable income, probable expenses, debt-carrying capacity, 
etc. This will include study of the adaptability of the customary 
tenure and credit arrangements to such set-ups of farm units along 
the lines discussed in Project 3. The report on "Research Relating 
to Agricultural Land Utilization" also presents methodology that 
will be useful for this project. See especially Projects 11 and 12. 

Perhaps the most difficult aspect of the study lies in the analysis 
of possible procedures where parts of the area have been found to 
be definitely submarginal for the type of agriculture which the 
farmers occupying them have been attempting to carryon. Usually 
units have been subdivided till they are unsuitable for the more 
extensive type of farming or otber form of land usage that may 
be needed; buildings have been built which will have to be sacrificed 
or greatly depreciated in value, programs of public activity may 
have to be revised, and local attitudes may need to be changed 
through education. Nevertheless, an honest facing of the situation 
will provide the best basis for any improvement of the situation. 
Without it, the area will be subject to continuous re-exploitation by 
unscrupulous land dealers, and will maintain a deteriorating residual 
population. A radical change, such as, for example, that from 
crop farming to grazing or to forestry, probably cannot be carried 
Qut at any one time .. Nevertheless, it will facilitate correct adjust­
ments if production units, methods of production, and set-ups of 
public activities can be worked out with reference more to the 
physical characte.r and economic location of the area than to its 
present set-up and lines of production. The problems of transi­
tion can thus be more definitely determined, and not infrequently 
this will aid in securing specific governmental action which will 
facilitate the transition and lessen the impact of the changed condi­
tions on the farmers of the area. 

GROUP B 
The Institutional Approach. 

Business in credit is conducted by enterprises or, institutions. 
Hence one of the most helpful approaches to the study of credit 
is in terms of such enterprises or institutions and their problems of 
.organization and operation. Some enterprises are included in the 
list of projects following which are users of credit rather than 
sellers of it. ' 



PROJECT 5. 
"uhural 

Objective •. 

A .Iudy of the organization Bnd method. of agrio 
credit corporations within an area. 
(By V. D. Gilman and W. H. Rowe.)' 

,. To study the organization, the set-up, and the methods of 
the agricultural credit corporations serving an area to de­
termine which set-up and methods are most satisfactory. 

2. To evaluate the agricultural credit corporations as credit 
agencies, and to study their relationships to other credit 
agencies in the arei 

3. 1lo determine how satisfactory their services are to the 
farmers they serve. 

40. To analyze the loans carried by agricultural credit corpora­
tion. as to purpose; limgth of time actually carried, losses and 
reasons for losses. 

5. To determine the effect of area covered and size of unit on 
the cost of operation. 

Value and uses of the project. 
The place of the agricultur\'1 credit corporation in the credit 

machinery of the country is still somewhat in doubt. From the 
farmer's viewpoint the objective in providing credit machinery is to 
make available to him, with as little expense as possible, th-<' various 
types and amounts of credit which he can use to advantage. In the 
long run this is the objectil'e of the public as weI!. Possible econo­
mie. in operation can be brought about through a better knowledge 
of the most satisfactory types and sizes of organization, and of the 
best methods of operation. It seems prohable that the effectiveness 
of the agricultural finance corporations in farm finance may vary 
considerably for different areas. To determine, therefore, where 
these corporations aloe likely to succeed, one must know more about 
the types of loans for which they are best suited and the extent to 
which these loans can Or cannot be. provided by other agencies. 

Scope of project. 
Studies under this project will usually be case studies, and ordi­

narilv will be confined, so far as intensive study is concerried, to a 
ver~r "'small number of individual corporations, possibly to one only; 
but this case study will be supplemented by some of the more eaaily 
accessible information concerning all the corporations in the area, 
so that some generalizations can be made for all. In some areas, 
a small local finance corporation will be found operating while the 
same area constitutes a part of the territory served by a larger 
regional corporation which is in the process of eliminating the other; 
in other cases the two may be handling different classes of loans; 
while in still other cases it may represent a more or less permanent 

(1) Dr. Frieda Baird of Hollins College also assisted in the preparation of 
this discussion. 
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,state of active competition for the same business. With organiza­
tions so new in the credit machinery of the country, it is to be ex­
pected that many maladjustments will be found; agricultural credit 
corporations established where need for them did not exist; corpora­
tions handling loans which could be more efficiently handled by other 
agencies; two or more corporations serving the same territory in 
uneconomical ways, etc. 

}'ew studies of this kind will cover less than a state, so far as 
some of their less intensive aspects are- concerned. Wherever cross­
tabulations, association analysis, and other simple forms of statis­
tical treatment are to be undertaken, the area will need to be at 
least that of a Federal Intermediate Credit Bank district. It is 
possible that some studies will include the whole United States. The 
phases which can be so handled will, however, have to be very care­
fully considered, as averages of conditions and relationships, vary­
ing as widely as these are likely to, may be lacking in significance. 
If a national study is split up into studies by areas, it will be prac­
tically a series of several studies of the sort here outlined. 

This project implies some knowledge of the relationships which 
Projects 9, 10, and 11 are designed to analyze. If Project 10 can 
precede this one, it will be possible to limit the scope of the present 
-project largely to matters of organization, methods of operation, 
loan classifications, etc., which apply specifically to the agricultural 
credit corporations, but if Project 10. has not been undertaken, it 
will be necessary in the study here considered to deal to quite an 
"xtent with the functions performed by banks, with the types of 
loans handled by the two agencies, the qualities of service, etc. 

On the farm side of the situation, information such as Projects 
18, 26, 28, and 33 are designed to bring out will be needed. Where 
these projects have not been taken up, it will be· necessary to broaden 
the scope of this project enough to gain some understanding of the 
advantages and disadvantages to the farmer from using various 
types and volumes of loans. 

Some little care is needed in classifying these loans as to length 
of borrowing period. Not infrequently, a loan on some other security 
may be taken and an earlier loan paid off though the production 
process implied in the first loan has not been completed. Also, a 
loan on a given type of securit.y may be continued when it could be 
paid oil', so far as that particular line of production is concerned, 
but instead the income has been diverted to other purposes for which 
l('ss acceptable security can be given. These conditions are probably 
the exceptions rather than the rule, but cannot be ignored in con­
sidering the adequacy of any given credit facilities under any par­
ticular set of conditions. In interpreting the time and method of 
repayment for different types of credit institutions, sO'me attention 
must alsO' be given to the pressure applied under various conditions, 
the probable effect of taking out of the farmer's business funds which 
may have had a high opportunity value in other directions at that 
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particular time, and the possible effects of a particular timing of the 
liquidation of the loans upon the time of selling certain crops, the 
form in which these crops are sold, etc. These aspects of the situa­
tion are not likely to appear in any statistical tabulation of the 
loan periods, and it may be impossihle to lind any very delinite 
measures of them, but their influence not only upon the farmeT'a 
material welfare, but upon his attitude toward the loaning agencies 
can scarcely be neglected in a thorough interpretation of the 
situation. 

Source of information. ' 
1. Books and records of Ole corporations. 

I a. Records of stockholders' and directors' meetings. 
b_ Business statements and accounts. 
c. Correspondence in files. 
d. Records on borrowers, i.e., application and inspection reports. 

2. Conferences with managers, directors and employees. 
S. Records and officers of parent and affiliated organizations, if any (par­

ticular attention to. supplementary and complementary business rela­
tionships) . 

.... The Federal Intermediate Credit Danks and Federal Farm Loan Board. 
a. Paper of borrower: A large part of the data on loans is in 

the hands of the intermediate credit banks in the form of re­
discounted pllpcr, financial statements ()f borrowers, et~. 

b. Inspector's reports. 
c. Applications of the agricultural credit corporations to the inter­

mediate ('redit bank for rediscount privileges. 
d. Examiner's reports on the corporations. 
e. Federal Fann Loan BUTeRu. Its Own records and the recorda. 

of the intermediate credit banks. 
5. State regUlatory board or cOUlmission under which agricultural credit 

corporations, as corporations, operate. This is a particularly valuable 
source of infonnation regarding amount and character of capital stock. 

6. Borrowers-by suney. Obtain their views as to requirements and 
ser"ices received, 

7. Competing credit agencies, particularly banks and private finanCing 
corporations. '(These credit agencies sometimes regard agricultural cre­
dit corporations as competitors rather than as supplementing credit 
agencies. The extent to which competition exists should be studied.) 

Organization of project. 
'rhe f~ll cooperation of the agricultural credit corporations in­

volved must be secured if this project is to be successfully carried 
out, The credit corporations as a whole are still in a somewhat 
experimental stage and will often welcome some study of their prob­
lems if they are convinced the information will not be used to their 
disadvantage. 

Arrangements for any unbiased consideration of the problem on 
the part of competing credit agencies will in many cases be more 
difficult. Although they have changed their ideas much of late, 
many bankers have rather fixed presumptions as to the adequacy 
of the previously existing credit institutions. Provisions must there­
fore be made as far as possible for objective and delinite determina­
tion 8S to what constitutes overlapping, what differences there are 
in the functions performed, etc. If the cooperation of the state 
bankers' association can be secured, this phase of the problem will 
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usuaUy be facilitated. The full cooperation of the federal inter­
mediate credit banks can usually be secured for any responsible and 
well-planned study of this kind. Where the agricultural credit cor­
poration is alliliated with a cooperative association, the collaboration 
of the specialists in marketing should be secured. 

For most of the work, it will probably not be practical to use 
much clerical Or semi-trained help. The various loans present 80 

many individual differences that the project leader will usually find 
it necessary to go into the details of them himself. 

Where the collaboration of the United States Department of 
Agriculture can be arranged. for, it may be possible to secure a fuller 
cooperation from the federal banking agencies than would be avail­
able to the individual research agency. 

Sampling and choice of period to be covered. 
This project will not ordinarily involve any formal sampling since 

the different corporations will constitute separate case studies. But 
the selecting of the cases for study will need to be carefully done so 
as to include all the significant types in their proper proportion. 
V\There farmer viewpoint as to the satisfactory or unsatisfactory 
working of the arrangement is needed, sampling principles will need 
to he considered if the farmers interviewed arc to represent the group 
as a whole. 'This can be judged somewhat by the amount of diver­
gence of opinion found and stability of the distribution as more 
farmers are included. A sufficient sample should be taken so that 
some type of frequency distribution is definitely established. It will 
be necessary to define very clearly what is meant hy satisfactory or 
unsatisfactory service if a worth while opinion is to be secured from 
the farmer. (See Project 48 in "Research in Public Finance Helat­
ing to Agriculture" for discussion of the technique of attitude 
studies .. ) 

The period covered will usually be the life of the agricultural 
credit corporation or corporations studied, since none of these date 
back bevond 1923.· In some studies it will be found desirable to 
include -a period prior to the organization of the corporation in 
order to make a comparison. This procedure is, however, rather un­
satisfactory in this case because of the violently disturbed monetary 
situation which preceded 1923. The period taken' should be long 
enough to allow for consideration of the relationships both under 
tight money and easy money conditions, in other words, in different 
phases of the business cycle. The usefulness of such an agency as 
the credit corporation may be rather sharply different under vary­
ing conditions of credit scarcity. 

Errors in recorda. 
1. Data taken from the accounting records will in most cases 

be reliable. They can if necessary be checked against the records 
of federal intermediate credit bank. and of the state regulatory 
commission or board. 



2. Statements of officers are valuable, but require-careful checking 
and weighing in the light of agricultural credit corporation records 
and records of the federal intermediate credit bank. 

3. In interpreting a borrower's statement, much care is needed. 
Borrowers often are unreasonable in their expectations; personal 
like. and dislikes are apt to enter in; and the farmer often has not 
made any very careful analysis of.., the relative importance of credit 
conditions, price conditions, and physical production factors in his 
problem. It will be necessary, therefore, as far as possible so to 
frame the questions that they will aid him in defining clearly how 

.and why a given situatioIi is Or is not satisfactory, how he would 
be affected by a different policy, interest rate, time payment, etc. 
General statements that the service rendered is or is not satisfactory 
are likely to have little real significance. Careful notes made by 
the interviewer immediately after the interview will aid materially 
in the later interpretations. The procedure is, in a sense, a case 
~tudy of each fanner's individual credit situation and an attempt 
to generalize from these case studies. 

Schedules ."',,1 form8. 
1. List of records to be secured (note: it is a good plan to keep at hand 

· a special sheet for. listing questions to be asked of the officers and employees, for 
many questions will present themseh'es while studying or transcribing the 
records). 

· a. Historical-study of charter, by-laws and minutes of stockholders' and 
directors' Ineetings. Prepare a brief of these, emphaSizing purposes and poJi­
des and proposals or action for the redirection of policy. 

b. Capital" of agricultural credit corporations. Original amount and changes 
from- tilDe of organization to date. (Purpose for which capitnl is used; i.e., in­
vested in securities for additiunal collateral purposes or loaned to famlers.) 

c. List of loans granted each year: Amount, time for which drawn, number 
,and size of installments for both advances and repayments, rate of interest, new 
· or renewal. (If the volume of business is too large to justify gathering so 
much data, infonnatiol) on number and size of loans may be readily transcrIbed 
by use of adding machine and tape.) . 

d . Balance and debit totals of loans and discounts account in the general 
ledger as oJ the end of each month for a gjven period or during the life of 
corporaHo.n. 

~. Balallce and credit totals of rediscounts ace-ount in the general ledger 
· as of tJ:le end of each olOnth fur a given period or during the life of corporation. 

f. Carry-over and amount renewed: Total amount outstanding at opening of 
each new lending season (if the loans are of seasonal character); and if pos­
sihle, a list ot' over-due accounts not paid at that time showing the original 
loan. amount ot' carry-I)\'er and the amount renewed. Reason for failure to 
pay loan should he includf"d. • 

g. Loans rejected. Number and amount by years and the reasons for rejec­
tion. if data are u\'uilable. 

It Distrihutiori' of loans by geographical districts, hy number and size. 
i. Record of discount and rediscount rates by years during the life of the 

corporation. In this connection also a record of charges to borrowers other 
than interest. such as inspection fees. 

j. ,l}alance sheets--preferahly at dose of each fiscal year. 
k. Profit and·lpss statements by years. 
1. Surplus 'and deficit adjustment statement showing accumulation to current 

,date; .also· accumulation of reserves. 
m Sample;Applications of borrowers showing: (1) Amount of loan, (2) Fi­

.nandsl statement, (8) Production, acreage and income, (4) Record of meeting 
: payments"; in . ~~i~.us . years. 
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2. Interviews with officers or employees--fonns for general questiOns. ' 
3. Interviews with bankers and business men of area-forms for general 

questions. 
40. Survey of borrowers-the following questions might be asked of all bor­

rowers interviewed, although it would be we1l if the investigator wenld make 
the survey himself, not confining his questions to the list but attempting to 
Hnd out {rom the bOTrower what need exists for the corporation and how satis­
factorily that need is met. 

(1, What are your reasonS for borrowing from the agricultural credit cor­
poration rather than some other source? 

b. Could you have obtained the loan elsewhere and wbat assurance ha...-e 
vou of it? 
.. c What would have been the cost of the Joan from other institutions? What 
is the cost from the corporation? (Results should be expressed in percent ad­
justed by the investigator for costs other tban interests.) 

d. What size loan did you obtain? 'Vas it as large as you needed? If not, 
how large a one did you need? Could you have obtained a sufficient one else­
where, and what are your reasons for believing so? 

e. Do you find it any more difficult to obtain other loans because you are 
borrowing from the credit corporation? 'Why? 

f. For what purpose or purposes was the Joan obtained? 
g. Are you required to buy your supplies from or sell your p:roducts to any 

particular dealer as a condition of the loan? 
h. Are you required to own stock in the ('orporation from wbich you borrow? 

How much stock must you own in relation to the loan? What is your opiniou· 
of the value of the stock? 

i. What do you consider the advantages of borrowing from an agricultural 
credit co'l'poration? What do you consider are the disadvantages? 

Irutructions fOT field work. 
It is advisable that the field work be done by a small staff, prefer­

ably one man where time and amount of work will permit. This is 
deemed advisable because of the large amount of non-quantitative 
informa tion to be judged. ' 

lIfethods of analysM. • 
The study of agricultural credit corporations can best be made 

by the cas. method. The following points need to be developed: 
1. Orga.nization. 
&. Purpose of organization-the conditions which led to its fonnation. 
b. Features included in charter and by-laws. 
c. Characteristics of capital stock-reasons for the stock arrangement used. 

Other alternatives-their advantages and disadvantages. 
d. Practices in marketing fitock. 
(1) Desirability of requiring horrower to purchase stock either outright for 

cash or to be paid for out of the loan. 
(2) Desirability of ownership by affiliated or parent organization. 
e Control, management and personnel, including functional analysis and esti­

mates of costs and returns with larger or smaller units. 
f. Relationships to affiliated organizations such as cooperative marketing asso­

ciations or commercial banks. Reasons for these relationships. Actual and 
posSible results of sU(~h affiliations. 

g. Grographic territory and its relationship to size of credit corporation; 
organization set-up, and services performed. 

2. Types of loans and risks attending eaeh type in the a1'ea; some analysis 
of these risks as to causes, predictability, preventability, etc. 

3 Basis for making loans and the character of security_ 
a. Considerations in passing upon loans. 
h. Limits as to size of loans; reasons for and any apparent effect of such 

limitation in changing loan sources, restricting agricultural operations, etc. 
c. Appropriate ratios to fit the types of farming selected suC'h as ratio of 

loan to net worth of borrower, ratio of loan to value of chattels, ratio of Joan 
to borrower's equity in land and buildings, ratio of loan to total indebtedne88,. 
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ratio of loan to other chattel indebtedness, loan per acre over all crops, loan per 
acre over special cash crops, loan per animal for the purchase of livestock. income 
per acre for aU ct'ops, income per acre in special cash crops, ratio of loan per 
acre to income per acre, ratio of loan per animal to income per animal. 

d. Rejedions in percent of total applications-number. amount and character, 
:reasons for, standards used. probable effects. 

e, Legal requirements in making loan. 
t. Customary term of loan and renewal polley. 
4. Methods of operation. 
a. Procedure in making loans and time required. 
b. Control and follow-up of use of funds. 
e Method of colleetion of loans. 
n. Loan experience. 
&. Size of loans-average and, median size and distribution by size groups. 
h. Volume of business by yeari. This is best measured by total number and 

volume of loans closed during year and the amount of loans outstanding at the 
end of each'month. 

c. Carry-over and renewals-these should be studied by years and by area 
with regard to both number and amount and in percent of total loans for the 
area and of the ori!!inal amount loanen on the accounts carried over. Reasons 
for curry-over should also be investigated. Comparisons with other financial 
agendes. Charaderistk-s of loans that run for the Jonger periods. 

d. Losses. Area figures (by years in which loan was made) in percent of 
total loans by years and for whole history of corporation. Comparisons with 
other financial agencies. Character of loans. security, and type of farming 
where losses did 01' did not occur. 

6. Rediscounts 
a. Vohmle----rediscounts closed by years and amount outstanding at the close 

ot each month. 
b. In relation to total loans.. 
c. In relation to capital. 
d EXc:':ess collateral requirements, charaeter~ and amount. 
e Lines of credit granted to corporations. 
f. Rediscount rates paid. 
g. Proportion of' the assets that· are held liquid to enable the corporation 

to take up its paper when due if the borrower cannot. 
h. Adequacy of the federal intermediate crf':dit system as a source of funds. 
7. Interest charges and other costs to borrowers. 
a. Actual rate of discount Charged. 
b. Adjustments to the rate such as would be required for delayed advancel 

on the loan and payments before maturity. 
c, Extra fees and costs. 
d. Extra costs entailed if furchase of stock in the corporation is required. 
e. Compa.rison with cost 0 funds from other sources of credit. 
S Income, expenses, and .frofHs. 
a .. Analysbi of income an expense statements (actual and on a percentage 

basis). 
b. Income per loan and per dollar of loan. 
c. Cost per loan and per doUnr of loan, and variations of these for corpora­

tions of different sizes and with different policies. 
d. Profit per loan and per dollar of loan, and ,"'ariations of these for corpora-

tions of ditTerent sizes and with different policies. 
e. The fJdequacy of the profit margin allowed by law. 
f. Effect uf seasonal character of loan. 
g. Dividends, resenes and surpluses. 
9. Extent to which the agricultural credit corporations aid the borrowers 

of the area. 
a. Need which existed for the organization of the corporation. 
(1) Adequacy of banking facilities 
(2) Adequacy of credit from other sources. 
b. The degree to which loans meet borrowers' needs as regards size. 
c. Advantages amI disadvantages of loans obtained through the agricultural 

credit corporations as compared to those obtained from the other credit agencies. 
10. Success of the agricultural credit corporation serving the agriculture of 

the area. 
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8. 'What aJ'e the proper criteria of success? 
(1) To bring funds to a cl'lpital deficit area. 
(2) Ability to furnish money at rates lower than other agencies. 
(3) To relieve banks of frozen loans. 
(4) Ability to earn return on investment. 
(.5) Ability to operate without loss. 
h. The causes of success or failure of the agricultural credit corporations. 
II. A classification of the loans on the bases of geographic location, size, and 

nature of security should be made as far as such classes can be clearly dis­
tinguished. The relations of each of these classes and its subdivisions to the 
business of the corporation as to cost of handling, effect on corporation profits, 
risks iomb-"ed, etc., should he (~onsitlered; also trends that may be present indi­
(·ating a chanf,"e in the size of Jaans tuken, in their gf'ographk distribution. or 
in the security on which they are based. 

The following considerations will need to be recognized in the 
foregolng analysis: 

Interest rates, in the case of agricultural credit corporations, 
con usually not be directly compared with those of local banks. In 
the first place, they do not represent payment for the same services. 
lVhen a farmer borrows from a bank, he expects in many cases to 
be able to increase Or decrease the amount of his loan from time 
to time as his circumstances may warrant. These changes are usu­
ally made with little inconvenience or trouqle, and with no additional 
expense. Such adjustments are much less simple in the case of credit 
corporation loans where such a change usually involves a reinspection 
,,-jth its attendant expense and incom'enience. In the second place, 
the credit corporation inspections are often charged for at a fixed 
ra te with an additional charge for the mileage used in visiting the 
farm. Where this is the case, net interest rate should include con­
sideration of such fee~, This may make a very different compara­
tive interest rate situation for large loans and for small loans. It is 
conceivable that good business may warrant charging much of the 
<>verhead to the larger loans. Also with their present practices, 
some of the corporations find the charges for mileage on inspection 
trips mounting as the size of the area served increases. Here too, 
it is possible that good business might justify charging a relatively 
large part of the overhead on the nearby loans. Analysis in terms 
"f such additional costs and additional returns may well be made 
where these aspeets of the problem are pertinent, even though the 
adoption of such arrangements may involve policy considerations 
which rule them out at least for the immediate future,' 

Inference. 
Statistical inference will have Telatively little place in this project. 

In so far as the corporations themselves are concerned, if part of 
them are seleded as representative of types, it should be possible 
to develop a number of dependable generalizations from .them, and 
this may constitute one of the important objectives of the study. It 
is necessary, however, t.hat the investigator recognize the importance 
of such factors as personality differences among managers, differ-

(2) Mr Rowe doubts the value of this suggestion which W88 made by 
nr. Benedict. 
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ences in the cooperative experience of borrowers, and differences in 
the economic situations at the times of starting th~ corporations. 

Where groups of farmers are surveyed, the same aspects of sta­
tistical inference a.re concerned as those in any other problems of 
sampling. (See "Research Method and Procedure in Agricultural 
Economics.") In other words, the inferences warranted will depend 
upon the representativeness of the sample, and, for inductive infer­
ence, upon· the known similarities of the conditions to which such 
inferences are applied fnd the universe from which the given samples 
were taken. 

I 

Summary qf research with si.imar objectives. 
The agricultural credit corporation as provided for under the 

Agricultural Credits Act of 1923 is not of long enough standing for 
very many studies to have been made of it. One of the earlier ones 
is that of Claude L. Benner, "The Federal Intermediate Credit Sys­
tem" published in the Institute of Economics series in 1926. This 
gives something of the history of the agricultural credit problem 
and of the agencies furnishing such credit, and analyzes the place 
of the credit corporation in the credit machinery of the country. It 
is largely deductive and qualitative in nature, as it came too early 
for much actual data relative to these corporations to be available. 

Recent published studies of agricultural credit corporations in­
clude, "Organization and Management of Agricultural Credit Cor­
porations in Arkansas" (Arkansas Bulletin No. 259) by B. M. 
Gile ~ "The Texas Cotton Growers' Finance Corporation" and "An 
Analysis of the South Carolina Agricultural Loan Association" , both 
by VV. H. Rowe (Bureau of Agricultural Economics cooperating 
with the Federal Farm Board). . 

An unpublished study has been made by V. D. Gilman, Montana 
State College, entitled "The Organization and Business Practices 
of Agricultural Credit Corporations in Minnesota." Stud!es deal­
ing with intermediate credit are now being carried on by :Miss Frieda 
Baird, In~titute of Economics, and W. H. Rowe, Bureau of Agri­
cultural Economics. 

Other current studies dealing with short-term and intermediate 
credit are now being carried on by B. D. Seeley and F. L. Garlock 
in a project entitled "Production Credit in the Eastern Counties of 
Virginia" (Bureau of Agricultural Economics cooperating wit.h Vir­
ginia Agricultural Experiment Station), and by Norman J. Wall in 
a project entitled "Short-term Interest Rates in Relation to the 
Availability of Agricultural Credit" (Bureau of Agricultural Eco­
nomics) .• In addition to these, many of the studies listed under 
"Summary of Research in Agricultura1 Credit" in the first part of 
this' outline contain sections which bear upon the problems of agri-' 
cultural credit corporations. This is particularly true of Utah Cir­
cular No. 48, of the article in the 1924 Yearbook of the U. S. De­
partment of Agriculture and of the following experiment station 
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'bulletin .. : Atkan ... s No. 208; Texas No. 351; Minnesota Tech­
nicall\o. 55; Colorado No. 338; Arkans .. s No. 228; Arkansas No. 
233; California No. 480; Arkansas No. 237; and Louisiana No. 
208. Some material bearing on the subject will also be found in 
.the publications listed in tbe Bureau of Agricultural Economics 
Bibliography No.7, "Livestock Financing", compiled by Katharine 

.Jacobs. . 

'PROJECT 6. To analyze the organization, methods, policies, 
functions, and history of a livestock loan company. 

(By M. R. Benedict.) 

The differences between livestock loan companies and agricultural 
credit corporations lie largely in the sources of funds, in the nature 
of the securHv on which loans are made, and in the laws under which 
the organizations operate. Much of the discussion of Project 5 
is equally applicable to this project. The objectives will be 
the same as those listed, under Project 5, and in addition 
the_ adequacy and dependability of the sources of funds used 

.by Jivestock' loan companies, and the analysis of the laws under 
which such companies operate as to the limitations on loaning 
activities, the protection of investors, and regulations governing 
,relations with borrowers. 'l'he federal intermediate credit banks are 
able to reach the general credit pool of the country rather freely 
with their debentures on account of their strong capitalization and 
their close tic-up with the government. Livestock loan companies; 
:in many .Cases at least, depend upon selling to investors the mort­
gages they have taken. This makes the volume of funds available 

-depend rather directly upon the confidence investors have in the 
particular loan company and upon the confidence felt in the live­
stock industry itself. This relationship apparently caused a con­
siderable and rapid withdrawal of such funds from the livestock 
industry in the period just following 1920, and was in some measure 
the cause of the agitation which resulted in the enactment of the 
Agricultural Credits Act of 1923. lIIuch of the significance, of any 

.agricultural finance .agency lies in its behavior in times of tight 
money, low prices, or other critical periods. A full understand;ng 
·of such behavior will require that these loans be followed through 
to the investor!i to see what are their attitudes and actions under 
various conditions, what -historical changes have occurred in the in­
'vestors participating in such loans, etc. The growth in the volume 
.of relatively safe alternative investment media has vcry possibly 
·affected the make-up of the loaning group as to large or small in­
-vestors, location of investors, etc. Thc possibility of a sudden with- . 
drawal of funds also needs to be studied as to its effect upon the 
relation of borrower to loan company as compared to that between 
:borrower and credit £6rp<>ratKlll. 
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Live.tock loan companies ordinarily confine their loans practi­
cally to beef cattle and sheep enterprises and to relatively large 
loans. Credit corporations are more apt to include other kinds and 
sizes of loans. The advantages and disadvantages of this greater 
specialization by the loan companies needs careful analysis. 

A further phase which needs special attention lies in the possible 
differences in flexibility of control. A loan company operating as a 
private institution may be able to omit some requirements which the 
regu!a tions of such a governmental agency as a federal intermediate 
credit bank impose. For example, more reliance may be placed 
upon the acquaintance of tIle local representative with indh;dual 
borrowers ,nd less upon inspections. There may be economies from 
combining in the same person inspection and other functions. 

Analysis should also be made in so far as possible of any recog­
nizable changes in the loaning policy of these agencies at different 
stages of the cattle or sheep cycle and of the business cycle and of 
the probable effect of these in checking or encouraging over-ex­
pansion, under-production, etc. 

As these agencies have had a longer bistory than the agricultural 
credit corporations more use can be made of the historical approach. 
For the more intcns,ive case studies, the period covered should go as 
far back as records can be secured. For the companies which are 
not singled out for special study, but arc merely included to make 
possible broader generalizations from the special case studies, a 
cross-section covering the last four or five yea~s may be sufficient. 

Research with similar objective •. 
Forr~st M. Larmer has covered a number of the more general 

aspects of the livestock loan situation in his book, "Financing the 
Cattle Industry" (Institute of Economics Series, 1926) especially 
in Chapters II and IX. Another general study is that of Charles 
T. Bra,', HFinancing the Western Cattleman", Colorado Experiment 
Statio~ B,!lletin No. 338 (1928). Some of the early history of 
beef "cattle "financing is also discussed in Chapter 8 of "Economic 
Historv of the Production of Beef Cattle in Iowa" bv John A. Hop­
kins, jr., published by the Iowa State Historical Society (1928). 
Chapter I of "The Federal Intermediate Credit System" by C. L. 
Benner also deuls briefly with the history of livestock loan compa­
nies. A considerable ~umber of articles and publications which 
touch on this subject are listed in Agricultural Economics Bibliogra­
phy No.7, "Livestock Financing". issued by the Bureau of Agri­
cultural Economics (1925). Apparently no studies of the livestock 
loan company from an institutional standpoint such as that here 
outlined have been made. 

PROJECT 7. Same as No.6 for farm mortgage companies. 

62 



PROJEcr 8. To determine the factors influencing the effieieney 
. of operation of national farm loan a •• ociation. within a 
given area. 

(By F. F. Hill.) 

The general objective of this project i. to det~rmine as far as 
possible the factors influencing the succe-ssfu] operation of national 
farm loan associations. This involves first of all trying to deter­
mine the extent to which they are actually functioning as credit 
organizations set up to comply with the law in order that any and 
all applications for loans may be passed on to the federal land 
banks. 'Vhere differences are found to exist in the efficiency with 
which they function, the inquiry will be directed toward trying to 
account for such differences. They will also be analyzed as co­
operati,'c cnterpris6s. The attitude and interest of the farmer­
borrowers in their organization will be studied, and the place of 
the organization in providing for the long-term credit needs of the 
farming community. The set-up of the associations will be stndied 
in the light of the provisions of the Farm Loan Act, and changes 
in the Act which seem likely to result in the development of more 
efficient associations will be indicated. 

Value and uses. 
The following quotation from the Thirteenth Annual Report of 

the Federal Farm Loan Bureau indic.~tes the importance which this 
body attaches -to the work of the local association:1 "The associa­
tions constitute the foundation of this cooperative system of farm 
mortgage credits, and should be maintained in strong and sound 
condition in order that they may serve the purposes for which they 
were created." If some of the basic factors influencing the success­
ful operation of the associations which "constitute the foundation" 
of a biUion dollar system of cooperative credits can be determined 
by a .tudy such as is outlined in this project, further justification 
is unnecessary. 

The functi~n which the national farm loan associations serve is 
to provide the point of contact between the farmers and the federal 
land bank. While they are entirely independent of the federal land 
bank of the district in which they operate, they act in effect as the 
local agencies in the federal land bank system. It is impossible for 
the members of the loan committee of a federal land bank to be 
famliiar in person with conditions existing in each small district 
throughout a large territory. This means that they must depend 
in large measure upon the reports of others for the information they 
need to pass intelligently upon loans. These others are the land 
bank appraisers, and the loan committees of the national farm loan 
associations. The appraiser may be well informed regarding land 
values in his territory, but he is not in a good p<lsition to pass 

(I) Thirteenth Annual Report of the Federal Farm Loan Board. Year 
ended December 31, 19~~ page 51. -



upon the personal risk, the farmer, always an important considera­
tion as well as the farm itself. If the local national farm loan' 
association has an active and able loan committee, its appraisals and' 
recommendations provide a valuable check on the appraisals and. 
recommendations of the appraiser. Again, if the applications on 
properties. which. are indigible as a basis for a loan under th~ Farm 
Loan Act, and properties which, though technically eligible, are 
undesirable from the security standpoint, are rejected by the local 
association, time and money is saved for the federal land bank. An 
efficiently functioning group of national farm loan assocIations may' 
therefore almost be said to be \he very basis of successful' fedCral' 
land bank operation. 

Scope of project. 
The policies and financial status of the federai land banks operat-­

ing in the territory in which a national farm loan association op-' 
crates, determine to a large degree, not only the function'S· assumed: 
by the local associations but also their effectiveness. The'sources of 
income of national farm loan associations are fees char~d appli­
cants for loans and the dh;dends paid by the federal land bank on' 
capital .tock owned by the farm loan associations in the bank. Ap-· 
plication fees ordinarily are not much more than sufficient to cover' 
the cost of placing a loan on the books. If tbe federal land bank: 
in the district in which a national farm loan association is operating' 
has been forced to suspend the payment of dividends, the principal 
source of income of these loan associations is cut off. Under these­
circumstances, the volume of new loans passing through the associa-· 
tion is also likely to be small, and hence also the income from ap-· 
plication fees. With little or no income, it is difficult for an asso­
ciation to retain the services of a competent secretary-treasurer,. or 
adequately to compensate the members of the loan committee for 
time spent in making appraisals and passing on loans. As a result, 
the associatioQ ceases to function actively, or if it does continue to 
struggle along, the quality of tbe services performed in making ap­
praisals and passing on new loans is not likely to be of a very high 
order. 

Again, there is much variation in the different federal land bank 
districts in the amount of responsibility placed on the local associa­
tions. In some, the local associations are held responsible for col­
lecting interest and principal payments on all loans made through 
the association in question, and even for seeing that all taxes are 
paid on properties on which the bank holds mortgages, and that all 
buildings are adequately insured. In the majority of cases, how­
ever, the federal land bank directly assumes these responsibilities. 

Because of the foregoing variations between districts~ it would 
§!!eIl1 best to confine such a project as this to associations operating 
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within .. single federal land bank district.' But all the important 
variations in conditions within the district should be represented. 
The sound financial standing of a particular association and the 
apparent efficiency with which it is opcr8:ted may arise in large 
measure from the fact that it is operating in a territory where agri­
culture has been relatively prosperous and where land values have 
shown little or no tendency to decline since the association was 
organized. Lnder such circumstances, little or no trouble would 
be experienced, even though the farms on which loans were made 
represented nothing more than a random sample of the farms in 
the area. The same loaning policy, followed from 1917 to 1920, 
let us say, in an area wbich has been hard hit by the agricultural 
depression, might very well have resulted in the bankruptcy of the 
association. It is probable that selecting associations for study 
on the basis of a review of conditions in the district will give better 
representation of the district than random sampling of t.he associa­
tions. In selecting associations to be included in the study care 
should be exercised to secure a represcnta tive group as regards 
yolume of loans closed. A group of associations should be selected 
in each of the type-oI-farming areas, Or other major economic areas 
of the district. Furthermore, both successful and unsuccessful asso­
ciations should be included as measured by such factors as the value 
of the association stock, the percentage of loans foreclosed, as ex­
plained below under "Measures to be used." The data available in 
the files of the federal land bank will usually be such as to enable 
the investigator to select a group of representative associations to 
be included in the~study. 

Sources of information. 
The major sources of information will be the records of the 

national farm loan associations and of the federal land bank operat­
ing in the territory in which they are located. Data relative to 
applications submitted to the bank, applications rejected by the 
bank, loans closed through each association, loans foreclosed which 
were recommended by eaeh of the various associations, losses of 
such loans, and the value of the capital stock of the association over 
" period of years, can best be obtained from the federal land ball'k. 
The relation of the recommendations of the associations to the re­
,commendations of land bank appraisers· and to the loans actually 
closed by the bank, can also be most easily secured from the records 
of the hank rather than from the records of the associations. Fur­
thermore, the members of the bank's staff are likely to have rather 
definite opinions~ based upon years of experience, as to the reasons 
for the success or failure of different associations. Such opinions 

(2) The extent to which the policies of the different federal land banks 
hal'e influenced the functions assumed by the national fann loan associations 
operating in their respective territories, as well as the efficiency with which those 
functions have heen perfomled, C.'onstitutes a separate field of ~tudy which is 
beyond the scope of this particular project . 
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are worth careful consideration, and are particularly valuable as a 
basis for· further inquiry. 

The financial records and minutes of various meetings of the 
associations are kept by the secretary-treasurer. These should pro­
vide the necessary data for checking receipts and expenses, and for 
building up comparable balance sheets and operating statements over 
a period of years. The records of the secretary-treasurers should 
also indicate the number of applications received, applications re­
jected, and similar data relating to the "perations of the associa­
tions. The minutes of the association meetings should indicate the 
policies of the associations as ireflected in the official acts of its 
officers. The attendance of the: stockholders at annual and special 
meetings refletts, in a measure at least, the interest of the farmer­
borrowers in their association. 

The success or failure of any organization depends to a large 
extent upon the ability and character of the personnel. The effect 
of this factor as determining success or failure is always difficult to 
measure. Data relative to the experience and qualifications of per­
sons appraising farms and passing on loans for each national farm 
loan association should be secured if possible, both from the persons 
in question, and from private bankers and individuals in the territory 
in which the association operates. 

!\Iost of the data needed relative to the territory in which. the 
.. association operates can be best secured from census data and from 

the agricultural colleges and experiment stations. 

Testing the data. 
An audit is made twice each year of the records of each federal 

land haa Since each application for a loan from a national farm 
loan association must be accompanied by an appliction fee, this 
provides a check On the applications received from each association. 
The records of the bank will permit of the making of internal checks 
on the number of rejections, loans closed, applications withdrawn, 
and so ·forth.' The audit also provides a check on loans foreclosed 
through the various associations, losses arising out of such fore­
closures, and the basic information for computing the value of the 
capital stock of each nat~onal farm loan association. 

Audits are made of each local association from time to time by 
the examiners of the Farm Loan Board. The reports of the audi­
tors usually include a balance sheet as of the date of the audit, and 
an operating statement covering the period from the date of the 
preceding audit. Such records provide a valuable check at least on 
the internal accuracy and consistency of the records. Since the 
initial loan fees are usually of a fixed amount, receipts from loan 
fees provide a check on the number of applications received. Divi­
dend checks issued by the federal land bank provide a check on 
income from this source. 



Information relative to the set-np and manner of functioning of 
the association, obtained by questioning the secretary~treasurers and 
the officers, either formally by use of a questionnaire or informally, 
is open to all the weaknesses of information obtained by such meth­
ods. Howel'er, if the presiaent, secretary-treasurer, and the variolls 
members of the loan committee are questioned individually, a fairly 
"ceura te picture of the organization should he secured. This may 
be checked with the field representatives or other members of the 
bank's staff, and possibly with the national farm loan association 
examiner for the district . 

.If easltreS to be used. 
A national farm loan association is liable, by reason of the fact 

that it endorses the notes of its member-borrowers, for all losses 
arising out of loans made by the bank to its members. All such 
losses which have not been collected by the bank should be set up 
as liabilities of the association in determining net worth and the 
value per share of the outstanding capital stock. After this has 
been done, a comparison of the value per share of the outstanding 
capital stock provides a good index of the financial status of dif­
ferent associations. A second measure of business success which 
may be used is the percentage of loans foreclosed. Comparing on 
these bases associations operating in similar territory, and with 
somewha t similar volumes of business, will reveal weaknesses in or­
ganization and personnel. Comparing similarly groups of associa­
tions of unlike sizes operating in dissimilar territories will indicate 
the relation of size of business and the conditions under which the 
different associations operate to success or failure. 

The reason for classifying associations on the basis of the nature 
of the territory in which they operate is that local opinions are 
likely to be largely colored by local conditions. There is always a 
tendency for persons within an area to feel that the better farms 
in the area are excellent simply because they are above the average 
of the area. This is simply another way of saying that the experi­
ence of such persons may not be such as to provide a sound basis 
for making loans. It may be that even the better farms in the 
area do not provide a safe basis on which to make a long-term 
mortgage loan. 

The records of the federal land bank relative to applications re­
ceived from each association, applications rejected, and the ratio 
of the amounts recommended by the loan committee of the local 
association to the amounts reco~ended by the land bank appraiser 
and the amounts granted by the loan committee of the bank, should 
give some indication of the care with which appraisals are made, and 
loans passed upon, by the officers of the local association, particu­
larly in the light of foreclosures and losses among loans which they 
ha.e endorsed. For example, if a large percentage of the applica­
tions submitted by a particular association are rejected, either be-
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cause of ineligibility or pom sQcurity offered, and if the appraisal 
figures of the local committee bear little or no relation to the ap­
praised values of the land bank appraiser or the assessed value of 
the farm, and if the loss ratio has been relatively high (and if it 
would have been higher had the local association's recommendations 
been followed), it is probably ,afe to assume that the local associa­
tion continues to operate merely in order that any and all applica­
tions for loans may be legally submitted to the federal land bank. 
In other words, it is not functioning efficiently as a credit-granting 
agency. Such conclqsions must, of course, be checked by inquiries 
among members of the bank's staff, and by personal interviews with 
the. ollicers and members of the loan committee of the local asso­
ciation. 

If the description of mortgaged properties given in the county 
records is such that each indi\'idual property can be readily located, 
or if access can be had to the records of other loaning agencies, it 
will be possible to compare the "quality" of the loans made by the 
national farm loan associations with the "quality" of the loans 
made by individuals or other types of loaning agencies operating in 
the same territory. It will also be possible to determine the extent 
to which the association is meeting the legitimate credit needs of 
the area in which it operates, since the percentage of the total 
number of "good" loans in the area which are held by the associa­
tion would afford at least a rough index not only of the soundness of 
the loaning policy of the association but of its aggressivene •• in 
securing business of a desirable type. 

In attempting to mea.,ure the quality of the association's loans, 
(Jr to determine the extent to which it i. meeting the long-term credit 
needs of the community, it will first be necessary to classify all 
the loans in the area on the basis of the risk factor along much the 
same lines as those proposed in Project 22. In making such a 
classification, objective data, such as soil type, roads, marketing 
facilities, condition of buildings. and so forth, should be used as 
far as possible. The relationship between these various f~ctor8 and 
foreclosures and losses should be demonstrated. 

The use of this measure, which is dependent upon a classification 
of all loans in the area on the basis of risk, will probably not be 
feasible unless access can be h"d to the records of other loaning 
agencies, or unless the area has been surveyed, and mortgaged prop­
ert.ies are described in the county records according to section, town· 
ship, range, and so forth. Otherwise, the task of locating mort­
gaged properties and of working out the relation of various fac­
tors to risk would probably be such as to make the cost prohibitive. 
In any case, it should be recognized that t.he use of this measure 
will largely depend upon making a study along the lines indicated 
under Project 22. • 

The attendance of the stockholders at the annual or special meet­
ings of the association may be used as one index of the interest of 
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the members in their .... ociation. Such .. measure also should be 
supplemented by inquiries made among the officers and members of 
the association in question. 

Jlethod of analysis. 
The analysis will be based upon a combination of the statistical 

and case methods. The number of associations selected as repre­
sentative of each region within the territory will, of necessity, be 
rather small. Care will need to be exercised in the use of averages 
llnd other common measures of group tendencies. The case method 
of analysis may well be applied to those associations which show 
wide variations from the norm. It must be recognized that the 
range in variability as between associations is fixed to a large ex..t 
tent by the law under which they operate. The efficiency with which 
c,"en the best of association. operate might possibly be improved by 
changes in the Farm I,oan Act. A comparison of the operations 
of the different associations will not, of course, indicate the changes 
in the Act which might be desirable. A shift from the statistical to 
the case method of analysis would certainly need to be made in this 
instance. 

So far as the writer is awa.re, no research into 'the operations of 
national farm loan associations has been carried out. 

PROJECT 9. Similar to 6, for insurance companies making 
loans on farm real estate. 

PROJECT 10. To analyze the loan and investment policies at 
country bank •• 

(By Fred L. Garlock.) 

The loan and investment policies of banks are governed mainly 
by four considerations: the security, liquidity, earning power and 
",,,'ieeability of funds placed in various employments. It is per­
haps safe to say that there are no absolute standards for the ap­
plication of these considerations 'and that it lies with careful research 
to determine the principles which should govern their application. 

Genera! methods of research. 
The general methods of obtaining data are available to research 

workers in country banking. In the past, the greater part of the 
materials relating to banks has been taken from the published re­
ports of supervisory officials or obtained by questionnaire. The re­
ports of supervisory officials are not often issued more than four 
times per year, and moreover, lack detailed classifications of the 
loans. They do not afford, therefore, sufficient information for the 
study of loan policies. Information obtained by questionnaire from 
bankers is subject to criticism as to its accuracy, for the reason 
that bankers seldom classify their loans in the manner desired by 
research workers. A second and more commendable method of ob-
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taining data involves the analysis of bank records by the re .. arch 
worker himself. The following program of research assume. this 
second method. 

Choice of banks. 
This method of procedure, howel'er, is costly and precludes includ­

ing many banks in the study. In selecting the banke to be included, 
the research worker must be guided by the purposes of his project. 
If a detailed study is made of one small region, it will be wcll to 
select sHeral banks within that region. If, however, the research 
worker is primarily interestEd in illustrating differences among banks 
according to the types ofiagricultnre which they serve, it will be 
preferable to choose banks from widely different agricultural envi­
ronments. 

Since one object of the project is almost certain to be the deter­
mination of sound loan and investment policies for hanks, there will 
be many advantages to selecting banks which have well established 
businesses and are known to be sound and of bigh standing. mti­
mate results of this study will be based upon the data obtained from 
banks and if the banks included in the study are not of sound char­
acter, it will be doubtful bow much validity attaches to the result •. 
The inclusion of some weak institutions, however, may be desirable 
for the contrasts which will appear between the policies of strong 
and unsound institutions. 

I. SECURITY OF LOANS. 

Off-hand, it might be thought that the loans and investments of 
a bank should be as secure as they can be made. If this rule were 
applied, however, we should find the bank. refusing large amount. 
of loans which they are now in the habit of making because of their 
community's need. While there is a limit beyond which risk should 
not he taken, it is necessary for any bank which desires to serve the 
interests of its community to assume some degree of risk. Also the 
manage~nt of banks is not infallible and losses will creep in where 
it Was thought the risk was small. tosses due to the assumption of 
risk and the fallibility of management, however, should not as a gen­
eral rule be in excess of the amount which can be absorbed by the 
current earnings of a bank without impairing its ability to pay rea­
sonable dividends. 

Types and sources of data. 
'I'he bank's liability ledger, note register, register of income and 

expense, and the daily journal will indicate the charge-offs and like­
wise the loans which have been made and which are outstanding at 
given dates. A method of interpreting data obtained from the lia­
bility ledger is described in the section on liquidity. There i. no 
record of loans which arc known to constitute a loss but which have 
not yet been charged off. For information concerning loans of this 
character, it will be necessary to consult the banker. 
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Information relative to the purpose, collateral and other bases 
of classifying the loans will ordinarily have to be obtained by ques­
tioning the banker. as bank records do not contain classifications of 
this character. 

CoUection of data. 
Perhaps the most feasible method of assembling the data is to 

take a record of the charge-ofl's in a period of several years and 
then trace these loans hack in order to determine when they were 
made, how long they were outstanding before being charged off, what 
were their purposes, and such other information as may be desired 
concerning them. When this has been done, it will be well to sample 
the entire body of loans which was made by the bank during the 
lifetime of the notes that were charged off. From the latter opera­
tion, it will be possible to classify the total loans which have been 
wade by the bank. Information as to time periods, purposes, 
s(.'curitv and other factors, of course should be obtained for this 
class of loans as well as for the charge-off •. 

A second method is to sample the loans which have been made by 
the bank in a given period, in order to form an idea of the prominence 
of the various classes of loans, and then to trace these loans through 
and ascertain the proportions which have been charged off. This 
is the easiest method, but "it has a serious defect in that the loans' 
made in any given period may have been subject to either greater or 
~maller loss ratios than is customary in the bank. Furthermore, 
this method is likely to produce a s,,;"ple which is inadequate from 
the point of view of the number of cases involved. 

One might, of course, classify the outstanding loans on various 
dates, and then ascertain the eharge-olIs against the outstanding 
loans. This method also would provide a very limited sample of 
data, particularly with reference to loans intended for a short-time 
purpose. Short-time loans are eliminated rapidly from the body of 
outstanding loans, because of their rapid turnover, whereas the long­
time loans tend to accumulate. Comparison of the relative amounts 
of v<lrious classes of outstanding loans, consequently does not afford 
an accurate basis for estimating the volume of the various classes 
of loans which have been made . 

.Ilethod of analg.;'. 
The objective of the project is to determine the loss ratios of 

ya.rious classes of loans. When the data relating to loans made 
and losses incurred have been tabulated, the results may be 8et up 
in the form of tables, or more refined device. may be used to show 
the relationship between types of loans and loss ratios. 

An illustration of the tabular presentation is afforded by Table 
8 in the current Economic Series Report No.6 of Iowa State Col­
lege entitled, "Farm Mortgage nebt in Iowa" by Murray and Gar­
lock. Here the relationship of foreclosures and other delinquencies 
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to indebtedness per acre is computed and it i. shown that the de­
linquency ratio rises rapidly after indebtedness has reached $76 
per acre. A similar method of presentation is found in the article 
"Size of Failing Banks in Iowa" by Ralph Picket, Table 3,Page 74, 
Journal of Busine .. of the University of Chicago, January 1929-

After the loss ratios of various classes of loans have been ascer­
tained for a number of banks, several types of comparison will sug­
gest themselves to the research worker. Among banks which serve 
similar types of agriculture within a small area, the ratios will indi­
cate the relative degrees pf prudence exercised hy the managements 
of the banks. When the types of agriculture served by banks differ 
widely, !Comparison of loss ratios in strong banks will indicate differ­
ences in the risk attending similar classes of loans. Within anyone 
bank, the ratios will rellcct both the ellicacy of management and the 
risk of making various classes of loans. It should be possible, if 
adequate samples of data are obtained and accurately classified, to 
determine danger limits in loans of various types. 

II. THE NEED FOil LIQUIDITY IN BANK ASSETS. 

It has been almost a platitude in banking theory that commercial 
banks should keep their assets in liquid form. Banks having demand 
liabilities, it is held, cannot safely tie up their funds in long-term 

. securities. When applied to the operation of a given bank. how­
ever, this reasoning is almost meaningless. How liquid should the 
assels be? And to what extent does the need for liquidity depend 
upon the existence of demand liabilities. These are questions which 
have never been answered satisfactorily by theorists. but which 
bankers have answered in their own experience. 

Even the most casual observation indicates that there are wide 
differences among banks in respect to the liquidity of loans and 
investments which they should require. Some banks have their de­
posits chielly in the form of time and savings accounts with relatively 
small amounts of demand deposits, while in other banks the reverse 
is -true .. Obviously we should not consider all banks on the same 
footing. Furthermore although deposits mR.V legally and theoreti­
cally be subject to demand, there is no reason for believing that 
thev actuallv will be demanded. In fact, the entire business of bank­
ing' is founded upon the assumption that they will not all be de­
manded simultaneously. It may further be pointed out that liquidity 
of assets is not governed alone by the likelihood of depositors de­
manding their money, but is also governed by the needs of borrowers, 
and these needs differ widely from community to community. Thus 
liquidity should be studied with reference to community needs as 
well as to the types of business which are handled by the banks and 
the types of liabilities which they incur. 

Not all of the requirements of a bank's clientele, however, are 
brought to bear directly upon the bank. Usually banks are de­
positories of the current funds of their communities and feel the 
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effects of depositor's requirements for current funds. Sometimes 
uanks also hold a large part of the investment funds of their com­
umnitics, in which case still other requirements are brought to bear 
upon them. Similarly, it is customary for banks to handle a portion 
vf the loans for current purposes t but sometimes they are able, in 
addition, to make large amounts of loans for fixed capital purposes. 
The particular role laken by .. bank in local financing determines the 
kinds of local requirements which it is called upon to meet. 

Were the study of banks conducted in areas where thorough-going 
farm business studies have been made, it should be possible to de­
tf>rmine the extent and charadeI' of the needs of various classes of 
customers and the realm occupied by the bank in local financing. In 
most areas where bank studies will be undertaken, however, there 
have been no farm business studies of the kind mentioned and the 
research worker will have to rely on general observation and on the 
records of the bank itse1f for information on these subjects. Fortu­
natelv the records of banks contain much information wh'ch re­
flects'" the needs of its customers. Changes in the deposit accounts, 
for instance, indicate the time and extent of changes in the net force 
of depositors' demands. This net force may be the resultant of the 
demands of thousands of individual depositors, some of whom are· 
requiring their funds a t the same time thn t others are adding to 
their balances. Changes in the loans, bank balances, borrowings, 
and other items likewise contribute to the fund of information on 
local uses of credit. By studying these items, the research worker 
can determine with a high degree of accuracy the need of a bank for 
liquid assets. 

Types and sources of data. 
Nearly all banks maintain a recora called the "Daily Statement of 

Condition" which shows the position of the various assets and [abi­
lities at the close of each business day. From this record the net 
balances of deposits, loans, investments, bank balances, and any 
other items which suggest themselves for stndy may be copied directly. 
It generally is not feasible to work with daily figures; hence some 
method of sampling the changes in the various types of data must 
be adopted. The writer has found first-of-month data, supplemented 
in some cases by data showing the highest and lowest points reached 
by "ariolls items within each month, satisfactory for the purposes of 
this project. The data required for the study are easy to obtain 
from bank records and should cover a comparatively long period of 
time so as to retlect changes in the need for liquidity which come with 
various time developments. 

Requirements for liqaidit.y as reflected by deposits. 
Since bankers rely on their experience to indicate what portion 

of the deposits is likely to be demanded at any time, it will be well 
fGr the research worker to ascertain what the experience of banks 
has been with respect to the withdrawals of funds by depositoI'll. This 
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experience can be determined by studying changes in the deposits at 
different times and under varying conditions. 

One of the simplest approaches to this subject is afforded by 
graphic readings on total deposits for a period of several years. By 
m~re inspection, it may be clear that one bank has a great seasonal 
change and materially varying level of deposits from year to year. 
and hence much greater need of liquidity than another bank, in 
which the' total deposits run a comp~ratively even course. It also 
will be apparent that the assets of the first bank must be much 
more liquid when deposits reach their peak in July or August than 
when they have reached the trough in April or May. • 

To exwain why these differences exist, the research worker rna y 
find it desirable to bre",k up the totnl deposits into various deposit 
accounts such as time and savings accounts of individuals, demand 
accounts of individuals, accounts of political subdivisions, and bank 
accounts; or the classification may be based on occupational groups. 
A casual observation of the types of agriculture served by banks 
will indicate many reasons' for the differences in their need for 
liquidity. 

It often will be advisable to subject the changes in deposits to more 
accurate measurement than is afforded visually by Figure 1. This 
may be done by computing changes in the deposits during given 
periods and tabulating the results in the form of frequency distribu­
tion., which can be presented graphically if desired. The great bulk 
of deviations in the Iowa bank above mentioned were less than 5 per­
cent in extent while few were greater than 10 percent of the total 
deposits. Moreover, there was no greater tendency toward increase 
than decrease in the deposits. In contrast, the Virginia bank most 
frequently had monthly changes of from minus 10 percent to plus 5 
percent, and the withdrawals exceeded 10 percent, running in some 
cases to more than 30 percent. Although the period covered by 
these data is very short, they indicate that at least w;thin that 
period the Iowa bank could have met monthly changes in its deposits 
w;th a very small cash reserve while the Virginia bank would have 
'needed large reserves or other liquid assets to meet a considerable 
part of its net monthly changes. 

The illustration given above i. based on net monthly change.. It 
will be desirable to study changes covering greater periods of time 
such as three months, six months, or a year. Furthermore, in analyz­
ing data of this character, it should be borne in mind that the 
changes measured are net changes rather than maximum changes 
w;thin the periods covered. Thus the net change between two dates 
might be 5 percent of total deposits while the maximum deviation 
might be as great as 10 per cent or more. When comparisons of 
changes in deposits and other items are made, it doubtle.s will be 
found that short-time changes in deposits generally are met in a 
manner somewhat different than longer-time change.. The research 
worket consequently will be able to judge pretty well how the maxi-
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mum changes between two dates were met when these changes were 
substantially different from the net changes within the same dates. 

A further phase of the tendency of deposits to change is sug­
"csted by the fact that deposits act differently under varying busi­
~css conditions. Thus it may be desirable to study changes in de­
posits occuring in several periods.1 

Relationship between deposit changes and changes in the principal 
assets. 
One might measure changes in the principal assets in the same 

manner as changes in the deposits in order to ascertain their tendency 
to change and thus gain some insight into their liquidity. Changes 
in the deposits might be compared with simultaneous changes in 
\"arious classes of assets, possibly by use of scatter charts, correla­
tion coefficients, or other similar devices. These relationships should 
he a,certained for changes covering both long and short periods of 
time and should be rela ted to phases of seasonal or cyclical develop­
ment. Similar comparisons can be made between changes in the de­
posits and changes in loans and discounts, also for varying periods of 
time. 

Seed for liquidity 08 reflected by combined demands of depo';tor. 
and borrower 8. 

Particularly in banks whose deposits and loans are subject to well 
defined seasonal movements, it often will be found that deposits and 
local Joans move in opposite directions. These relationships can be 
presented graphically. By making measurements and comparisons 
of the kinds indicated and relating the changes to economic con­
ditions, it is possible to determine quite accurately what degree. of 
liquidity in tbe total assets is required by the necessity of meeting 
the depositors' demands and what types of assets the bank usually 
relies on when it must meet withdrawals of deposits. The analysis 
rna V be extended somewhat further to cover occasions when a bank 
bo;rows from its correspondent so as to include the requirements 
for liquidity which arise from the necessity of liquidating assets re­
discounted or pledged as security for borrowers. It should be remem­
bered, however, that these data do not measure the liquidity of the 
various types of assets, although they may indicate the existence of 
differences in the liquidity of these assets. For measurement of the 
liquidity of assets, it will be necessary to study the asset accounts 
in detail. 

III. MEASURElit:ENT OF LIQUIDITY OF LOANS AND DISCOUNTS. 

The term "liquidity" is well enough understood in its general im­
plications, but has after all an inexact meaning. When used in con­
nection witb bank assets, the term usually is taken to mean that these 

(1) This genera} method of treatment is incorporated in Research Bnlletin 
N o. 12~ of Iowa State College, entitled "Long-tenn Loans of Iowa Banks," by 
the Wl"ltE'r. See also "The Behavior of Priees," by Frederick C. Mills 



assets may be converted into available funds within a short period of 
time without material loss of principal value. The loans which may 
be collected within thirty or sixty days and securities for which there 
is a ready ma.rket, ordinarily are regarded as liquid assets. The term 
sometimes is 118ed to denote loans which are based on current trans­
actions and in that case it is almos,t synonymous with the term "self­
liquidating." This meaning of the term would exclude marketable 
bonds and bankers' balances from the list of liquid assets. The 
former meaning is in more common use and will he employed in the 
description of this proj.,ct. 

A number of bank as~ets may be classified readily with regard to 
their 'liquidity. At the helld of the list .tands the cash in vault 
which is at hand and immediately available. Next come bankers' 
halances, closely followed by United States bonds and certilicates, 
for which there is a ready market at all times. Following these are 
the bonds of utilities and industrial companies which are quoted cur­
rently on the New York and other prominent exchanges. Then there 
are the securities of states and municipalities and otber political sub­
divisions, for which the market is more restricted, and the loans for 
which there may be no market at all. Real estate also usually rates 
low ill the order of liquidity. Attention will be given here only to the 
loans, as the liquidity of security holdings usually is determined by 
the extent of the market for tbem and the contacts of the bank with 
the market. 

One of the principal difficulties which must be faced at the outset 
in classifying bank loans arises in connection with renewals. Bor­
rowers frequently obtain loans and renew them time and time again 
for the whole or part of the original amount. In some case., the 
funds are used lirst for one purpose and then for another; and at 
times also tbe dates of renewal are fixed to correspond with the ful­
fillment of the various purposes for which the loans are used. Often; 
however, the funds are used in only onc {'mploym~nt, so that the re­
.newaI~ reflect merely the practice of dating notes short of their 
actual liquidating periods. If, in attempting to classify loans accord­
ing to liquidity, one were to consider always the purposes for which 
the loans were made, it would be necessary to examine the basis for 
{,Rch renewal and possibly transactions between renewal dates. The 
obvious difficulty of making an ac('urate classification on this basis 
renders that method of analysis inadvisable. . 

A second interpretation of liquidity will require the louns to be 
classified on the baSIS of the time during which the proceeds are out­
standing in the hands of borrowers. Under this classification, every 
loan is considered to be unpaid until it is actually liquidated in 
current funds. Renewals consequently are regarded as mere ex­
tensions rather than as payments of loans. This type of classi­
ficat.ion is much easier to make than the one first described; and in 
addition, provides a better basis for determining how rapidly the 
funds of a bank must turn over. From the standpoint of the liquidity 
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needed by a bank, it is of small concern. whether the proceeds of 
loans are used in one employment or in several employments during 
the time the loans are outstanding, so long as the loans can he col­
lected when needed. 

Types and .ources of data. 
Detailed classification of the loans made and the loans outstanding 

during one or more selected periods of time should be made. The 
periods should be long enough to indicate seasonal movements at 
least and the loans should be followed for at least 18 months or two 
years and preferably a longer time. By obtaining data on the out­
,tanding loans as well as the loans made during these periods, it 
will he possible to check one against the other and thus materially 
increase the accuracy of classification. Moreover, if both types of 
data are available, it will be possible to study the effects of the type. 
of loans made upon the loans outstanding at any time. 

As a source of information on time periods of loans made and of 
outstanding loans, the liability ledger is superior to all other of 
the bank's records. Information of this character can be obtained 
from the note register of notes paid or the daily blotter, but it i. 
much more difficult to obtain data from these records and arrange it 
in intelligible form. In most cases, the only Bource of data on the 
purposes of loans is the banker's memory. Banks sometimes ca.n 
keep a record of the types of collateral which are used to secure 
their loans, but more often than not there is no record of this kind in 
a small country bank. 

Method. of obtaining data. 
Owing to the variety of ways in which bank records are kept, the 

best methods of obtaining data must he determined after examination 
of the bookkeeping system employed by a given bank. The follow­
ing method is presented as a suggestion for banks which maintain a 
liability ledger. 

Although liability ledgers are not all identical, the following i. & 

sample sheet f rom a t yp. in common use: 

Date LoaD No. Interest Maturity Payments Loans I Balance RAte 
(Brot Fwd.) 

1929 '1650.00 
Jan. S 1160 , 600.00 1000.00 
JUDe iO 1&'10 8~ S mo. • _.00 14050,00 
July 11 IlHO IOSO.OO 400.00 
July 11 IOSl T~ 1 yr. 1050.00 1450.00 
Oct. 1 1830 lOO.oo lOSO.OO 
Oct. 1 UI3 8% 3 mo. 380.00 1600.00 

1980 
JaB. I 1915 380.00 1050.00 
JaB. 1 1980 8% 6 mo. 300.00 13.50.00 
July 17 186' 1080.00 300.00 
Jul1 17 tOIS 1~ ] yr. 10;0.00 1350.00 
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Taking single sheets or cards for each horrower, the data referring 
to loans made and paid on the liability register may be resolved into 
the following form, which is more intelligible than the original form: 

Interest Date Amount Date vaid Amt. aetuany· 
Rate borrowlPd or reut:wed Paid 

1. 8~ June 20-/29 ' • WO,OO Oct. 1·;29 $ 511.00 
8~ Oct. 1_/29 3.\0 uo Jan. 1-/30 .'lO.nO 
8~ Jan. 1-/80 :':hif'.OO none 

i. 1% July 17-N9 lU.io.OO July 1 T-/3(} 

I 
none 

July 11-/3tl IObO.tlC) Done 
; 

I 

This brings aU data relating to one loan together and shows what 
disposition has been made of the loan. 

For data relating to the loans outstanding at various dates, on(' 
can enter, from the liability ledger sheets oC each borrower, th, 
amount of outstanding indebtedness to the bank at the end of each 
date of change, or on a smaller number of dates if this seems feasible 
For the account of John Jones shown above, the entries would be as 
follows if a beginning is made on January 3, 1929: 

January 3, 1929 balance is $1,050.00 
June 20, 1929 hal ance is 1,4050.00 
October 1, 1929 balance is 1,4.00.00 
January I, ]930 balance is 1,850.00 

(1.) Analysis of data.--of loans Innde. 
For some purposes it will be desirable to set up two categories of 

loans. The first category should consist of the original advances made 
during a given period. The second should include the first re~ 
newals, in this period, of indebtedness carried in from some preceding 
period. Thus the $4-00 note made June 20 represents the first 
category while .the second is represented by the $1,050 loan on July 
17, 1929. Both of these categories of loans, it will be observed, are 
subject ~to renewal and subsequent renewal. 

. The driginal advances having been separated from the first re~ 
newals of carry-over from the preceding period, one can measure the 
actual time loans which are outstanding by the time between the 
date when the advance was made and the time when it was actually 
paid. • 

When the first renewals of indebtedness carried iIi from the pre­
ceding period are classified, one rna y choose either the beginning of 
the period studied or the date when the first renewal was made as the 
starting point and proceed thereafter as with the original advances. 

After determining the periods for which the loans of various bor­
rowers have run before actual payment, it will then be advisable to 
prepare a table showing the percentages of loans which were paid 
within given periods of time. Table 1 is offered as an example of 
this type of eomparison. 
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Table 1. Percentage Classification of Loans Made in 1929 
According to Period Elapsing Before Payment. 

PercentRges paid within 
Indeterminate (1) 

maturities with 
known periods 

0-2.93-5.9)6-8.99-11.9 12-140.9 l.i-17.9 18·20.7 of to! to 'ID.1 
____ .Iw=-OS~ m_os_. m_o_s. mos. mos. --:'":::os=. _1_-'w:.:o:::S::._I...;ID;.:O=' ____ _ 

Original 
loans ~1.61 l.50.3S IO.3li 8.18 

First renew­
als of in­
debtedness 
carried in­
to 1929 
froIIl 192!A .s."1 40.32 .... 96 2.52 

.79 

fl.9S 

-Totalloans 13.9610.14 1.tH ,5.408 1Tl 

.1'1" 

.31 .08 79."5 

.19 .1" 

Various classes of loans as determined by purpose, size, se.curity, 
"lid other factors will probably have different degrees of liquidity. 
There will be differences in liquidity between original loans and re­
newal loans and as among loans made at different seasons of the 
year. These differences often will be c10sely related to changes in 
the purposes of the loans. Tables classifying loans according to 
yarious factors and showing the proportions which are payable with­
in given periods of time will aid in illustrating these differences. 

(2.) AMIy,is of data--o{ outstanding 10a118. 

The liquidity of the outstanding loans at any time may be meas­
ured in a similar manner. U suallv it will be advisable to trace the 
particular notes making up the t~tal of outstanding loans at any 
time to their dates of payment. If the loans outstanding Septem­
ber I, 1929, and in the account of John Jones (above) are classified, 
the analysis would be as follows: 

$ 50.00 which ran for one month, September I, to October I, 1929 
50.00 which ran for four months, September 1, 1929, to Janu­

ary I, 1930 < 

1,350.00 which ran for 11 months certain, September I, 1929, to 
August I, 1930, the date when this study was made, and 
an indeterminate period thereafter. 

A summation of the accounts of individual borrowers will provide 
the classification of total outstanding loans which is desired. The 
outstanding loans may also be classified according to purpose, secu­
rity, and other factors, and the liquidity of the various groups 
measured in the same fashion as with loans made. Usually, it will 
be found that the outstanding loans have a degree of liquidity whieb 

(1) Loans with indetenninate maturities include all loans unpaid by Sep­
tember 2O~ 1930. 

The ~own elapsed periods, therefore, val')' from 8 to 20.7 lnonths. 
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is conspicuously different from the liquidity of original loans that 
are made in any given period. 

IV. EARNING CAPACITY OF LOANS AND INVESTMENTS. 

By the earning capacity of loans and investments one may refer 
either to the earnings from individual loans and securities or to the 
earnings from funds which are sometimes used and at other times 
held a vuil"ble for given purposes. The distinction between these 
two meanings of the term becomes apparent if the case of a bank 
with a seasonal production loan demand is considered. Indiv:dual 
production loans in such a ~ank may b~ar a rate of (say) 8 per­
cent, and the greater portio ... of such loans may have maturities of 
9 months lor less. The dates when the notes are made and paid, 
instead of heing staggered to p'rovide an even volume of business 
throughout the year, arc concentrated in given seasons. As a re­
suIt the bank has a large volume of production loans outstanding at 
the height of the production season, and shortly after harvest time 
the volume falls to a low leveL 

Usually it is necessary for banks to finance a considerable por­
tion of the current production requirements of their communities. 
During the slack loan season, consequently, it is necessary for a 
bank, operating under the conditions above described, to keep itself 
in a position during the slack lORn season to meet the heavier re­
quirements which will arise later on. This means that the bank must 
keep available funds in the form of securities, commercial paper, or 
bank balances sufficient for this purpose, or at least keep itself in 
a position to borrow the money needed for the peak loan demand. 
Funds invested in commercial paper, securities, or bank balances, 
ordinarily bear a rate which is much lower than the rate borne 
by local production loans. It follows, therefore, that the earning 
capacity of funds which are alternately invested in local production 
loans and outside investments, is substantially below the level indi­
cated by the rates on local production loans. 

Ea~ning Tates of ilUlividu.al loam and investments: 
To ascertain the earning rates of individual loans, the research 

worker may refer to the liability ledger, register of income and ex­
pense, and the note register. Both the liability ledger and note 
register in most eases will show the rates which are nominally charged 
-on loans. Since hanks follow a diversity of practice with respect 
to their mtes, it will be well to check the showing of the liability 
ledger or note register against the register of income and expense. 
It should be observed whether the bank deducts interest in advance 
<or collects it at the maturity date of the loans. Likewise the fre­
quency of renewals should be noted, as a compounding of interest 
Tesults from making renewals. The register of income and expense 
will also indicate whether special charges and commissions are im­
posed in addition to the customary interest. charges. 

70 



Similar data concerning the securities and commercial paper which 
are purchased hy banks maybe obtained from the daily journal 
and the register of income and expense. 

The first poinl of procedure after collection of the data is to 
determine the actual income produced by individual loans, and in 
doing this it will he advisable to place the operations on an annual 
basis. Thus if there is a flat charge of 8 percent on a six months' 
loan for $1,000 and commissions and other charges are added to 
the amount of $5.00, the annual rate of earnings for the loan will 
be approximately 17 percent. After ascertaining the annual equiva­
lents for the earning rates of individual loans, it will be well to 
relate the earning capacity of loans to various factors such as size, 
security, and purpose of the loans. When information concerning 
the competition of outside agencies is available, it may be possible 
to trace the influence of this competition in the charges imposed by 

. the bank. This is most likely to be possible in the case of the 
better classes of real estate mortgage loans. 

In analyzing the earning capacity of commercial paper and securi­
ties, one should give attention to the buying and selling prices as 
well as to the rates paid by these investments. 

Earmng capacity of funds for given purposes. 
The materials for this section of the study are identical with 

those used in studying the earning capacity of individual loans and 
presumably will have been gathered when this phase of the stud]" 
is undertaken. The ideal procedure in making this phase of the study 
would be to classify in detail the various types of loans and study 
their tendencies to concentration in given seasons. Usually, how­
ever, it will not prove feasible to undertake such detailed classifica­
tion, and it is recommended, consequent1y, that the classification be 
made on the basis· of the liquidating periods of the loans. Thus 
the loans might be divided into two groups-(1) those which are 
paid within a year's time, and (2) those which run for more than 
one year. The former class will in most cases inc1ude the majority 
of production loans. 

Having divided the loans in this manner it is then suggested that 
the total body of loans in each class be plotted in order to indicate 
the seasonal peaks and troughs. The earning capacity of the total 
volume of funds which is invested in this class of loan. will be 
made up then of (1) the earning capacity of the funds for such 
time as they are invested in local loans, and (2) the earning capacity 
of the funds while they are invested in bankers' balances, outside 
paper, and securities. The data acquired in studying the earning 
capacity of individual loans provide the basis for analyzing the 
earning capacity of these funds while they are invested in local loans. 
By consulting the register of income and expense, and taking ac­
count of depreciation suffered on securities, the research worker can 
estimate closely the earning capacity of the funds while they are 
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not employed locally. By weighting the earnings received from the 
funds while in these two employments, by the time periods during 
which they are so employed, it will be possible to ascertain their 
average earnings. 

Concerning this method of procedure, it may possibly be objected 
that banks often do not keep funds in the form of bank balances. 
commercial paper, or securities in sufficient amount to meet their 
peak-loan demand, but on the contrary borrow for this purpose. To 
this it llIay be answered that banks whose business is highly sea­
sonal usually have large sUJ?plies of ban·kers' balances, commercial 
paper or securities at the hett:inning of the principal loaning season 
and that it is difficult, if not impossible, to tell to what extent these 
assets result from increased deposits or col1edions from loans. Simi­
larly it virtually never is clearly ascertainable whether the reduction 
in the supplies of these assets during the lending season should be 
as(Tibed to declining deposits or to increasing loans. There is little' 
question that the reserves of a bank are more affected by the deposits 
than by the loans, but within certain limits the effects of deposits 
and loans cannot be separated. If the research worker has qualms 
about using the method descrihed above, he may make any division 
of the bankers' balances, commercial paper and securities_ held at the 
beginning of the loan season which to him seems reasonable and 
then credit the portion assigned to loans with the average rate of 
income earned by the total holdings of these liquid aS8ets. 

V. SERVICEABILITY OF LOANS. 

By serviceability of loans we refer to the assistance given both 
industrial and social groups of persons by a bank's I~ing policy. 
No methodology will be suggested for this. 

PROJECT II. To analyze the economic organization, financial 
8et-up, operating set-up., servires, costs and margins., and 
rales for various services for country banks .. 

-. (By J. I? Black.) 

No detailed outline for this project is here presented. The sources 
of data are the same as for Project 10. As to method of collect­
ing the data, there is a possible choice between collecting less com­
plete data from a larger group of banks-say, a hundred of them 
-enough to make a fairly adequate statistical sample, and collect­
ing more detailed data from, say, a dozen banks carefully chosen 
as {,HS('S. A combination of the two procedures would be highly 
desirub!e. Also the sample or case analysis should be supplemented 
bv whatey" statistical analvsis can be llIade of the official data 
c~llected by the state banking department. 

The data collected should cover rather completely the assets and 
financial organization of the bank, its personnel, its receipts and ex­
p.nditures classified according to the heads that seem most signi-

72 



ncant. But this should not lead to an attempt to separate the busi­
ness of the bank into different departments, such as loans and dis­
cOWlts, savings, insurance, real estate, etc., and trying to divide 
all expenditures and receipts between them. The set of function. 
performed by a bank are so involved in one another that any at­
tempt to separate them on a cost and profit basis would be futile. 
There will be value in noting, however, variations in expenditures 
for the different items and relating these to the volume of business 
of the various sorts done, and endeavoring to find reasons for these 
"ariations. It would also be helpful if data could be collected and 
analyzed in such a way as to indicate what the probable effect on 
the net income of the bank would be of expanding or contracting 
particular departments of its business. It might even be desirable 
if possible tn show the effect on current income of carrying a large 
or it small volume of real estate loans, of expanding loans on feeder 
cattle, etc. The relation of volume of business to net incomes, rates 
and margins should be given especial attention. 

The analysis should probably also take into account the territory 
which the bank serves, its extent and economic activities; the com­
petition between this and surrounding trade centers; and the com­
petition with other banks in the same and surrounding territory. 

PROJECl' 12. To analyze the credit extended to farmen by 
the IItores of an area. 

(By M. R. Benedict.) 
Objectivel. 

a. To ".certain the extent to which agricultural credit i. fur­
nished by .tores. 

b. To find how such credit i. used, and what rate. of interest are 
actually paid by the users of it. 

c. To analyze the risks involved in such loans and variations in 
the same with different types and clas.es of farmers, and individual 
,,'ariations. 

d. To discover relationships of store credit to type-of-farming, 
stage of development of t.he area, nationality, race, tenure of land, 
age of borrowers, etc. 

e. To determine the extent to whicb such credit could be advan­
tageously provided by other agencies. 

VallU and uses of the projec(. 
The use of store credit is rather prevalent in Borne sections. It is 

thought by many to represent an undesirable social and financial 
condition. If this is the case, we need to know how and to what 
extent it i. undesirable and what the possibilities are for developing 
a more satisfacto'ry credit situation in the area. If the practice of 
using store credit is not detrimental to the best interests of the COm­

munity or to given individuals in it, this also should be known. Any 
program for providing coordinated credit facilities for the "rea will 
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need to take into account all sources of credit, and all types of de­
mand for credit, and ",ill need to appraise and classify these. The 
problems associated with the extensive use of store credit are much 
more important in some areas than in others. In some sections the 
control exercised through loans of this type may have an important 
bearing on kinds and methods of production, forms of land tenure, 
living condi tioDs, etc. 

Scope of projec'. 
Studies of this kind may attempt an analysis of an area as large 

as a state or at least of a considerable section of a state. They 
may be confined to a section where conditions affecting the use of 
store credit al't! roughly similar; or may include several dissimilar 
areas each of which is made a case-study unit. The whole section 
will need to be examined as a basis for outlining the unit or units 
of area for study. The examination will make use of farm manage­
ment studies, census data and the like, and may include taking a few 
preliminary store records in different parts of the area. 

The principal contact between this project and others in the 
credit field will be with Project 10 on country banks. The chief 
alternatives to the use of store credit lie in securing credit from 
the local banks or in advances by land owners. Both of these proj­
ects will therefore need to consider what types and amounts of such 
credit cun be handled by banks and by landlords and at what rates 
of interest. The findings in farm management studies will need to 
be drawn upon to some extent in considering how essential these Joans 
are from the standpoint of production, what represents a reason­
able period for them to Tun, and what possibilities there" are for 80 

distributing the farm income as to shorten the periods for which 
such loans will be needed. Some parts of the study should also be 
joint with farm family living studies to determine as far as pos­
sible how the use of store credit affect. the content of living, the 
attitudes and activities of farm families, the extent to which home 
production of 11lrrn supplies could eliminate the use of store credit, 
etc'. . ' 

Basic qualitative analy.; •. 
A differentiation should be made between _tore credit which i_ 

merely a matter of convenience in buying (settlements made every 
thirty days, etc.), and credit business which represents a real short­
age of purchasing power on the part of purchasers. Our concern 
is with the latter, though no doubt some studies could be given to 
the net cost of the service afforded by the first type of credit. Store 
credit of the second type may aid farmers in their production by 
enabling them to undertake operations for which they are qualified 
except for lack of capital; or it may simply sustain them and their 
families \Yhile engaged in their usual lines of production. There 
can be no doubt about the social economy of the former. Ability to 
produce and supply of capital very commonly' do not go hand_in 
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hand. Transfer of control of capital through cr.rut arrangements 
is desirable because it makes for a better combination of production 
factors and greater output per unit of input. Consumption loam 
are not always so easily justified. Many of them are necessary only 
because of· too high a rate of preference on immediate consumption 
goods, or too Iowan appreciation of future production goods. This 
would seem to be the case where such credit is used year after year, 
and little or no economic progress results or is expected. l\loney 
received in lump sums at harvest time, if not needed to pay debts, 
no doubt is often spent for more or less inconsequential things, the 
acuteness of future wants being very dimly realized at that time. 
It is entirely possible, however, that for many of these families the 
spending in advance and repayment at harvest time may represent u 
socially desirable practice, since under it they make wiser use of 
income and less acute sacrifices over the year as a whole, than would 
otherwise be the case. If such should prove to be true, the problem 
resolves itself into one of ascertaining the necessary and unnecessary 
risks involved in such loans and of considering how the credit can 
be most economically and efficiently provided. Where such condi­
tions exist, however, an eduea tional program might serve to raise 
the customar.Y estimates of the future utilities of purchasing power. 
It may also be possible in some of these cases to set up arrange­
ments for joint responsibility (in the form of credit unions, etc.) 
whereby the influence of opinions of other members of the community 
,,'ould act as a deterrent to unwise expenditures. . 

Any program for betterment of credit conditions of this type 
should aim at segregating and making visible the interest actually 
paid. This can be done fairly readily where active competition with 
stores operating on a strictly cash basis exists. Where some degree 
of monopoly prevails, or where all stores extend credit, it is much 
more difficult to segregate and measure the charges for interest on 
advances, Some considerat.ion of the effect of cash price competi­
tion in classifying types of customers will also be helpful. 

Sources of information. 
Professor Leland Spencer in his study of rural store credit in 

New York (Cornell Bulletin No. 430) secured information by per­
sonal visits to the merchants and by questionnaires sent to country 
doctors, veterinarians, automobile dealers, etc. Studies in the south­
ern states hav. obtained most of their data from merchants. Sur­
veys of stores in country towns have usually obtained data on the 
extent to which credit is granted and the losses from it. Credit 
surveys among farmers have provided some data on such borrow­
ings. Further studies should include some survey of the store­
patrons, both those who do and those who do not use this credit; and 
perhaps also some case histories of families using store credit over 
a considerable period. 
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Unit. and coe fficirmt •. 
For comparison of different stores, or areas, and of these at dif­

ferent periods, a number of ratios may be helpful. The following 
are suggested: (a) Ratio of store credit to total business for the 
year, (the measure of credit may he the average amount of credit on 
the books as of the lirst of each month, or the highest amount On 

the books at anyone time, or the number of dollar-months of credit) ; 
(b) average amount of store credit per family or per capita (average 
of amounts on the hooks at lirst of each month, or highest total 
reached in the year) ; (c) same in relation to assessed valuation of 
the area; (d) same in relation ,to bank debit. for tbe area (total 
for the year or average per morith). 

Sa,mpling and' c/wice of period to be covered. 
Where an area as large as a sta te or a considerable portion of a 

state is to be studied, it will be extremely difficult to secure a repre­
sentative sample. Rural stores vary considerably in size, combina­
tion of lines of activity, policy, etc. It is obviously impossible to 
cover all stores in the area if it is large. Possibly the nearest ap­
proach to a representative sample that is practical of attainment 
will be secured by a careful selection of typical counties and the 
study of all of the stores in these counties. Conditions in the sec­
tions near large cities are likely to be so unusual as to warrant 
excluding counties adjoining or containing such cities. 

If the study is conlined to a cross-section of the business of one 
year, a year can be chosen when violent variations in yields and 
prices have not occurred in the immediately preceding period; and 
even then some effort should be made to obtain reports of condi­
tions and experience in prior years. 

Probably the most signilicant errors to be guarded against in 
such a study arc those of intentional bias on the part of farmers 
who answer the questions in such surveys as are indicated above. 
Wherever possible, the figures obtained in this way should be checked 
with other sources of information. It may also be possible to so 
organiz,e survey blanks th~t misstatements will tend to show up and 
be corrected. Copies of the forms used in the Cornell study are 
shown in pages 40-47 of Cornell Bulletin No. 430. 

• 
Methods of analysis. 

The Cornell study is concerned chiefly with the lirst two objec­
tives named above, and consists to a large extent ?f the computa­
tion of averages for various items for stores of different types and 
for different areas. The borrower's phase of the subject has not 
been dealt with to any extent. Analysis of the records from bor­
rowers should include an attempt to group these into significant 
classes on such bases as frequency of payment, whether tenants or 
owner-operators, nationality or race, age, number of years in com­
munity, net worth. These classes should as faT as possible be re­
lated to the amount. of store credit used, if possible to the amount 
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desired by these borrowers and tbe extent to which they h8¥e been 
refused credit, to interest rates charged, etc. An attempt should 
be made to show losses to lenders for each such class, and where 
possible, to find tbe reasons for such losses. 

PROJECT 13. Production loaJU through cooperative marketing 
associations. 

(By M. R. Benedict.) 

Since such loans are usually made through an affiliated credit 
corporation, the outline presented under Project 5 will apply, and 
the study from the viewpoint here indicated will involve mainly the 
consideration of modifications resulting from the tie-up between the 
credit corporation and the cooperative marketing association. 

The principal phases requiring special consideration will be a. 
follows: 

a. Does the arrangement provide credit which was not previously 
provided? If so, can this credit be safely extended? Why was 
it not previously extended? '''{hat risks are involved? 

b. What effect has this method of granting production credit 
on the volume of deliveries to the association, on the attitude of its 
members toward it, and on the expenses of operation of the business 
as a whole? 

c. To what extent is the 'corporation used as a recruiting agency 
for the marketing association? What dangers are inherent in this 
prllctice? 

d. What effect if any has this additional business upon the suc­
cess of the marketing association? 

e. What percentage of the growers and of the grower deliveries 
are affected hy such loans, and what if any saving is involved for 
them? 

f. What if ,any is the effect upon interest charges made by other 
agencies lending to those growers who do not use this agency? 

g. In relation to b above, hut as a separate phase, what effect 
does the granting of this credit or its availability have in releasing. 
members from the control of creditors who refuse permission to 
market products through the cooperative? 

h. Does the association endorse the paper received through the 
credit corporation? If so, what effect does this have on the risk 
costs of the association, the interest rates on its own borrowings, 
and its financial stability? 

i. Does the association own any part or all of the stock in the 
corporation? What effect does that ownership have on the financial 
stability of the association? Is the policy sound and is it equitable 
to all members? 

j. What economies are effected by joint operation? If another 
credit corporation exists in the community, would the additional 
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eost to it of handling this business be Ie •• or more than for the 
"."""jation to handle it? 

k. What additional conveniences to the grower are involved by 
having the credit operations and selling handled jointly? What 
inconvenience? 

L To what extent if any does refusal of credit or the use of 
aggressive collection methods offend or aliena te members? 

The development of these aspects of the problem will not involve 
any materially different attack than that outlined under Project 5, 
.except that the additional cost and supplementary relationship 
phases will enter more definitely inth consideration, and that a close 
tie-up with the studies of the marketing unit will be required. 

Two case studies (previously mentioned in Project 5) of this type 
of financing have been published by the Bureau of Agricultural 
_Economics cooperating with the Federal Farm Board. They are 
"The Texas Cotton Growers' Finance Corporation" and "An Anal­
ysis of the South Carolina Agricultural Loan Association", both by 
W. H. Rowe. Other studies are in progress. There is also some 
,discussion of it in American Cooperation (Proceedings of the Ameri­
can Cooperation Institute for 1925, 1926 and 1928); also in the 
Proceedings of the Third National Cooperative Marketing confer­
.,nce held under the auspices of the National Council of Farmers' 
Cooperative Marketing Association at.Washington in 1925. 

PROJECT 14. An analysis of the place of credit unions in the 
credit facilities of an area" and of their organization and 
operation. 

(By M. R. Benedict.) 

Cooperative personal credit associations have long been a promi­
nent feature of the European credit structure. Their use has often 
been advocated as a means of lessening credit costs In this country. 
'Vhile a number o.f such associa tions have been formed especially dur­
ing the period from 1912 to 1915 when interest in the subject of co­
operative rural credit was especially keen, little detailed study has 
heen given to these possibilities. A few projects may therefore be 
worth while with such objectives as the following: 

a. To study the history of a given credit union or of a number 
of them with a view to finding what kinds of loans have been found 
practical, the sources and adequacy of the funds used, the organiza­
tion set-up used, the losses incurred, the c~sts involved., the rela­
tions to other credit institutions, etc. 

b. To determine as far as possible to what extent and at what 
cost these loans could be provided by other institutions. 

c. '1'0 determine what improvements might be made in the orga­
nization and functioning of such associations. 
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d. In areas where nl> credit unions have been established, tl> de­
termine the need for them and possibilities of their success. If, .. s 
seems probable, credit unions are suited only to certain particular 
conditions, it is important that the characteristics of these condi­
tions be analyzed, and clearly set forth. 

If credit unions can improve credit conditions, it must be be­
cause farmers can, by this means, perform for themselves some of 
the functions which other credit institutions would otherwise per­
form, and do it more cheaply; or because risks can in this way be 
reduced so that the total cost of furnishing credit is les.; or because 
the credit unions stimulate savings among the members of the com­
munity or provide types of loans which are not provided by other 
agencies. The first two are probably the more important. To con­
duct a bank, several paid employees, a rather expensive building, 
vaults, etc. are necessary. It may be possible in some particular 
types of areas in the United States for a small executive board of 
farmers to assemble the credit requests, to pass upon them intelli­
gently, and to distribute and collect funds more or less incidentally 
along .with their other business at very small cost. Whether this 
results in a net gain depends somewhat upon its effect upon the 
banks and credit agencies of the area. If it merely splits up the 
business among more agencies, it may not lessen the total cost of 
credit provision to the community. It may, however, reduce losses 
from poor risks and even provide credit and services not now avail­
able. At least this is supposed to be the effect of joint assumption 
of risks and the intimate knowledge which the loan committee has of 
the applicants for loans and of their business; and of the dose 
supervision they can give the loans. 

The principal information will be the records of the credit unions 
and of other agencies having dealings or relationships with them. 
The method of analJsis will be the case method for the most part, 
with generalizations from these cases as the study includes more 
of them. 'rhe cases selected for study should represent varying con­
ditions and varying degrees of success. Some assistance as to meth­
ods of investigation may be derived from the numerous German 
studies of agricultural credit, some of which arc listed in the intro­
ductory section of this outline. Some phases of the study here out­
lined are covered in "The North Carolinn Credit Union" a bulletin 
of the North Carolina Department of Agriculture (1922) ; in "Farm 
Credit in North Carolina, A Survey of 800 Farms" by F. R. Yoder, 
H. S. Beardsley, and A. J. Honeycutt, same source (1923); and 
in North Carolina Agricultural Experiment Station Bulletin No. 
271, "Credit Problems of North Carolina Cropper Farmers" (1930). 
Several of the area studies of credit listed earlier touch on the needs 
and opportunities for credit of this type. A considerable number 
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of general discussions of the subject of short-time cooperative credit 
appeared following 1912.' 

PROJECT 15. To determine the financial need. and the most 
economic meaDS of providing for them on each of the vari­
ous types of farm organization in a given farming area.1 

(Joint with Farm l\fanagement.) 

(By Sherman E. Johnson.) 
Objective •. 

1. To determine the financial needs of each of the various types 
Qf farm organization <;ommonly ~ound on different sizes of farms 
in the area, in Delation to interest rates, prices of products, etc. 

2. To enumerate and classify such needs according to the agents 
of production in which the funds are invested. 

3. To show the relationship between financing consumption and 
production needs and the necessary inter-connections between the 
two uses of funds on family farms. 

t. To determine the sources of funds invested in each type of 
productiye agent, i.e., whether furnished by owner, tenant or if 
borrowed by either party, from what source and on what terms funds 
are secured. 

5. To determine the optinmm periods of financial need of each 
type and to show the present adjustment of maturity dates of loanl 
to such periods. 

6. To show the present financial condition of operators on groups 
of typical farms for each type of organization, their possible needs 
for more credit to finance their present system of operation, the 
relative risk involved in making such loans and the availability of 
the credit which is needed. 

7. To determine to what extent additional funds can be used to 
advantage in such adjustments in farm organization as farm man­
_agement studies have shown to be desirable in the area, rates of 
interest, prices ~of products, wages of labor, etc., being taken into 
account. 

(I) Among them may be mentioned: 
"Preliminary Report on Land and Agricultural Credit in Europe." Washing.. 

ton Government Printing Office (1912). 
"Adaptation of the European Cooperative Credit System to Meet the Needs 

of the American Fanner." Senate Document No. 855 (1912). 
"General Theory of Cooperative Credit in France and Other Foreign Coun­

tries" by Maurice Duformantelle. Senate Document No. 572 (1912). 
"Agricultural Credit-personal or short-tenn credit" Senate Document No. 

380. part III (1914). 
Bibliography on Cooperath'f' Cretlit--ltusseU Sage Foundation (1914). 
'~How Fanners May Improve Their Personal Credit" by C. W. Thompson. 

U. S. D. A. Fanners' Bulletin No 6M. 
"The Credit Association as an Agency for Rura1 Short-time Credit" by V. N. 

Valgren and E. E. Engelbert. U. S. D. A. Department Circular No. 191 (1921). 
"AgriculturaJ Credit" by H. M. Tory-report to Canadian parliament (1924). 
(1) This project is closely related to Project 28 below. 
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8. To study the financial needs of farm organizations &8 they 
are affected by systems of land tenure, and to work out means for 
adequate financing of the farming set-up under each type of tenure 
prevailing. 

9. To work out the most economic means of utilizing the prevail­
ing credit system for farms operated on different tenure bases and 
with different types of organization. 

10. To study from the lender's point of view the profitableness 
and the relative risk im'olved in financing the various phases of the 
farm business on the different types of farm organization. 

II. To develop the most economical means of financing each pbase 
of the farm business on each type of farm, and to show how lenders 
may adapt their methods to the needs of each situation in such ways 
as will minimize risks, reduce costs and result in benefits to borrowers 
and lenders alike. 

Value and uses of project. 
It is anticipated that the study will uncover relationships hetween 

the financial and the technical organization of the farm business 
which in the past have been neglected in farm business planning. 
In particular, it will reveal the amounts of borrowed capital that 

'can be used to advantage at various rates of interest with various 
possible farm organizations. The study should also prove of value 
to those who supply the funds for use in the farm business in that 
the results will serve as guides in determining the amount of fund. 
tha t lending agencies can safely and advantageously provide, and 
in planning economical ways of providing these funds. These values 
are as important for credit agencies operating in the central money 
markets as for local credit institutions. 

Scope of project and relation to other type. of research. 
This project will cover both problems relating to financing the 

farm organization from the owner, operator and borrower's point 
of view, and those relating to meeting the financial needs of the 
variou·s types of farm organizations in the area studied from the 
lender's point of view. The work on this project will therefore be 
closely related to studies of farm organization and farm business. 
planning. ·It will be equally closely related to studies of credit 
institutions engaged in financing agricultural production. This, 
however, aims to approach the subject from the production orga­
nization point of view, and then to show how those who supply the 
funds will need to adapt their organization and methods to the fun­
damental production situation. It will be related to studies of the 
needs and nature of credit for the production of certain commodi­
ties in so far as these commodities were included as enterprises in 
th~ farm organization studied. The risk elements encountered in 
the systems of farming studied and their effect. upon cost and 
availability of funds will be covered in a separate study and the 
results used as a basis for the project now under consideration. 
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Ba.ic qualitative 41lalyai. needed. 
A preliminary qualitative statement should be made of the under­

lying principles governing the use of funds in the farm organization. 
This should show: ' 

1. The application of the principles involved in the proper pro­
portioning of funds to each of the agents of production and in 
each of the farm enterprises. 

2. The economic limits to the use of funds for each of the agents 
of production as determined by the opportunity of using funds more 
or less advantageously for some other agent. For example, an 
expansion of the land area operat&! may be made either through 
purchase or Ieas~. The decision a's to which method of securing 
land is most economical may depend upon the opportunity earnings 
of funds invested in additional livestock and equipment. 

3. "The economic limits to the use of funds in each enterprise as. 
determined by opportunity for use of funds in some alternative 
enterprise. 

A careful qualitative analysis, embodying the results of other 
studies, will be needed to reveal the factors influencing the cost of 
credit and the effect of changes in cost upon the "highest profit 
combination." This will involve: 

1. The theory of normal interest rates as applied to different 
types of agricultural loans. 

2. A preliminary statement of reasons for local variations, in­
cluding the risk elements encountered. 

S. A general analysis of business cycles, price cycles, farm pro­
duction cycles in their effects upon interest rates from a short-time 
point of view. 

4. A statement of adjustments in use of funds which can be made 
to meet changps in cost of credit. 

SOU1'CCS of information. 
Primary data will be collected from farmers by the survey method, 

the schedules use,\ being designed to give full information on the 
financial side of the farm business on different types and sizes of 
farms operated under different tenure systems. It. is assumed that 
supplementary to this study. or as a separate study conducted pre­
viously, farm management information will have been made avail­
able as to the prevailing systems of farming in the area and their 
relative importance, and as to receipts_ and expenditures from such 
systems of farming, and the relationships between the enterprises 
comprising them, as indicated below in the section on "Methods of 
Analysis." The information may even ext.end to systems not now 
found in the area .which it may seem economically desirable to intro­
duce. Primary data will also be collected from firms supplying 
credit. as to the amount of business done, and their lending prac­
tices as related to the cost and availability of credit for farmers of 
the area .• 
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Cooperation with the Bureau of Agricultural Economics and with 
,adjoining states may he found desirable where the conditions similar 
to those found in the area extend beyond the borders of the state. 
Furthermore, since this is a new approach, it would seem desirable 
for the Bureau of Agricultural Economics to cooperate in order 
that it may help in developing the methodology needed for such 
studies. * 

The system of farming analysis needed for this study should be 
made from census data along the lines developed by F. F. Elliott in 
"olume X, No.4 Journal of Farm Economics. The adequacy and 
represcntath'eness of the sample chosen can be checked empirically 
by ""r.ring the size of the sample and noting the effect on the fre­
quency distributions. Some comparison with county averages can 
also be made, Such analysis provides the data as to the relative 
importance of the various types of farm organization. The next 
step is II more detailed study, using data collected by the survey 
method, of the important systems of farming in the area, the various 
·systems being included in numbers proportionate to their occurrence 
in the area. Some of the detail needed may perhaps best be secured 
through Gase analysis of farms chosen as being adequately repre­
sentative of the major types of farms found in the area, the data 
being collected by the method described as ~'loosely supervisedu in 
"Hese-arch Met hod and Procedure in Agricultural Economics." The 
finance information to be collected on farm schedules should be taken 
either from the same farms as the detailed farm management data 
or from a sample taken in the same manner. ·Case farms chosen as 
being represent.ative of certain types may be used to supply more 
detailed informa tion on the economy of use of funds. nata obtained 
from agencies supplying agricultural credit will not involve sampling, 
as all or nearly all of the agencies operating in the area will be 
interviewed. The aim will be to secure a cross-section picture of 
the situation, supplemented with such historical yield, price and cost 
,data as will be needed adequately to develop farm organizations 
yielding the highest returns on rCSQurees used in production and the 
means of flnuncing such organizations. 

Schedules and forms. 
1. A schedule will need to be worked out on which to secure the 

financial information from farmers. This will need to be of such 
form as t.o provide for informat.ion regarding: 

a. A complete description of the tenure system. 
h. A complete statement of the farm assets classifit;d as to ownel'ship, amounts 

and value of different types of resources 
c. A complete statement of liahilities of owners and tenants classified as to 

type, source, security ginn, term of loan, and its cost (including interest, com­
miSSions, bonuses, etc.). 

rl, Organization features sufficient to show income pOSSibilities, unless the 
. financial schedule is a part of the detailed farm management study. 

e. Farmers' use of credit fOT consumption needs. 
f. Farmers' reaction as to adequacy and cost of credit available. 
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g. Length of production periods for each enterprise and their effects upon. 
the seasonal variations in the use of funds. . 

2. The schedule to be used for colJecting information from lend­
. ing agencies should provide for information regarding: 

8. Amount of money loaned in area by each agency and lor what purpose 
loaned. . 

b. ,Vhether funds loaned are of local origin or furnished by outside investors. 
c. The cost of loans of each kind to the farmer. 
d. Security required and time of repayment ,specified. 
e,. Promptness of l'epayment of past loans, necessary renewals. liquidations,. 

and losses on loans. . 
f. Methods used in making loan~ special stipulations as to procedure in 

use of loan, etc. . 
g. Methods of inspection and supervisiqn used to ~nsure safety of principal 

and prompt repayment. i 
h. All possible ch~ks on financial data secured from farmers. 

Methods of antilysis. 
1. Statistical analysis in the form of simple- and double-fre­

quency tables and graphs will be used to portray the present finan­
cial status of owners and operators on farms studied. Such methods 
will also be used in so far as group comparisons can be made of the 
organization and operations of lending agencies. 

2. More refined statistical methods .in the form of correlation 
analysis may be used t.o determine the approximate effects of varia­
tions in amounts and uses of productive resources upon farm in­
come. Correlation methods will undoubtedly have to be used to 
some extent in input-output analyses which will form the basic farm 
management studies of the effective usc of the agents of production 
under various conditions. 

3. The ultimate analysis designed to show the most economical 
use of funds will take the form of setting up a series of hypothetical 
organizations by the "substitution" or "budget" method, supple­
mented by actual case iHush-a tions, to show the effects upon farm 
income of varying the proportions of the agents used in production 
and vRrying the proportions of enterprises in which the agents are 
utilized. A larger number of case and hypothetical organizat.ions 
will be needed than is usually shown in farm organization studies in 
order adequately to bring out "the point of highest-profit combina­
tion" in the use of funds, and its variation with changing costs of 
procuring credit as wel1 as changes in other expense items and 
changing yield and price situation •. 

4. The analysis indicated in No.3 will need to be made from the 
point of view of the farmer already established who needs to make 
adjustments that will place his business on a more profitable basi. 
as well as from the standpoint of the prospective farmer who is con­
sidering the advisability of entering the /leld. In the case of the 
going concern, opportunity costs of funds are involved only on 
additional investments and on shifts of circulating capital, except 
as the opportunity of closing out the business presents an alter­
native, while in the latter case opportunity cost i. involved on aIJ the 
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funds which will need to be invested. The analysis will also have 
to show the effect upon different tenure classes. 

5. Difficulty in securing funds adequate to finance the most OCt>­

nomical unit of operation, and the necessity of operating within a 
margin of safety in the use of borrowed funds, will necessitate the 
working out of additional farm organizations giving the highest 
alternative returns on the funds available. It is probable that for 
reasons above named, the marginal returns limits ,,-ill not be reached 
on many farms. A careful study of how often this situation occurs 
should be made. 

6. The results of the analysis of the most economical uses of 
funds in the farm organization will provide a setting for an analysis 
bv means of case and hypothetical illustrations of the set-up of 
l;nding agencies to show how lending methods can be adapted to 
the production organization in such ways as to provide the credit 
which can be utilized economically under terms of rcpa~yment and 
supervision best calculated to stabilize the business of both borrower 
a nd lender. 

PROJECT 16-a. To analyze the financing ""pech ot local grain 
elevator organization and operation. (Joint "ith Marketing.) , 

(By H. B. Price.) 

The objective of this project is to obtain an understanding of the 
nature of the financial organization and financing methods of local 
grain elevators and to analyze the factors affecting these. 

Any study of the financial structure of an economic unit involves 
an analysis of two rather distinct but closely related problems, 
namely, capital needs and financial policy. The first aspect requires 
an analysis of the different classes of capital goods and other capital 
investments in the business, and of the relative importance of these 
and the factors affecting their amounts. Distinction should be made 
between investments that are fixed and those that are current. The 
former include such elements as site, building and equipment. The 
latter include stocks of grain and merchandise, cash, notes and ac­
<oounts receivable, advances and the like. Some of the factors affect­
ing the needs for capital will be location, cost of building and equip­
ment, policy in purchasing supplies, flnd marketing policies, par~ 
ticularly as these relate to the method of paying for grain, storage 
and sales practices, and the handling of side-line enterprises. Vary­
ing seasonal requirements may also be an important factor affecting 
the amount of capital invested. Thus the ratio of current to total 
assets for 20 farmers' elevators in Minnesotu in 1922-23 ranged 
·from 43 percent in the fourth quarter of the year to 55 percent in 
the second quarter.' 

(1) Minnesota Bulletin No. 224y p. 63, "Manall;'ement Problems of Fanners' 
Elevators" by H. B. Price and C. M. Arthur. 
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Capital is obtained from various sources and on various terms_ 
Owners provide capital for a local elevator chiefly by the purchase­
of capital stock or by leaving savings of the business with the eleva­
tor organization. The former is chiefly in the form of stock, but 
in some instances appears also as stock purchasing coupons or stock 
8ubscribed and partly paid for. Profits left in the business may 
be surplus, undivided profits, or in some instances, a sinking fund 
item which rnn v be. used to account for deductions made from the 
proceeds of sal~s of members' grain. Borrowed funds are commonly 
obtained from grain dealers, sometimes through drafts secured by 
shipping documents, and sometimes, Pilrticularly in the spring wheat 
belt, by direct loans from commission; merchants. Local banks are 
also an important source of funds, as are also city banks, and· 
under some circumstances, individuals. An importaiIt feature ot 
the project will be to ascertain the relative importance of these and 
any other sources of capital that may be discovered, the terms of 
borrowing from the different sources, and the conditions detennining 
the terms and the relative importance of the different sources. Some 
of the important factors affecting variations in sources and terms 
appear to be tbe supply of local capital, the organization of the­
central grain market, the kind of grain, and tbe method of sale. 
The amount of capital borrowed from the various sources also fluc­
tuates seasonally chiefly because of cbanges in the volume of business 
but partly because of the policy of storing grain. 

Saure .. of data. 
The principal sources of data are the records of local elevators, 

audits of public accountants, and the records of grain dealers. The 
local elevators furnish the best information particularly from the 
standpoint of obtaining complete data. Unfortunately the records 
of many elevators both proprietary and cooperative are not suf-· 
ficiently complete to provide more than a part of the information 
desired. The line elevators are an exception, as they generally have 
centra1ized .accounting systems thut record t.he business of their 
chains completely and in considerable detail. In view of this situa­
tion, the public accountants who do auditing for country elevators,. 
and the grain merchants in the central markets who finance country 
shippers and who frequently keep rather complete records of the 
business of the countr)' buyers whom they finance, may be very 
helpful in locating elevators that keep the best business records. In 
most instances the data obtainable from audits will not permit com­
plete analysis of 6nancial organization and financing policy, since 
the classification of assets and liabilities and also of items in the 
operating statement will not be sufficiently detailed to explain varia­
tions in the ditTerent items. Data obtained from central market 
dealers will likewise generally be too incomplete for satisfactory 
analysis. Data obtained from both sources will ordinarily have to 
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be supplemented by infonnation obtained from elevators before com­
plete analysis of the problem of finance can be made. 

This project should be correlated with projects in grain market­
ing. An understanding of the legal organization and the methods 
of operation of local elevators is essential to a study of finance. If 
this understanding is not possible without special study in the field, 
it may be advisable to combine the study of the financing and of 
marketing methods (studies in "economic" organization of elevators 
require such a large amount of detailed data and statistical analysis 
that they should generally be planned as independent studies). The 
leader of the project should be well versed in the principles of 
finance and should at the Same time have a good understanding of 
grain marketing. Otherwise there must be very close col1aboration 
with the grain marketing specialists.. This may be arranged be­
tween an agricultural experiment station and the U. S. Bureau of . 
Agricultural Economics. Experience has demonstrated that col­
laboration with -the federal Bureau in these projects has two possible 
advantages. In the first place, federal agents do not have restric­
tions on interstate travel as state employees generally have. Thus 
the Bureau may act as a coordinating agency. In the second place, 
research workers of the Bureau may give the project a regional or 
national point of view whereas the specialists of an experiment sta­
tion. are likely to have a local or state point of view. Cooperation 
between states having similar financing and marketing problems may 
also be carried on to the advantage of the various research agenc~e8. 

Either the surveyor the route method may be used to assemble 
the data. The former will probably be preferable in most states 
as it will he less expensive and it will provide adequate information. 
The extent of the historical study will necessarily be limited by the 
availability of records and by the amount of time that can be de­
voted to a given elevator. If the records of at least a few of the 
elevators are carried back for a decade or two, some unwarranted 
generalizations from current data may he prevented. The relia­
bility of the conclusions reached. by the case method of course depends 
greatly on thc ability, carefulness, and experience of the investigator. 

The accuracy of much of the data may reasonably be questioned, 
since the records partic.uIarly of the independent and farmer eleva­
tors will often be incomplete or inaccurate. The records in some 
cases will have to be built up from the primary data found in check 
stubs, weight s.tatements and other sources. Much of the inter­
pretation of the statistical information will be based upon the opin­
ions of the local managers, which will need to be checked by obtain­
ing similar information from commission firms, auditors, local 
bankers or other persons who are acquainted with the elevator whose 
data are questioned. This kind of testing is very essential in any 
study of small business enterprises such as local elevators which 
do not have highly specialized management. 
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Due regard should be given to the major factors that affect finan­
cial organization when selecting the units for study. The two prin­
cipal factors in the case of local elevators are kind of grain handled 
and combination of enterprises. For example, elevators handling 
com with other grains have substantially different financial require­
ments and hence need a different financing program than those that 
do not handle corn. Corn receipts supplement the receipts of other 
grains and thus permit better utilization of fixed as well as operat­
ing capital. Likewise elevators that have a ~ideline business have 
a different financing problem than those that do a strictly grain 
marketing business; those tha.t combipe the gasoline and oil business 
with grain from those that combine r~ed with it. 'l'hese factors can 
generally be easily determined in the preliminary survey on the basis 
of information that is accessible in their annual statements or in the 
records or report. of public agencies that supervise the local elevator 
business. 

The kind of field schedule that will be nsed will in considerable 
measure depend upon the manner in which the project is set up. If 
it is undertaken without the analysis of the economic organization of 
the elevators, it will be necessary to provide for the collection of 
information which will permit the analysis of financial requirements. 
This will necessitate obtaining specifications for building, site and' 
equipment which can be used to evaluate the properties and tho de­
termination of the condition of the properties, in order to cal­
culate depreciation and obsolescence. Inventories of purchased grain,.. 
supplies and merchandise as well as credits, deferred charges, etc., 
must be obtained at stated intervals, "s monthly or quarterly, in 
order to obtain the amount of operating capital during the different 
parts of an accounting period. In addition, data should be obtained 
as to' sources of capital, the terms of obtaining it, and such other 
information on selling and buying policy, storing, hedging and the­
like as will help to explain the financing requirements. None of the­
schedules used in studies of the local elevator business that have 
come to the writer's aUention are suitable for this study without 
8ubstantia!' modification because they were prepared to be used in 
studies in which aspects other than financing were emphasized. 

Experience with studies of this nature demonstrates thnt only re­
search workers who are thoroughly conversant with,the elevator busi­
ness and who are well trained in the principles of accounting and. 
business organization should be chosen for field men. Less well 
trained workers cannot be relied upon for accurate and reliable­
information. 

Sampling, from the standpoint of representing the whole grouJ> 
of elevators of the area, is not practical in studies of this type. In­
stead the effort should be to learn by rather general inquiries what 
significant classifications can be made1 and to select for careful case 
study certain elevators in each cla.s which have adequate records 
and are properly representative. Generalizations based on these can 
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be supplemented by informa tion collectei from audits, official reports. 
or even by surveys covering some of the more general features, such 
as the nature of the financial set-up, gross borrowings, financial 
progress, etc. In the case of line elevators which ha,,'e . centralized 
accounting, most of the supplementary data can be collected and: 
analyzed before the field work is done. These data will be of some 
assi.-tance in interpreting the available records of the individual 
elevators, but in most sections of the grain belt the practices of line 
and other elevators are too dissimilar to permit going very far on 
this basis. 

The first step in the analysis should be a classification of the 
data on the basis of the important factors causing variations in 
financing methods and capital requirements, as for example, kind of 
grain marketed, combination of enterpri.ses, value of the properties 
including site, building, equipment, inventories, etc. Construction 
engineers familiar with costs of elevator buildings and equipment can, 
give valuable assistance in determining probable replacement costs 
once specifications of such properties are obtajned. Care should be 
exercised to have the properties evaluated on a replacement basis 
and as of a given year in order that variations due to depreciation 
and price levels may be eliminated. The next and final step in the 
analysis of the capital needs is to arrange and to present the data 
according to the different factors of location, value of site, type of 
construction of building, kind of equipment, storing policy, credit 
policy and other conditions that determine the amount of capital 
needed to finance the business. 

The ana1ysis of financial organization should include discussions­
of past, present, and possible future plans for financing local eleva­
tors together with a presentation of the relative advantages and dis­
advantages of the different plans "s they are affected by various 
marketing practices and marketing situations. The size of the busi­
ness, kinds of grains marketed, selling policy, bedging practice, finan­
cial status of members, and sidelines may be mentioned as some of 
the important factors that should be given consideration in this 
connection. 

This analysis, although based, at least in certain parts, on much 
statistical data, must be largely qualitative. This is particularly 
true of the analysis which is based on statements of policies and 
experiences of the management. It will probably be possible to ob­
tain sufficient information to point out the amount of capital used by 
businesses of different sizes, or by businesses that store grain for 
farmers, but it will probably not be possible to go so far in the anal­
ysis as to demonstrate statistically the relative importance of the 
factors causing variations in the amount of capital used. With co­
operative elevators, the attitude of members on withholding dividends, 
extending credit, granting of storage privileges, etc., will b~ deter-
mining factors which may need to be studied. • 

This project need not be large or expensive. If there are mill, 
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independent, farmer, and line elevators, and all types are included, 
the number of cases should of course be larger than if only one or 
two types are to be analyzed. Approximately one day will be re­
quired of the field man to obtain the field data from each elevator. 
Perhaps an equal amount of time will be necessary to obtain sup­
plementary data from auditors, commission firms and other sources. 
Six months employment of a clerk sbould provide ample clerical 
assistance, and probably a year should be allowed tbe leader of the 
project to plan the study and to carry it forward to publication, 
although not all of his time need be devoted to the project if he has 
an assistant. 

The cost may be substantially retIuced if the study is made in 
conjunction with other phases of loca~ grain marketing, particularly 
if it is carried on simultaneously with" an analysis of the business 
set-up of the local elevator, as the field men can obtain the data for 
several asp<!cts of local grain marketing with very little additional 
expense, and the clerical expense may be similarly reduced where 
similar tabulations are required of the same data for different studies. 
The study of finance may also be enlarged to include other areas or 
elevators operating under other conditions without a proportionate 
increase in cost. 

No studies of the sort here indicated have so far been made, 
though a considerable number of studies bear on certain phases of 
the problem. Pages 60 to 76 of Minnesota Bulletin No. 224, "Man­
agement Problems of Farmers' Elevators" by H. B. Price and C. M. 
Arthur deal with it more specifically than any other study so far 
made. A more specific study of this phase of elevator op<!ration 
has been partly completed by R. E. Post of South Dakota State 
College. The series of mimeographed preliminary reports by Mr. 
W. J. Kuhrt, formerly of the U. S. Bureau of Agricultural Eco­
nomics, in cooperation with various northwestern states, also pro­
"ides some valuable material in this connection. Iowa Bulletin No. 
211, "}'ifty Years of Farmers' Elevators in Iowa," by E. G. Nourse 
may prove sugg~stivc in connection with some aspects of the his­
torical phase of the study. Since legal elements must of necessity 
enter into problems of financial set-up of cooperatives, U. S. D. A. 
BuHetin No. 1106, "Legal Phases of Cooperative Associations", by 
L. S. Hulbert, and "Cooperative Marketing Associations" by Henry 
W. Ballantyne in the Minnesota Law Review for December 1923 
may be found helpful. Another study which will be found helpful 
is that of G. M. Francis, "The Financial Management of Farmers' 
Elevators", A. W. Shaw Co., 1926. 

PROJECT 16-b. To analyze the financing aspects of retail feed 
slOre organization and management. (Joint with Market. 
ing.) (By Leland Spencer.) 

It is kJlown that retail feed stores constitute an important source 
of credit for many farmers, particularly dairymen, poultrymen and 
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the like. It is also known that retail credits constitnte one of th.,. 
important probl~ms in the management of these stores. The experi­
ence of many cooperative associations engaged in this business indi­
cates that a sound system of financing and credit management is 
one of the essentials for success. An investigation of the type sug­
gested here should yield valuable information both for those already 
engaged in this enterprise and for those who may later enter the 
field. 

More specifically, the objectives of this project are to ascertain: 
1. The amounts of capital used for various purposes, such a .. 

land and buildings, equipment, inventories of merchandise, accounts 
and notes receivable, cash, and bank deposits; and how these vary 
by sizes of stores, nature of organization, season of the year, etc. 

2. The credit operations, both borrowing and lending, carried 
on by these stores; why customers use this credit in preference to 
that from other sources; the periods over which book accounts are 
carried. 

3. The amounts of capital furnished by different agencies, such 
as the proprietors, banks, manufacturers and wholesalers, holding· 
company (if a chain store), members (if a cooperative store), and 
the type of security held by each group; also seasonal changes and 
trends in amount. of capital furnished by these agencies; also the 
cost, term, and relative efficiency of the capital obtained from each 
of these sources. Differences according to form of organization, 
location, size of business and the like should be brought out .. 

4. The nature and cost to the store of credit extended to cus­
tomers, including such items as cost .of credit accounting, collec~ 
tions, bad accounts, charges made for credit; relation of credit 
policy to volume of business; and margins and profits. 

5. The approximate cost of feed store credit to farmers in com­
parison with other forms of credit in terms both of interest charges 
and. of higher prices. 

6. The nature and amounts of the losses incurred, whether due 
to price changes, to physical conditions, to incapacity or dishonesty 
of borrowers, etc. 

7. Possibilities of substituting other forms of credit for that 
furnished by feed stores; attitude of bankers toward financing of 
feed stores and customers of feed stores; and suggestions as to how 
farmers may more readily obtain credit at hanks. 

Scope of project. 
This project ,"ill ordinarily cover a section of a state, but in 

most cases certain counties will be taken as representative of the 
section (see discussion under sampling). All types of feed stores 
in these counties should be included with the possible exception of 
those handling feed along· with other commodities and not keeping 
separate accounts for feed. Both private and cooperst;"e store. 
should be included. This project may well be made a part of " 
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more comprehensive project dealing not only with the financing of 
feed stores but with their physical set-up and operation as well­
somewha t along the lines illustrated in Cornell Bulletin No. 4n, 
"An Economic Study of Retail Feed Stores in New York State", and 
Minnesota Technical Bulletin No. 28, "Economic Aspects of Local 
Potato Warehouse Organization." 

Basic qualitative analysis. 
If feed stores are used as credit agencies, a function for which 

they do not appear to be especially designed, ·it should be because 
they are able to appraise borrowers hetter or at less expense 
than banks can, and thus make cerliain type, of advances at less 
risk; because they provide certain elements of convenience; because 
they are in a positton to collect such loans at small cost; or because 
they have funds seeking outlet which can profitably be used in this 
way. Such stores may also extend credit in order to incrpase their 
volumes of business, and even carry such credit extension to a point 

. where it costs more than offsets the gains on the additional busi­
ness thus secured. It is entirely.,possible that the first of these is 
a significant factor. The feed store operator is likely to be in 
closer touch with the farmer's business, progress and personal char­
acteristics than is the bRnker. If so, he may be able to select risks 
more accurately, and therefore to provide a given type of loan at 
less cost. Convenience and absence of annoying detail undoubtedly 
account for much of this type of credit which could perhaps be more 
cheaply secured at the bank. Collections may be kept up better 
and with less expense where the lender is seeing the borrower every 
few days, and where, as is often the case, produce of various kinds is 
being received from time to time and may he used for the payment 
of such accounts. Another factor which very possibly enters into 
consideralion is the invisibility of the interest charge at the feed 
store as compared to that at the bank. . 

The relative advantages and disadvantages to the feed sto~e of 
securing its loans from banks or from wholesalers should also be 
analyzed. .The e:ltent to which advances by wholesalers prejudice 
the store's opportunity to buy at favorable prices or endanger its 
life as an independent unit may be significant consideralions. 
Sources of information. 

The chief source of information will, of course, be the reed stores 
themselves, their books and the views and experience of their propri­
etors. This will need supplementing, however, with information se­
cured by survey from patrons, bankers, etc. If Projects 5, 7, 12., 
HI, and 15 have been undertaken, the data thus secured will help 
with this project, but such full analysis of the borrower side of the 
problem will hardly be warranted for this project alone. 

Units and measures. 
It doe. not greatly matter what system of valuation is used, but 

whatever system is adopted should he used consistently throughout_ 
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1\1ost of the books of accounting that will be used will probably~ 
show land, buildings, and equipment valued at cost less depreciation. 
If this system is used throughout the study, fewer adjustments will 
have t. be made. On the other hand, the records for different stares 
would be more nearly comparable if all properties were valued at 
rcplaceqlent cost. 

The cbst of credit accounts may be expressed as an annual rate 
on the "lV~rage amount of retail credit outstanding. Collections on 
<.:harge accounts may be expressed in the same way, or for each 
month as percentages of the average amounts outstanding at the 
firsts of the months or of the total credits placed on the book. for 
the year. Discounts inay be expressed a. a percentage of total cash 
sales for the year, or if allowed for early payment on credit ac­
count s, as a percentage of total sales or of total credits placed on 
the books for the year. Losses from bad accounts may be expressed 
as percentages of total sales and as percentages of total credits 

• placed on the books. These .may also be subdivided by classes of 
patrons if the records are such as to permit of this. Returns to 
management may be expressed i1fl!llerms of interest on the invested 
capital (usually as of the first of the year), as a percentage on 
total sales, or as a residual of managerial income assuming a stan­
dard rate of return on invested capital. Expenses should in most 
caseS be stated in terms of percentage of total sales. 

Samplmg, choice of period, aM metlwd of analysis. 
One of the first efforts should be to make up a comprehensive list 

of feed stores ill the region to be covered, such as a section of 8 

.tate or a whole state. This can be done through the feed dealer. 
association, hy circularizing county agricultural agents, etc. 

The selection of the counties or other area units to be covered 
will be the next step. It should be based on a mapping of the area 
and classifying of the stores by types. The number of significant 
subclassifications that can be made will depend on the number of 
stores to be included in the study. Where data are taken from sev­
eral areas which are dissimilar as to local conditions, e.g., mixed 
farming areas, dairy sections, prosperous or unprosperous areas, 
etc., more stores will need to be included unless other bases of 
classification arc to be ignored. It is desirable to have at least ten 
stores in each group. Size of stores should be determined on the 
hasis of annual net sales. Definite limits for the various groups 
cannot be set until after the survey has been started or at least 
not until a preliminary investigation of all feed stores in the areas 
to be studied has been made. Once the classifications have been 
determined, careful case studies should be made of certain typical 
individual stores within the groups. It is possible that the differences 
between stores in the same size or other groupings may be more sig­
nificant than the similarities. The sample probably will not be large 
enough to warrant attempts at statistical treatment of many of 
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these differences, but qualitative appraisal of them should be possible. 
The period to be covered presents some little difficulty. For most 

studies, a choice \\<-ill hu\'e to he made between covering a larger 
number of stores in cross-section or taking a smaller num~r and 
following the records back farther. The records will be more dif­
ficult to obtain and interpret as the period is carried far~r back. 
Nevertheless, a careful consideration of the financial hist 'y of at 
least certain typical stores will be needed if the various re lionships 
are to be understood and effectively presented. This difficulty can 
probably best be met by making rather thorough historical case 
studies of some stores and considering in the light of the information 
available the extent to which the fin4ings from these can be applied 
to the other stores studied. 

Careful case studies of at least part of the stores should be the 
first step in analysis. This is more likely to reveal causal rela­
tionships than any statistical treatment that can be undertaken. 
These case studies may well be followed by cross-tabulations so set. 
up as to classify the stores in rdation to such causal relationships 
as are indicated in the preceding W.ps. In addition to these, scatter 
diagrams may reveal relationships of such a nature that smooth 
curves can be fitted to them informally. The analysis should go 
deeper than to attempt to find what differences exist, and should 
seek to show why these differences exist, how they are related to the 
interest costs of the farmers served, and the quality and amount 
of service, and how they relate to the profit-making possibilities of 
the stores. 

No stullies having exactly' these objectives have so far been 
made. The nearest approaches to it are: Cornell Bulletin No. 430, 
"An Economic Study of Rural Store Credit" by Leland Spencer; 
Cornell Bulletin Xo. 471, "An Economic Study of Retail Feed Stores 
in New York State" by E. A. Perregaux; a';d Cornell Bulletin No. 
605, "Some Factors Affecting the Cost of Operation of Retail Feed 
Stores in New York" by Whiton Powell. 

PROJECf 17-a. To analyze the financial organization and 
financing policies of a cooperative cheese sening agency. 
(Joint with Marketing.) 

(By H. H. Bakken.) 

The objectives are: 
1. To ascertain the nature of the financing needed by such an 

agency. 
2. To study the sources of the finances used and possible alter­

Dative sources as to rates charged, security required, possible pres­
sure on organization policy, availability in times of stress, adequacy 
in volume, etc. 

3. To find the phases of financing which have caused difficulties, 
and the reasons for such difficul tie •. 
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4. To analyze the financial policy as to accumulation of owned 
funds, methods of payment to farmers, reserves of liquid capitaJ, 
retirement of invested ,capital, dividend payments, book accounts 
with oustomers, etc. 

5. To study the effects of various financing policies on member 
a ttitudAt volume of business, etc. < 

6. 1111 study the effect of each arrangement and policy on lolal 
cost oi: c[cdit, net profit of the business, etc. 

7. To im-estigate the sources more particularly for the purpose 
of determining what changes in organization will have to be made to 
comply with regulations and conditions governing loans such as 
those made through governmental agencies, cooperative, and private 
credit institutions. 

Value arul use of the project. 
The financial arrangements of many cooperative associations are 

the outgrowth of the limited experience of the organizers and earlier 
officers, and often represent the results of continuous piecing on of 
new arrangements as the business.,.Brew, as new lines of activity were 
taken on, and as new viewpoints developed among managers and 
officers. In some cases, the exigencies of early financial require­
ments may have caused the acceptance of certain dominations on 
the part of lending agencies which need not now be permitted. Very 
frequently, such a business has grown to an extent that the original 
capital arrangements are inadequate or the gradually increasing 
value of plant and equipment is appearing as increased book value 
of earlier, issued shares of stock instead of being issued as new 
shares to current patrons who are probably the real contributors 
of such capital. This more or less chance development of the finan­
cial organization and policies may represent a continuous relitting 
to a changing environmental situation which gives a better result 
than any planned arrangement could. It may, howel'cr, contain 
elements of weakness which will cause serious crippling or even 
failure in a period of special stress. Such an analysis as the -one 
here outlined should indicate whet.her the financing of the organiza­
tion has be<'n adapted to the changing conditions and whether serjous 
weaknesses of financial organization and policy exist. 

Scope of the project. 
This will necessarily be a case study, as such organizations are 

ordinarily regional and few in number, and the findings which apply 
to onc of them may not apply to others except in very much modified 
form. This means that a good deal of the information will have 
t.o be drawn from the records and experience of the organization 
itself, and the study will in most cases cover its whole history. There 
will also be need for considerable information concerning marketing 
Qrganization and marketing policy, membership relations and the 
like, which prrferably should be developed as separate projects. The 
financial phase will need at least the counsel if not the active par-
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ticipation of someone who has given considerable attention to cor­
pora tion finance J and to the legal aspects of financial arrangements. 

Basic qualitative analysi •. 
If a considerable part of the capital needed can be pm':;ded in 

such a way that interest or dividends on it are contingent upon earn­
ings, the agency is likely to have greater ability to absorb the shocks 
attendant upon temporary reductions in income. These no doubt 
are not so significant in the case of cheese selling cooperativ1s as in 
some other kinds of cooperative organizations, but may be signifi­
cant if the charge for service is on a basis of percentage of selling 
price rather than a fixed amount per pound. The latter arrange­
ment is probably the more common. ;It is probable that some lower 
limit of safety as 'to amount of owned capital may be possible of 
estimation. The upper limit of such financing is probably the small­
est amount that is used at any period of the year. To provide more 
than this in the form of owned capital will usually mean relatively 
Jow returns on this capital because of idleness or low-rate invest­
ments for part of the year. SllCh funds are probably more valu­
able to the farmer members if used in their own individual busi­
nesses. This may evcn be true of such amount of the continuously 
used capital as exceeds the min1!hum-for-safety amount. On the 
other hand, the accumulation of capital by the cooperative may 
come largely out of what would otherwise be current consumption 
expenditures and lhus may represent a saving which would not be 
made either priyately or cooperativdy if not made in this way. 

'Vhere new capital is derived by withholding part of the current 
proceeds of the product, this represents an input of capital by a 
different group of investors than that which originated the venture, 
and from various standpoints should be credited to those actually 
contributing it. Such handling usually makes for satisfactory mem­
bership relations, simplifies income tax problems, and avoids injus­
tices. The project should analyze the extent to which these prin­
ciples are carried out and what difficulties they involve, and may well 
consider also the' methods, if any, and possibilities of retiring the 
capital participation of memhers who have ceased to be active par­
ticipants in the activities of the cooperat;.... These problems will 
of course differ somewhat if a relationship of member associations 
to a central agency is being considered or if a relationship of farmer 
members to a local element of the central agency is considered, but 
the principles will be much the same. 

Whether payment to farmers for their product is to be made in 
full on au estimate of present worth at time of delivery also affect. 
the volume of credit used. The merits of this will .have to be 
estimated on the hasis of the usefulness of these regular payments to 
falmers and their effeels upon volume of business as compared to 
the extra cost to the cooperative of this procedure. This problem 
is not as pronounced in the case of a cheese cooperative 8S in the 
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case of a wool or cotton cooperative where the etTects of different 
percentage advances as to risk, cost, administration, etc., would 
need careful consideration. 

Where the lender of funds borrowed by the cooperative has author­
ity to exert pressure in regard to the time and manner of seHing, 
extremely careful analysis is neerled. If the selling policy of the 
cooperative was unwise, this pressure may have been a wholesome 
check to an unprofitable holding venture. On the other hand, a 
short-sighted or non-cooperative attitude on the part of the lenders 
may seriously embarrass the association. The history of the situa­
tion in this respect, and possible developments of this kind, should 
be worked out. 

The interest rates charged may vary with the financing policies 
of the organization, though this is not very likely. l.:nless suitable 
assura.nce of business-like management or suitable security can be 
given, the loans are likely not to be made at all. Where any varia­
tions on this ground do appear to be a factor they will require 
analysis. A more pl'obable variant of i~terest rates will be in the 
size of the loans needed. Whether this involves any significant rela­
tionships for the organization may warrant some consideration. 

The convenience of various loaning arrangements may be a chief 
factor in determining the choice of sources of loans. This may 
range from the annoyance of excessive deta.il and red tape, to im­
portant considerations involving the type of warehousing arrange­
ments which can be made (whether federal or state), the bonding 
required, the restriction on sales from "free" space as compared to 
"bonded" space, etc. 

Sources of data. 
The main source of data will of course be the cooperative associa­

tion itself, its records, the experience and opinions of its officers and 
members, etc. Other information will need to be obtained from the 
officers of the lending agencies, not only those that have done busi­
ness with the association but agencies which might do business with 
it, but do not. The published studies of other cooperative associa­
tions of similar nature will be found helpful, and it may be possible 
by correspondence with Or visits to such agencies to gain some little 
experience and opinion information for purposes of checking hypo­
theses or conclusions. 

This project may be carried out by an independent agency or as a 
joint study either with some federal government bureau or with the 
cooperative agency. It might easily be a part of a complete busi­
ness analysis study similar to some which the Division of Cooperative 
Marketing of the Bureau of Agricultural Economics has executed. 

No studies of the type here indicated have so far been made, and 
methodology cannot for that reason be very authoritatively dis­
cussed. Some suggestive case studies which develop related aspect. 
of the business of such cooperat;"e associations are the following: 
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Wisconsin Bulletin No. 380, "Marketing Wisconsin Foreign Cheese 
by Federation"; U. S. D. A. Circular No. 86, "A Business Analysis 
of the Producers' Live Stook Commission Association of National 
Stock Yards, Illinois"; U. S. D. A. Technical Bulletin No. 63, "Co­
operative l\larketing of Grain in \Vestcrn Canada"; V. S. D. A. 
Bulletin No. 1237, "Organization and Development of a Cooperative 
Citrus-Fruit Marketing Agency"; U. S. D. A. Circular No. 100, 
"Business Analysis of the Tobacco Growers' Cooperative Associa­
tion." 

'-.rhe studies mentioned under Project 16-a win also provide some 
suggestive approaches and 4nalyses. Such studies as the one here 
discussed p1ight well have been combined with or carried on at the 
same time with these. 

PROJECT 17 -b. To analyze the financial organization and 
financial policies of a colton pooling organization. (Joint 
with Marketing.) 

Much the same approach as that indicated for Project 17-& will 
be needed. Here, however, much more attention will need to be given 
to the relation between the credit problems and the price or selling 
policy, and to the size of the advances made, the methods of appraisal 
of qualities affecting these advances, ctc. :More attention will also 
be needed in the ma Ucr of production loans, their effect upon the 
association's business, their cost, risks involved, etc., though it is 
not the purpose of this project to analyze that as fully as would 
be done under Projects 15, 18, 26, and 28. 

GROUP C 
The Approach hy Types of Ct:edil. 

Considerable of t.he research in rural credit. thus far undertaken 
has been org'anized by types of credit, principally classified as farm 
real estate (Tedit, short-term production credit, and consumption 
credit; sometiIlles also as intermediate credit and marketing cred".t. 
The approach from this angle emphasizes the special nature of each 
type of credit and of the necessary provisions for handling it. Sev­
eral types of agencies may supply a given type of crooit, each having 
certain advantages and disadyantagcs for it. The analysis there­
fore cuts across that in Group B, which is organized by institutions 
Or agencies. The present tendency in research in credit is to orga­
nize it as in Group B. But the approach by type'!. of credit served 
well in the period from 1900 to 1924 when the need was for new 
institutions adapted to the special character of the different types 
of credit. It still has an important place in many situations. 
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PROJECT 18-a. To determine the nature of farm real estale 
credit, the manner of its provision, and the organization 
and functioning of agencies adapted to handling it. 

Practically all the important aspects of this project have already 
been covered in Project 1. There remains simply a narrowing of 
the scope of that project to one type of credit, and analyzing this 
mOre intensively. Hence there is little need for any further dis­
cussIon of methodology along the lines laid out in Projects 7, 8 
and 9. 

PROJECT 18-b. Same as 18-a for shor\·tenn production credit. 

This also represents a special phase of Project I, together with 
a combining and coordinating of some of the relevant findings in 
Projects 5, 6, 7, 8, 12, 13, 14 and 15. 

PROJECT 18-c. Same as 18-a for consumption credit. 

(By B. M. Gile and H. B. Price.) 
The objectives of this project are (I) to obtain a betler under­

standing of the extent of consumption credit among farmers, and 
the conditions under which it is obtained, (2) to gain a keener ap­
preciation of the principles relating to this type of credit, and 
(3) to formulate conclusions that may aid farmers and credit 
institutions in the management of consumption credit. The first 
objective is probably the most important at the present stage of 
research, since our knowledge of the extent and conditions surround­
ing this type of credit among farmers is based largely on a cursory 
examination of facts that have been obtained incidentally in con­
nection with studies of other aspects of agricultural organization or 
other types of credit. What is most needed now is the assembling of 
all of these data and the collection of supplementary data that have 
n bearing on the problems of consumption credit. At the same time, 
research workers should not overlook opportunities to realize the 
two other objective •. 

Consumption credit, strictly defined, differs from production credit 
in that its liquidation must come from some source other than the 
contribution which the goods and services purchased make to produc­
tion. But in practice as pointed out earlier this distinction is hard 
to make. 

It is doubtful if any aUempt should be made to separate pro­
duction from consumption uses in many cases. The criterion of 
effect on net income is about the only guide to reasoning on such 
problems. Obviously, much of the data will be of such nature as to 
preclude quantitative analysis. Beginning projects in this field, as 
previously mentioned, should aim to obtain information regarding 
the extent to which farmers are obtaining credit for various pur­
poses in which consumption is represented, and the rates, terms, and 
risks involved. 
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The problem of consumption credit assumes various aspects in 
different areas and for different individuals. In some districts it is 
used largely for necessary food, clothing, and medicine while a crop 
is being produced. In others, it is used more 1argely for gaining con­
trol over rather durable consumption goods such as furnaces, pianos, 
or new dwellings Or for personal service of a high order such as a 
high school or college education. 

Research projects on consumption credit among farmers should 
throw light on such questions as whether users know the real costs to 
them of such credit; that is, whether it tends to distort or to im­
prove the judgment of the "ser. Does it discourage the consumer 
or does it raise his standaril of living, and thus stimulate him to 
greater elFort and production; to what extent are commitments 
irrational in the senSe of causing payments to be made with money of 
higher marginal utility than the money borrowed had? Does credit 
tend to rationalize spending; does it encourage or discourage savings; 
does it retard or accelerate the financial progress of the family; and 
what relation does it have to variations which occur in the annual 
income because of price fluctuations, failure of gardens, etc.? 

M ethads of analysis. 
In the development of a new type of study such as this one, defi­

nite statements as to procedure are not feasible. There are numerous 
and difficult problems, some of which are not likely to be foreseen. 
However, certain aspects of the factual data to be obtained, such as 
the extent of consumer credit in relation to total credit, cash income, 
rates, terms, sources, nature, and characteristics of goods or services 
obtained, will lend themselves to quantitative statement. Because the 
data relating to the subject are minor and sporadic, and often not 
recorded at ail, it will require years of effort on the part of many 
agencies to gather the facts needed for adequate statistical treat­
ment. 

Types of information desired. 
Amount O.f. credit~mortgage, short-term production, consumption. 
Sources of each kind of crcdit. 
Use of consumption credit-food; shelter-housing and furnishings; 

clothing; health; automobile; recreation; education. 
Terms of consumpt.ion loans-length of loans; period for which 

loans obt.ained; renewal pl'ivilegcs; rate of interest; renewal 
charges; security. 

Some general information regarding the farm-such as tenure, size, 
location with respect to roads and towns; use of land; farm 
en terprises. 

Some general information regarding family-such as nativity; size 
of family; number of dependents, children and others. 

Income of farm family-sources and amounts of cash income, in­
cluding income from outside sources. 

~"'arm perquisites-kinds and amounts. 
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Farmers, business men, hospita1s, doctors, dentists and bankers in 
typical areas of the state will supply much of the data other than 
that obtained from farmers. There will be other types of studies 
which contain data that will contribute to an understanding of COn­
sumption credit such as (a) agricultural income studies, (b) con­
tent of living studies such as made by the Division of Farm Popu­
lation and Rural I,ife of the Bureau of Agricultural Economics, and 
by Black and Zimmerman at the Universit,' of Minnesota, and (c) 
studies of farm organization boY farm management specialists. 

Orga.nization and cooperation. 
It will usually be desirable in the set-up of such a project as this 

to provide definitely for the cooperation or consulting counsel of 
specialists in sociology, psychology, home economics, and farm 
management. The varied resources of the Bureau of Agricultural 
Economics will also afford considerable assistance in dealing with 
the problem. 

The number of sections to be studied in each state will depend some­
what upon the number of districts where consumption credit practices 
vary markedly. A sample of ten percent of the owner operators and 
tenants, if selected at random, should constitute a sufficiently large 
group of farmers from which to take records. In addition, data will 
be obtained from all types of business houses and professional classes 
in the section. \\Then outside agencies are found to be extending 
credit for consumption purposes in the section, data with respect to 
the nature and extent of their operations should be obtained. 

In so far as possible, data should be obtained from farmers on the 
relation of consumpt.ion credit to the total ,'oInOle of seasonal credit 
for a series of years. Mercantile establishments should preferably be 
the source of data on total sales, total credit sales and total credit 
for consumption goods for at least a five-year period. Data on 
costs and mark-up on credit sales should also be available from 
merchants. 

A consumption credit study such as this can with advantage be 
made concurrently with such projects as 3, 5, 10, 12, etc. This will 
save duplication of effort and give a much better basis for analyzing 
consumption credit. Also the separation of consumption credit 
items should be more complete since all credit items will be under 
examination. 

There are no research publications which deal specifically with the 
the subject of consumption credit among farmers. Some of the 
publications referred to in Project 1 relating to general agricultural 
credit in certain sections, especially those from Louisiana and Arkan­
sas, do, however, include some data on the use of credit for con­
sumption purposes. The studies on family living above referred to 
a1so contain materials which will be suggestive; also such a study as 
that on "Installment Buying." (1926) made by the Bureau of Busi­
ness Research, School of Administration, University of Oregon. 
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PROJECT 19. To analyze the social and 
loans to a particular economic group, 
Illinois, for the purchase of farms. 
Tenure.) 

(By C. L. Stewart.) 

credit eeonomy of 
such a8 tenanls in 
{Joint with Land 

The general objective of the project is to determine the extent to 
which full-owner and part-owner operators ha\'e utilized purchase 
credit in the acquisition of farm real estate, and why present tenants 
have or ha vc not tried to purchase farms on credit. ~fore specifically, 
the objectives are as follows: 

1. To determine the pro,tH"tion of land area of various soil and 
topographic deseriptions of ~·hich the title passed (a) into, or (b) 
out of operator hands one or more times during a selected period, 
as 1910-1930. 

2. To determine the extent to which former full tenants and 
operators ownillg less than half the land they operate progressed in 
reducing the amount of mortgage debt per acre, in paying off junior 
and senior mortgage loans, in terminating and avoiding delinquencies, 
and in accumula ting more or less liquid personal properties, such as 
livestock, operating equipmcht, notes receivable, private and other 
non-governmental corporate securities, national, state and municipal 
bonds, etc. 

3. To compare the extent of such progress by tenants and 
minority part owners with that of operators owning more than half 
the land they operate and of operating and non-operating owners. 

4. To determine in all cases of such passing of title the extent of 
mortgage indebtedness on record at intervals, possibly of one to five 
years, from passing of title, and the annual interest and instalment 
requirements. 

5. To determine reasons for increased mortgage indebtedness, as 
shown by change in the amount of the first mortgage loans, as initially 
recorded, or by additional indebtedness evidenced by added junior 
mortgages, or i~creases in amounts evidenced by them. 

6.' 'To determine reasons why properties of which the title has 
passed from operator hands have been so disposed of. 

7. To flscertain the extent to which selected first-mortgage lend· 
ing institutlons have receivcd formal loan applicat~on~ from tenants, 
from minority part-owner operators, from ,ma.Jor!t.}' part-ow?er 
'opcrators, and from operating and non-operating full owners durmg 
the period 1928-1!130, as compared with selected earlier dates. 

B. To ascertain the attitude of present tenants and part-owners 
toward the acquisition of farm real estate to be operated by them 
(a) in the area, (b) outside of the area, under one or more ass.ump­
tions such as (1) a level of local farm real estate prIces approxlmat­
ing those in willing-buyer, willing-seller .sales of early 1931; (2) 33-
vear amortized loans at 5~ percent mterest net to the borrower 
~overing 40 to 45 percent of the appraised valuation of the real 
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estate; (3) a guarantee of non-delinquency so long as the amount 
paid within a prescribed period of each year is not less than 60 per­
cent of the gross value received from sale of products from the 
mortgaged trust; (4) a 20-year or other long-term amortized junior 
indebtedness at 61/2 percent interest net to the borrower covering 
20 to 25 percent of the appraised value of the real estate. 

Qua1.itative analysis. 

In analyzing the reasons for the situation as it is and the ways in 
which it has developed, some little consideration will need to he given 
to the basic elements of the situation. Some tenants buy farms. 
Others do not. Some prosper though continuing to rent. Some 
prosper as owners. The reason a prosperous tenant does not buy 
may lie in the fact that he considers it cheaper to rent than to own. 
If so, this viewpoint may rest on a lower estimate, on his part, of the 
probable future increases in land values than that held by the marginal 
buyers of land in his area. It may, on the other hand, rest on his 
having an opportunity for a better income from his accumulated 
capital than the prevailing interest rate of the area. The reason 
for this may frequently be found in the fact that his owned capital 
invested in operation of a larger acreage of land may bring him a 
larger rate of return than it would if confined to a smaller acreage 
partly or wholly owned. Much of the tenant's attitude in regard to 
purchase as compared to renting may lie in the nature of the lease 
under which he operates, the influence of tenant Or owner status on 
his family's social standing in the community, etc. A higher 
valuation of present income in relation to expected future income 
may explain the preference of some tenants to retain the somewhat 
larger present cash income in preference to assuming obligations 
which involve not only the uncertainty due to substituting an est:­
mated future income for a more assured present income, but the fact 
that, even ignoring this uncertainty, it is a future income. 

A more common situation probably lies in the insufficient ownership 
of capital to be able to furnish the necessary margins for purchase of 
a farm of the size and type the tenant is accustomed to. \Vhere this 
is the case, it is desirable to seek, as far as the limitations of the 
project will permit, the reasons for this, whether shortness of time on 
the farm, low earning power, high current consumption expenditures, 
unsuitable methods for accumulation of savings, etc. Where the 
study reaches into these aspects of the case, the help of specialists in 
rural sociology and in farm management will be needed. 

It is probable also that many tenants purchase farms in order to 
raise their social status in the community when a purely economic 
analysis of their situations would indicate tenancy as a more profit­
able tenure status. Any satisfactory analysis of this aspect of the 
matter must, of course, rest upon studies made in rural organization, 
and possibly on further analysis from a social psychology stand-
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point of such elements as intangible income from land ownership, the 
nature of land hunger, etc. 

Source. of data ami information. 
The following procedures are suggested: 

1. In the light of the 1930 census and other information, 
design",te in each of the several f"'rming-type areas from two to four 
townships for tentative consideration, Or in larger areas a propor­
tionally larger number, the object being to show diversity within the 
area in respect to (a) proportion of farm real estate (farms, acres, 
estimated realty values), operated under lease by tenants, and, in 
the case of acres and \'alucs, ~y part-owners also; (b) changes in 
the local te'lure situation during the past decade or more tending in 
some cases to increase and in other cases to decrease the relative 
prominence of tenancy and part-owner leasing; (c) known emphasis 
upon significant kinds of leasing practice. 

2. Select an average of one township for each farming-type area 
Or further reduce the number of townships to accord with resources 
available, having as an object in the selection the choice of those 
likely to be most representative of all the townships of the state or of 
the particular area studied as tentatively classified on the various 
bases of interest. 

3. Conduct a survey of (a) owners of farm real estate, including 
those letting their land as well as the occupying owners, (b) part­
owners, (c) tenants,· (d) courthouse officials and records, (e) 
Federal Land Bank, other mortgage lenders, including joint stock 
land banks, local and other banks and private lenders. Some of these 
may need to be visited more than once. 

Informal collaboration with county officials and with officials of 
state associations in the field referred to is desirable. Much of the 
data will be drawn directly from county records on special forms. 
Information from present and earlier owners of the real estate and 
from present lessees, including tenants and part owners, will he ob­
tained by direct inquiry, in practically all cases by interview. 

Lit.tle cheek upon the authenticity of the data in county records 
would seem ordinariI y to be needed. Such records are not always 
complete; mortgagee;, or their agents, sometimes omit to have chattel 
and even real estute mortgages recorded. Indebtedness other than 
real estute and chattel mortgage debt may be fully as important as 
the mortgage deht in determining the financial position of borrowers. 
The extent to which an owner or lessee interviewed will make a com­
plete statement of all debts differs. Many are willing to give nccess 
to a copy of a financial statement on file at a neal'by commercial 
bank. I\lany will indicate how complete, in percentages, is an ex­
hibited sum~ary of his indebtedness as of certain dates corisiderably 
past. Likewise, there may be profit in seeking from a collaborating 
hanker a judgment for a group of his customers as to bow complete 
the recorded mortgage indebtedness was at more recent date.. Ex-
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pressed as an average percentage, and as a distribution of per­
centages, without revealing the identity of customers, this infor­
mation may be valuable. 

Sampling by time periods is handicapped by the fact that the sur­
vival factor enters. Those left in local ownership or operating 
capacity in 1931 cannot be used to reconstruct the distributions 
characteristic of earlier periods without bringing to bear several 
indexes of change, none of which has yet been convincingly perfected. 

An experimental analJsis in an area in which bankers and others 
are known to be especially sympathetic with the objectives is likely 
to yield results and to pave the way for success in other areas. 

The significance of such a project consists mostly in determining 
the following: (a) the extent to which minor-equity borrowers fared 
as compared with' major-equity borrowers, thus throft.-ing funda­
mental light upon the limits to the use of credit in individual agri­
cultural progress; (b) the extent to which credit other than that 011 

record on real estate and chattels has characterized minor-equity as 
compared with major-equity borrowers, thus throwing light on the 
possible need for a junior-mortgage supplemental credit system for 
land-bank administration, for drouth or other emergency periods, or 
for selected classes of borrowers; (c) the extent to which the absorp­
tion of gross receipts from sale of farm products by interest and 
other fixed-amount payments varied in percentage over a term of 
years, thus throwing light upon the possibility of affording to buyers 
of bonds of a specially arranged series a rational basis for estimating 
the probable effect upon their annual and decennial income if the • 

. crop-payment rule of delinquency were made applicable; (d) the 
extent of interest shown by tenant and minority purt-owner operators 
in obtaining use of land· by purchase rather than by renting from 
others. 

PROJECT 20. To analyze the nature and extent of intermediate­
term credit in a region, and the experience of credit agencies 
in handling it. 

This represents an examination of the relationships stud~ed in 
Projects 1, 5, 6, 10, 11, 12, 13, 14 and 15 with special reference to 
the coordination or lack of coordination of these agencies and to 
the total amounts and kinds of such credit needed. The methods 
discussed under these projects will apply in this study, though it will 
not ordinarily be possible to follow them out to the extent there 
indicated except as separate studies of a number of the projects have 
been made. The approach here will be more in the nature of a sub­
division of Project 1, but with more analysis of competitive relation· 
ships than is provided by Project l. 
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GROUP D 
PROJECTS RELATING TO PARTICULAR OPERATIONS 

OR FUNCTIONS CO['j'NECTED WITII CREDIT. 

As research in credit becomes more intensive and detailed, projects 
will be undertaken increasingly which concentrate on some particular 
operations, such as appraising property as a basis for Joans, or 
particular credit functions, such as that of assuming some of the 
risks of business enterprise. Following are several projects illu­
strating such research. 

. 
PROJECT 21. To analyze the factor of risk in farm real estate 

loans in a given area. 

(By F. F. Hill.) 

The purpose of this project is to determine, in so far 8S possible, 
the relative risks attaching to real estate loans made in varying 
amounts on different classes of farms within a given area. 

The term "risk" as used in this discussion refers to the risk of 108s 
(loss of interest Or principal or both) assumed by the lender. Such 
risk arises out of the possibility that the borrower may be unable to 
meet his obligations and that the mortgaged property will fail to sell 
for enough through foreclosure sale to reimburse the lender. The 
failure of the borrower to meet his obligations may be due to one or 
more such factors as unfavorable weather conditions, unfavorable 
relationships between the prices received for farm products and the 

• prices paid (or items entering into the cost of production, low prices 
received for particular products due to the opening up of areas with 
lower costs of production, etc. Failure may also be due to the lack 
of managerial ability on the part of the borrower, or the failure of 
his heirs to carry the business on successfully in the event of his death, 
or to dishonesty and personal extravagance of the borrower. 

In cases where the horrower fails to meet his obligations, the risk 
of being unithle to sell the mortgaged property for enough to reim­
burse the lender is dependent upon such factors as the ratio of the 
amount loaned to the probable market value of the property and the 
risk of decline in the market value of the farm. The market value 
of a specific farm may decline due to the fact that it has been allowed 
to "run down" as a result of poor management. Farm real estate 
values may undergo a general decline due to anyone of the many 
factors affecting farming returns or the home value of farm proper­
ties within a given area. 

The term "class" as used in this discussion refers to a group of 
farms possessing certain common characteristics, as for example, 
farms containing from 51 to 100 acres on which loans were made 
during the period 1921-1925, and which were appraised at from $76 
to $100 per acre at the time the loans were made. 
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Value and u .... 
An adequate analysis of the 'risk factor in making loans on various 

classes of farms ",ithin an area would doubtless find its first use as 
an aid to loaning agencies in placing their loans. Risk is one of the 
important factors determining interest rates, and any factor which 
tends to reduce risk, in the long run makes for a gr;a teT supply of 
credit, more favorable terms, and lower interest rates. In an area 
such as south-central New York, for example, where good valley 
farms and poor hill farms are in close proximity to one another, it 
is frequently difficult to secure a loan on a really good valley farm 
due to thf fact that loaning agencies have suffered heavy losses on 
the hill farms in the same area, with the result that the whole area 
has a bad reputation as a loaning territory. It is probably safe to 
state that 90 ""rcent of the trouble and 90 percent or more of the 
ultimate losses of most loaning agencies originate in connection with 
less than 5 percent of their loans. Any means of enabling mortgagors 
to determine in advance the probable risk involved in making loans on 
different classes of farms in a given area is certain, in the long run, 
to react to the benefit of the great majority of farmers in the area. 

A further indirect effect of risk measurement would be to hasten 
the abandonment of land in submarginal farming areaS through 
withdrawing credit from such areas. This would ultimately result in 
benefits to the whole community. 

Scope of project. 
This project might be limited ~ to a single small type-of-farming 

area, or expanded to include all of the major type-of-farming areas 
within" state, or for that matter, within the whole of the territory 
of a given loaning agency such as a life insurance company, a joint 
stock land bank, or a federal land bank. It should be pointed out 
that the more representative the study is of a comparatively large 
area, the more useful it is likely to be from the standpoint of persons 
and organizations engaged in the business of making farm loans. 

H the agriculture of a state is highly diversified, it is desirable 
that the major type-of-farming areas should be included in the study 
so as to permit of a comparison of risks as between different types of 
farming. The greater the variability of the soils, markets, roads~ 
rainfall, and so forth within a given t:ype-of-farming area, the greater 
the number of sub-classifications which must be pro,;ded for and 
the larger must be the. geographical area covered by the study in 
order to secure an adequate number of farms in each of the different 
classes to make the results significant. If such a study is to be of 
value, each class of loans must be clearly defined, and there should be 
a class for each combination of the more important factors influencing 
risk. 

The scope of the project is likely to be largely determined by the 
available source of data. If access can be had to the records of one 
or more large insurance companies, or joint stock land banks operating 
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within a state, or to the records of a federal land bank, the scope of 
the project can be expanded much more easily than if county records 
must be depended upon as sources of information relative to mortgage 
loans made and mortgages foreclosed. 

Source. of information. 
One of the most satisfactory sources of information~ from the 

investigator's standpoint, is the records of large loaning agencies 
such as life insurance companies, joint stock land banks, federal land 
banks and farm loan companies, etc. Ho¥.'cver, even if access can be 
had to the records of such agencies, it will be found that the com­
pleteness of the data will vary a~ between different organizations. In 
some cases, wactically all that'will be available will be the location 
of the farm, the number of acres, the appraised value of the farm 
and the amount loaned, together with the borrower's payment record, 
and the profit or loss (actual or prospective) on the farm if it has 
been acquired through foreclosure. In other cases, detailed infor­
mation relative to the farm and farmer will he available, including 
8uch items as crops grown the previous year, livestock owned, esti­
mated receipts from various sources, estimated expenses, type of road 
passing the farm, kind and condition of buildings together with 
valuations, acres of tillable land, pasture, woods, and waste land 
together with valuations, when the farm was acquired, purchase price 
of the farm, how the farm was acquired (trade, purchase, inheritance, 
etc.), soil type, markets, distance from community centers, a complete 
financial statement at the time the loan was made, etc. In such cases, 
a person familiar with the area in which the farm is located can 
readily classify it as to type, and make such subclassifications under 
type as appear to b€ desirable. That is to say, in some cases, 
practically all of the data necessary to the study except that used 
for testing purposes, and such other data as it may appear de­
sirable to use for purposes of comparison, can be obtained from a 
single source. 

'Vhen access can be had to the records of loaning agencies, but 
when the da'fa available are limited, it will be necessary to make 
grea t€f use of type-of-farming studies and farm business studies 
made by agricultural experiment stations and agricultural colleges. 
Soil maps, road maps, etc. will also be of use. It may be necessary to 
do some field work in locating and classifying farms under such cir­
cumstances. In any case, it is essential that the investigator be 
thoroughly familiar with the agriculture of the area studied. 

If the records of a large loaning agency are not available, it may 
be possible in cases where the county records give a description of 
all mortgaged property such that each farm can be readily located, 
to make use of county records of mortgage loans made and mort­
gages foreclosed. Such records would provide data relative to the 
date of the loan, the amount loaned, the location of the farm, the 
size of the farm, the source of the loan, and the name of the mort-
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gagor and mortgagee. If the investigator is thoroughly familiar 
with the area covered by the study, he will probably be able to make 
a fairly satisfactory classification of the farms mortgaged by the 
use of soil maps, road maps, rainfall maps, and similar data. together 
with his general knowledge of the area and such information as may 
be available in the form of farm business studies and type-of-farm­
ing studies. It is questionable if a study of this nature, based upon 
county records and supplementary data from other sources, will be 
feasible except in those counties where land surveys have been made 
and where the location of the mortgaged property as to section, 
township, and range is given in the county records. Otherwise, the 
problem of locating individual farms is likely to be unduly burden­
some and the expense prohibitive. 

Full use should be made of farm accounts data, farm management 
survey data, type-of-farming studies, and similar material describ­
ing different systems of farming in the arca and returns from such 
systems. If cash renting is common in the area, census data rela­
tive to cash rents and land values will be of value, particularly if 
tabulations of such data by townships can be secured, and if the 
same type of farming is followed over fairly large areas. Assessed 
values may be used. as a basis for checking appraised values, or 
farmers' estimates of land values within the area, if due regard is 
given to the degree of care exercised in making assessments. Tax 
delinquency may be used as a check on risk, as tax delinquency is 
likely to be associated with delinquency in interest payments and 
with foreclosures of farm mortgages. That is to' say, classes of 
farms for which the percentage of tax delinquency is relatively high 
are likely to be the same as classes for which the percentage of 
foreclosures of farm mortgages are high. 

Testing the data. 
If the data of a loaning organization such as a life insurance 

company or land bank are used, the data relative to appraised values 
and the amount loaned should be carefully tested to determine 
whether or not there has been any change in the "level" of the ap­
praisals and loans made during the period covered. Such a change 
might result, for example, from a tendency during a period of 
rapidly rising land values for appraisers to appraise at a lower 
level of values than current sales prices would suggest as compared 
with appraisals made during a more normal period. If the period 
of rapidly rising land values is followed by 1l. period of declining land 
values, during which a number of foreclosures occur due to the fact 
that the individual borrower's equity is wiped out, it follows that 
the number of such foreclosures will be less during the period of 
falling land values, assuming that loans are made in each period 
equal to a given percentage of the appraised value, than if ap­
praisals had closely followed current sales prices in the entire period. 
That is, due to the fact that relatively conservative loans were 
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made during the period of rising land values, due to a change, un­
conscious or otherwise, in appraisal policy, the full risk involved in 
making loans equal to a given percentage of current sales prices 
Over the whole period covered by the study is DOt reflected in the 
percentage of foreclosures for any given class of loans. 

Appraised values hy the loaning organizations should be com­
pared with the assessed values of the farms on which loans were 
made. Since assessed values represent an independent appraisal of 
the mortgaged properties, they should provide a valuable check on 
the appraisal, of the loaning organization. The method of assess­
ment and the care with which assessments are made must, however, 
be carefully scrutinized. In so~c cases, assessors have been known 
to copy the tl\x rolls year after )'ear for a number of years, making 
little or nO revision. lVlistakcs made in copying rolls have even 
been carried along from year to year. Data from such sources are 
of little value for any purpose. 

Also an index of appraised values for the area can be constructed 
and compared with an independent index of land values based on 
farmers' estimates or actual sales. 

Comparisons between difTerent classes of loans should be for loans 
in which the ratio of the amount loaned to the appraised value i. 
approximately the same. Obviously, a loan which represents 10 per­
cent of the estimated sale value of a farm i. a wholly different class 
of risk from a loan which represents 60 percent of the estimated 
sale value. 

If data are included for more than one loaning organization, such 
as a land bank and an insurance company, it is essential that the 
level of appraisals be carefully tested in each case if loans made hy 
the two companies are to be included in a single class. Also if one 
organization forecloses promptly while the other is inclined to "carry" 
delinquent borrowers, the comparison under such circumstances may 
be so distorted as to he worthless. 

Period covered. 
It would he- desirable in making a study of the element of risk 

in making farm loans if the period from 1915 to the date of the 
study could be included. This would permit of analyzing the loans 
made just prior to the ugricultural d('pression, and would permit 
of some assessment of the relation of inflation to foreclosures of 
farm mortgages since 1920. The longer the period covered subse­
quent to 1920, the better. One of the difficulties in such a study i. 
to secure records of enough foreclosures within a restricted area to 
provide an adequate sample. The records of such loaning agenc:es 
as are available indicate that the number of foreclosed properties 
acquired annually has shown little tendency to decline during the 
past few years. The longer the period covered subsequent to 1920, 
therefore, the easier will be the problem of securing an adequate 
sample. 
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Sampling. 
The problem of securing a representative sample of the farms in 

the area studied is important in this project only as it affects the 
usefulness of the results. It might, for example, be possible to 
describe clearly the characteristics of a group of farms in an area 
and estimate the risk involved in making loans on these farms even 
though the type of farming followed was radically different from 
that followed in the area as a whole. This might apply, for ex­
ample, to market milk farms near a large city in an extensive wheat 
producing section. The results would be valid though not widely 
applicable to the problem of making loans in the area. Classes 
should be set-up for each of the major types of farming in the area, 
and under each type-of-farming group, subclassifications should be 
made on the basis of the important factors affecting land values and 
farming returns in the area~ such as soil type, type of road passing 
the farm, size of farm, building valuations, and so forth, as well as 
various combinations of these factors. Census data, farm accounts 
data, and farm management survey data can be used effectively in 
determining the number of classes to be set up and in defining the 
various classes. It is essential that the number of farms included in 
each class be sufficiently large so that the results will be significant. 

Measures of ri.k. 
The method of measuring risk by direct comparison of the per­

cent.age of foreclosures among mortgage loans made ,on different 
classes of farms has the advantage of directness, that is, that rela­
tive risks are not arrived at by inference as is the case where farm 
incomes Of land sales data are U800. A second measure of risk 
which might be used is the income available for savings or the liquida­
tion of indebtedness for each dass of farms, as measured by the 
excess of current farm receipts over outlays, the latter incl~ding 
expenditures for family living. Any data of this sort collected wiU 
need to be adjusted to the basis of a normal year, and a normal 
farm family for the "rea. The ratio of the loan to the estimated 
sale value ~of the farms in question is a third fairl,}' satisfactory 
measure of risk, assuming that, in general, loans are made up to a 
gi,'cn percentage of the sale price. If data are available as to cash 
rents paid on different classes of farms, the ratio of net cash rents 
to land values may be used as a measure of over- or under-capitaliza­
tion which, over a period of years, constitutes a danger or an addi­
tional safeguard on loans bearing a given relation to current sales 
prices of farm real estate. 

If land sales data are available so that an index of land value. 
can be computed, a comparison of the series for the major classes 
of farms over the period 1920-1930 would indicate those classes 
which have declined in value the most, and give some indication of 
future trends, especially if these changes could be related to farm­
ing returns and other factors affecting land values in the area. 
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Method. of anary,; •. 
Given records of the loaning agency that provide an adequate de­

scription of each farm on which a loan has been made, these farms 
can be sorted into clearly defined classes. The following will serve 
as an example of a class: 

Dairy fanna 
On soil type "A" 

Of 1·50 to 200 acres in size 
Carrying from 10 to 15 cows at the time the loan was made 

Located within 2 miles of the milk shipping station 
The classes set-up will represent all the important combinations 

of factors influencing farming returns and land values in the area. 
After the farms have been cl~sificd, the number of foreclosures 

occurring with\" a certain class df loans pcr 100 or per 1,000 loans 
made will be taken as an index of risk for that particular class of 
loans. It should again be emphasized that two things are essential 
to this method of analysis. First, the limits of each class of risks 
must be carefully and accurately defined, and the data relative to 
farms falling within each class should be carefully tested as to homo­
geneity. Second, it is essential that the number of loans in each 
class be sufficiently large so that one or more chance foreclosures 
occurring within a class will not distort the results. The greater 
the number of loans in each class the greater the reliance which can 
be placed on the results. 

If data are available for a considerable numher of fanns, it will 
be worth while to transfer the data for each farm on which a loan 
was made to a tabulating card for use with mechanical sorting and 
tabulating equipment. This will permit of ready classification and 
reclassification of risks, and will greatly facilitate the work. 

If farm accounts are available for a group of farms within the 
area, or if a farm management survey has been made during the 
period covered, the farms represented will be classified in the same 
way and on the same basis as the farms on which loans were made. 
Mechanical sorting and tabulating equipment will also greatly facil­
itate this work. The amount of money available for savings and the 
retirement of indebtedness will then be computed for each class of 
farms. These results should prove a valuable check on the results 
obtained from an analvsis of risk on the basis of the percentage of 
foreclosures. Careful 'anal vsis of risk based on foreclosures, income 
da ta, and land values, mad~ during a period such as that from 1915-
1930, will aid in establishing reliable measures of risk based on 
farming returns and trends in land values which are applicable to 
periods of agricultural prosperity such as that from 1910 to 1920. 

If the data are available. it would be highly desirable to con­
struct index numbers of land values for each class of farms. This 
would provide a further check on risk 8S determined by the two 
methods previously mentioned. 

Obviously, the greater the number of subclassifications made, the 
more valuable will be the results to a person or organization engaged 
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in the business of making farm loans. Usually, however, the num. 
ber of farms included in the study will not be sufficiently large to 
permit of making as many classifications as will appear desirable 
to the investigator. 

PROJECf 22. To analyze the element of risk and uneertaiaty 
in production loans-in the spriug wheat area, taken as aD 
example. (Joint with Risk and Insuranee.)' 

PROJECT 23. To analyze an area from the standpoint of pro­
viding the basis for making real estate loans in it. (Joint 
with Land Values.) 

This project has in mind the objective of preparing a map or 
series of maps that a federal fnrm loan bank might use as a basis 
for making loans in its territory. It will be discussed in the report 
on Land Values. 

PROJECT 24. To outline a suitahle program for the collection 
of current data needed as a basi. for appraising farm real 
estate. (Joint with Land Values.)' 

PROJECf 25.a. An analysis of the related production eeonomy 
and credit economy of a loan for the purchase of feeder 
callIe for fallening in the corn belt. {Joint with Farm 
Management. ) 

(By William G. Murray.) 

The purpose of this project is, first, to make an appraisal of the 
amount of feeder credit which could be used profitably in an are., 
and of the most desirahle conditions in the handling of the needed 
credit and most desirable conditions with the actual credit situation 
and the lending methods in use. 

Such analysis will involve: 
1. A description of the feeder loans of the area as to amounts, 

distribution, methods of loaning, and trends of change if the latter 
can be distinguished. 

2. Analysis of the complementary and supplementary relation· 
ships of cattle-feeding in this area and in others, determining, for 
example, the extmt to which these depend on the relalive charge' 
for shipping corn as compared with those for shipping cattIe, etc. 

3. Identification and measurement, as far as possible, of risks 
involved fDr the lender and for the borrower in loans of this kind. 

4. An attempt to classify the horrowers as tD experience in feed· 
ing, financial resources for assuming risks, feed and equipment avail~ 
able for handling the operations and personal character and ability. 

(1) This project will be discussed in the report on Agricultural Risk and 
Insurance. 

(2) This project will be discusaed in the report on Land Val .... 
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5. Relation of these loans to other loans of the loaning institu­
tions making them. 

6. Consideration of the effects of the various factors indicated 
above on the interest rates charged on these loans and on the secu­
rity if any which is required in addition to the ca ttle. 

7. The effects upon feeder competition of unusual supplies of 
80ft corn, of abnormally large supplies of corn in relation to the 
number of feeder cattle. 

Value and uses of the project. 
Cattle-feeding has always been a rather speculative phase of farm­

ing activity, at least from the stalldpoint of the farmer. What its 
effects are on his credit standing, 'wbether there are men who could 
feed cattle succ~.sfully if tbey could get credit, whether credit is in 
certain years expanded in such a way as to cause undesirable com­
petition hetween feeders, whether interest rates are as low as the 
safety and liquidity of the .. loans warrant, and all significant fac­
tors in the credit situation of the corn belt about which we know 
very little. A study of this kind should be an aid in classifying 
such loans so as to eliminate undesirable ones, and thus lessen the 
interest charges on the others; in indicating which types of loaning 
institutions are best adapted to handling this kind of loans; in judg­
ing how much such credit should be expanded in periods of heavy 
demand and high prices for feeders, etc. 

Scope of the project. 
The size of the project can vary within wide limits. It could be 

one area characterized by a similar set of farming conditions in 
which one county is taken as typical; but ordinarily from three to 
five counties will be needed to represent such an area properly. If 
funds were available, of course, several areas such as the foregoing 
could be included, in order to make the results more widely applic­
able and obtain t.he benefits from comparative analysis. This project 
will necd to lean heavily on farm managemt:>nt studies of the area, 
and can scarcely be undertaken unless these have already been 
rather fully worked out Ilt least for those farming types where beef 
cattle fceding is a prominent enterprise. The studies of credit insti­
tutions described in Projects 5, 6, 10, II, 14 and 15 will also prove 
extremely helpful. 

Qualitative analysis. 
The lines which the qualitative analysis will follow depend upon 

the conditions encountered in the area. In general for the area 
concerned, corn is probably the most profitable crop that can be 
grown whether it be sold as corn or red to caUle and hogs. The 
farm management or marketing problem involved for the individual 
farmer is then one of deciding which of two alternative methods of 
sale is most advant.ageous. For the corn-growing group as a whole, 
there is no such nIterna tive. The corn must be fed or it loses its 
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value. The question is really then who shall do the feeding, a 
smaller number of experienced and efficient feeders or a larger Dum­
ber including some who are not very competent; and with a given 
prospective outlet for the product, how shall the total proceeds.be 
divided between the growers of feeder steers and the growers and 
feeders of com? 'Ve are concerned in the latter Case with the 
question of what effect the different methods and policies of handling 
credit will have upon the bargaining conditions of the buyers of 
feeder cattle as compared to those of the sellers of feeder cattle. 
Total supplies of such cattle cannot be quickly changed, although 
there is some elasticity of actual offerings on the market. at a given 
time. Such elasticity may, however, for short periods of time 
operate as an increase of sales with falling prices or a decrease of 
sales with rising prices. There is room for worth while collabora­
tion with price specialists in the development of this phase of the 
question. It lies, however, more in the price than in the credit field, 
and probably should be developed there rather than in a credit 
project. 

The condition of the corn and its price relative to the price of 
cattle will have much to do with the bargaining attitudes of the 
sellers and buyers of feeder caltle. Policies of easy credit or of 
tight money will have much to do with the extent to wh'ch the. 
growers of corn can go in bidding for cattle to consume it, and con­
sequently with the return which they will net for the corn crop fed. 

Under the conditions established by any given level of prices for 
feeder steers and the accompanying outlook for prices of finished 
beef, the more experienced feeders encounter increasing costs beyond 
certain points in their scales of operation, these being due to inade­
quate facilities, and the necessity for purchasing corn as against 
using that grown by themselves. On the other _hand, less experienced 
feeders may have available certain time, feed, and equipment of low 
alternative value which will partly offset the superior buying, feeding, 
and selling skill of the better feeders. 

The question confronting both the corn belt farmer and the lender 
is then one of estimating either consciousl), or unconsciously the 
price risks involved in the sale of finished steers, the quality of steers 
the particular borrower is capable of turning out, and the other 
opportunities for sale or use of the feed, lahul' and facilities which 
rna)' exist in each case. Analysis of the production economy which 
will give more definiteness to these relationships and thus aid in the 
accurate appraisal of them by the lender providing credit for the 
purchase of feeders will be helpful. 

The interest, of the farmer and of the lender may not be identical 
in their reactions to a given situation. ""Vhat constitutes a risk fOl" 

the farmer may not represent a risk for the lender, since he may 
have taken other security along with the steers, and nearly always 
has taken in effect the farmers' feed supply as well as the steers for 
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security. The study should aim to bring about a clear understand­
ing of the implications of a given policy as to granting loans to 
various classes of feeders (assuming some classification to be feas­
ible), and making larger or smaller loans to given classes of feooers. 
(Both of these represent aspects of the variation in volume of loans 
and in the classification and selection of risks.) 

Units and coefficients. 
It is possible that some significant ratios may be developed wbich 

will aid bankers and others in following more consistently the prog­
ress of loaning operations, as for example, bushels of corn per head 
of all beef cattle, and the percentage that average loan per head is 
of value of finished cattle per head. These are mentioned only as 
types. Actual .relection of giveu ratios or coefficients which would 
be usable cannot be undertaken until some research work has been 
done. 

Methods of analysis. 
The analysis involved may be divided into three divisions. The 

tirst will deal with the natme of the cattle feeding enterprise from 
the point of view of farm organization and management. Under 
this heading comes a discussion of the conditions which ma·ke for 

,successful cattle feeding. Here it will be well to take up feed re­
quirements, carc, and price relationships. From this the region 
studied can be divided into areas according to the favorableness of 
conditions for cattle feeding. X ext a map may be worked up show­
ing the actual extent of cattle feeding in the different areas, com­
paring this with the results found above. This type of analysis can 
be expanded by comparing periods in the past with the present. In 
so far as available or obtainable farm management data will permit, 
the farms on which feeding operations are carried on should be 
classified, and the nature of the cllrw' of increasing and diminishing 
net returns for each type should be analyzed in order tha t the effects 
of larger or smaller feeding operations ou the businesses of these 
farms may be studied. This should be followed by an analysis of 
the needs· for credit to buy feeders, based upon a survey of the 
farmers and hankers in the area. 

The second main division of the anaJvsis will be concerned with 
the fceder loan situation. This will in~lude the number and size 
of the loans, the interest rate plus the commissions, the term specified 
and the actual length of the loan, the institution making the loan, 
the amouut loaned per head of cattle, and the percentage of the value 
of the cattle represented by the loan. With regard to the institu­
tions lending OIl feooers, the methods in use, the potential lending 
capacity, and the financial structure, will need analysis, though Dot 
to the extent indicated in Projects 5, 11, 14, etc. As in the tirst 
di\·ision, an historical analysis can he made in this phase of the 
problem if sufficient time and funds are available and if it seems 
likely that such development of the project will be worth its cost. 
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The last division has to do with the problems arising out of the 
relations between the first two divisions. One problem will be the 
~xtent to which feeder credit in use is meeting the neoos of the region. 
Another will be the availability of credit in emergencies Or periods of 
depression. Still another, one of major importance, will be the 
policy that should be followed in adjusting the loan limit to price 
cycles in the cattle industry. 

Information to serve the analysis in the first division of the sub­
ject will be supplied from livestock feeding standards, published price 
stutistics, and from records gathered on the shipments of fet.'<ier 
cattle in and out of the different orcas making up the region. A. 
to railroad shipments, some material may be obtained from the 
office of the State Statistician, but it is likely that direct contact 
will have to be made with the division headquarters of the railroad 
companies concerned in order to get the shipments by stations. 

For the data required in the second division, it will be necessary 
to go through the county chattel mortgage files and to get informa­
tion by the survey method from the institutions concerned. The ma­
terial obtained from the chattel mortgage files will be the most ex­
tensive and the most important in the study. If only one type of 
institution is to be studied it may be desit·able to take off the loan 
information from the records of the institutions themselves-for ex­
ample, institutions rediscounting livestock feeder loans through the 
federal intermediate credit bank of the region. 

Forms have been worked out for recording information on rail 
shipments and are now in use by the Agricultural Economics Section 
at Iowa State College and by the State Statistician of Iowa at Des 
Moines, Iowa. Punch cards which can be run through tabula ling 
machines pro,·ide the best form for handling the feeder loan informa­
tion taken off the chattel mortgage files. The punch card can be 
so arranged that the data relating to one loan can be transcribed 
directly onto the card, and the card punched without further 
copying. 

As a sample of the information available from the chattel mort­
gage index and files of the county, the following data on three loans 
on feeder cattle were ta,ken from the records of Story County, Iowa, 
at the court house in Nevada, Iowa: 

I. Loan No. 2·HO 
Date Filed~-Mar('h 9, 1927 
Date of Mortgage-March 7. 1927 
Date Due--------August 1. 1927 
Date Released-No release of record 
Mortgagor-J, H., Franklin Twp., Story Co., la. 
Mortgagee-A. 
Amount of Morlgage----$l,911.61 
Property Mortgaged-55 steers, 18 cal,'es, 81 pigs. 

II. Loan No. 5808 
Date Filed-October 12, 1926 
Date of )lortgage--OctolJer 9, 1926 
D,\lte Due-S(~ptclllber 26, 1921, one year 
Date Released~May 24, 1927 
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Morl/ifagor-O. 0., 'Warren Twp., Story Co., la. 
Mortgagee-Rural Credits Corporation, and assigned to 

Federal Intennediate Credit Bank of Omaha, 
No\'ember 27, 1926 

Amount of Mortgage--$2.085.09 
Property Mortgaged--42 heifers and 50 acres of growing rom, 

said corn to he fed to said cattle. 

I II. Loan No. a99 
Date Filed-J aouary 26. 1926 
Date of Mortgage-January 25, 1926 
Date Due-July 25, 1926, six months 
Dnte Released-Release not recorded' 
Mortgagor-J, S" Franklin Township, Story Co., Ia. 
Mortgagee-"'", W. and C. (COtHy" Finn, Chicago) 
Amount of Mortgage--$2,678 . 
Property Mortgaged-57 steers, 12 hogs, 

I 37 steers-26170 lbs, @ 61;2----$1701.00 
20 steers---12925 Ibs. @ 6 ~- 8400.12 

From a study of these data, it is evident that this kind of malerial 
will lend itself readily to statistical manipulation. For example, 
the loans can be sorted by institution and then by interest rate to 
find the amount loaned by the various agencies according to the 
different rates charged. 

How generally the inferences obtained on the loan situation may 
be applied will depend on the individual case, whether the area studied 
is typical or not of a much wider area and whetber all loans in the 
area studied are included or only a sample taken. Census material 
will aid here in the application of the results to surrounding terri­
tory. In addition to inferences both statistical and inductive on the 
actual feeder loan situation in the territory represented by the 
sample area studied, more important conclusions should follow on 
such points as the relationship between cattle price fluctuations and 
the amount of credit extended. 

Experience with a similar project suggests that an expenditure of 
about $3000, not counting the salary of the person in charge, would 
cover slich a project if five counties are included. Of this amount 
$250 could be allotted to cards and machine rent, $1800 to expenses 
of gathering informat.ion on 25,000 loans, and the remainder to 
clerical hire in coding, checking, and tabulating the results. 

Because so rew studies have been made in this field, this project 
has a rather general charaeler. It aims to establish the facts con­
cerning the general situation past and present. The nature and 
extent of the detail in the analysis will havc to depend to a con­
siderable extent upon the findings as to availability of material, cost 
of obtaining it, etc. It may he well to add that this study could 
serve as the basis for a continuous project bringing up-ta-date at 
regular intervals the feeder loan situation. This would be accom­
plished by getting information on the new feeder loans through t~e 
chattel mortgages filed for record at the county seets of the counhes 
included in the study. 
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PROJECT 25·b. To analyze the economy of the pu...,ha,.., of a 
traetor or farm truck a. related to credit need.. (Joint 
with Farm Management.) 

(By R. H. Wilcox.) 
Objectives. 

1. For given conditions to determine volume of farm business 
warranting the pUl'chase of a tractor or a truck upon credit. 

2. To measure the ef!'ect of a tractor or truck upon farm costs 
and incomes. 

3. To measure amounts and costs of other forms of farm power 
displaced by tbe tractor or truck. 

4. To measure the influence of the tractor or truck upon the 
timeliness of farm work and result.ant influences upon crop yields, 
quality of product, and prices received. 

5. On the basis of the foregoing. to determine the conditions 
under which loans for purchase of tractors should be made. 

Value and uses of project. 
This projec,t will furnish facts regarding the economic place of 

the tractor or truck in the operation of a (arm which will help the 
farmer as well as the loan agency in determining whether in any 
particular instance the purchase of a tractor or truck is economical, 
and if so, the advisability of using credit to purchase it. 

Data for this project will best be made available, in most cases, 
from farm financial record-books kept hy farmers, from the data 
secured in farm management service projects, and to some extent 
from ·data secured in route studies. In addition to these, special 
records on tractors and trucks will probabl.V need to be kept in 
order to arrive at the costs of operating the truck or tractor, the 
character of its use, the timing of its use, and so forth. 

It ,,~ll be best to group the farms for which data are available 
into groups characterized by rather similar types of farming and 
farm organizations. Further grouping may be made to eliminate 
the influence of size of business in order that the analysis of the 
effect of tractor or truck on farm income rna}' be carri~d out .. 

The line of attack suggested is to consider the effect of the trac­
tor or huck on the net farm income of the farm. The most impor­
tant element in this will probably be the reduction in outlays for 
horse labor and man labor which can be eflected bv the introduc­
tion of the tractor 01' truck as against the added outlays caused by 
them. This can be fairlv definitely secured from the records of labor 
and power used OIl the "farm. At the same time, this phase of the 
study should consider the charaeler of the work performed by the 
tractor and truck on the farms under study. A second a.nd less 
tangible factor which can only be roughly' obtained, will he the 
increase in income C'.fi'ectro through more thorough cultivati.on ~ or 
more timel)' operations which ma~T result from the introduction of 
the truck or tractor. This, however, IS an important element in 
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the decisions of many farmers, and must be considered in relation to 
the foregoing. It is probable that this phase of the problem can 
best be handled by special records from farmers who do and those 
who do not use trucks and tractors and an analysis of their figures 
on the gains accruing through these means. Experiment station 
figures as to the effects of deeper plowing, and more timely opera­
tions, and studies of seasonal variations in price win aid in check­
ing these records. Where numerous farm records are available, it 
may be p"ssible t" gain some light on the matter by comparing 
yields on those farms which do and those which do not use tractors, 
and prices secured where grain, fOJ"- example, is trucked right from 
the thresher to the market or where;it is hauled in by team in slack 
seasons later. 

PROJECf 25·c. To analyze the production eeonomy and credit 
economy of loans for the clearing of land. (Joint with 
Land Utilization.) 

(By E. C. Johnson.) 

Many states have sections where much of the l!illd in farms is 
cut-over forest land. In some such regions, the dearing is difficult, 
involving the removal at very high cost of large numbers of stumps 
and rocks per acre. In other regions, the dearing may involve only 
the removal at relativelv low cost of brush and scattered trees. The 
prospect for income fr~m crops after the land is cleared also varies 
greatly between regions. The land hardest to clear may have poor 
soil; or vice versa. 

H a fanner must borrow capital to pay expenses of clearing, he 
must make sure that the added income will pay interest and prin­
cipal on the loan. The loan agency needs the same information. 
Since capital accumulations in such communities are apt to be 
inadequate, the communit.y is interested in having its limited re­
sources effectively utilized. 

In practice, IQany of the farmers in cut-over regions rely upon 
their own labor and their horses mostly, and thus the casb outlay. 
for clearing are small. They clear land at the rate of only an acre 
or two a year over a long period of years and borrow little or 
nothing specifically for that purpose. But many believe that land 
should be cleared more rapidly than this by the use of more horse 
power and more explosives, and that credit should be available for 
it. Of course some important social aspects are involved. From 
the soci,,1 point of view it may be desirable to allow some of the 
land to go back to forests instead of being cleared for agricultural 
production. The individual and the social point of view may clash. 

The data needed will have to be obtained from surveys of farmers 
in cut-over regions and of agencies financing the farmers. The 
farmers will be called upon to furnish information relative to the 
history of land clearing on their farms, outlays on clearing and 
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the additions which such outlays make to the cash expenditures of 
the farm, income from land cleared, and the methods used for financ­
ing clearing. Local banks furnish most of what credit is made avail­
able for land clearing. Information will be obtained from them 
rela tive to loans made for clearing purposes, such information to in­
dude amount of loans, period of loans, interest rates, other cosh 
and security demanded, the scale on which these institutions are able 
to finance such operations, etc. Some consideration must also be 
given to the activities of land banks and real estate companies in 
extending credit to settlers for the purpose of clearing land. 

Selection of the regions for the survey should be made with great 
care. Ordinarily the needed data will be most available in new 
regions where farmers are likely tq be still engaged in the clearing 
of land. It is also in tbe new regions that the conclusions reached 
in the study will be most pertinent. If the analysis is to be com­
plete, the communities selected should he in areas where conditions 
relative to clearing differ. Thus, one area might be selected where 
clearing consists largely of pine stump and second growth, one where 
most of the stumps are hardwood and another where there are both 
stumps and rocks. It would be well if two or three communities 
could be studied in each arca so as t.o take account of differences in 
population, credit conditions, soil, etc., between counties in the same 
areas. Sevent.v-five to one hundred records from farms in each 
community sho;'ld be sullieient. All the banks in the area where a 
farm sur;ey is made should be visited by the enumerator for the 
purpose of obtaining information regarding loans for land clearing. 

This project is peculiarly one calling for collaboration with work­
ers in other fields, particularly in land utilization, agricultural en­
gineering and farm management. The t:ypc of survey of farmers 
needed is basically that which is outlined in certain projects in the 
report on "Land Utilization" (No.2 in this series; see ·especially 
Pro.iect 11). But with it should be combined information regard'ng 
methods of clearing land and financing it. A rather complete farm 
management record is needed in order to determine the value to the 
farm business of having additional land cleared. The schedules used 
may seem long, but experience has shown that they wi]} not in most 
cases make excessive demands on the farmers' time and interest, since 
farming act,ivities on these farms are usually of a rather simple 
and limited character. 

The first step in the analysis may logically be a study of the 
progress which farmers have made in land dearing and of methods 
of clearing, and of variations in these. The next step will usually 
be to analyze the effect of various rates of clearing and methods on 
net incomes and increase in net incomes from year to year. For 
each representative farm type in the area, the question arises in 
about the. following forms: lVhat additions to cash outlays and 
to other co.sts will be made if clearing is undertaken at rates A, B, 
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C? What will be the probable additions to income and what other 
outlays will be involved such as providing for mOre livestock, in­
creased demand. for labor and outlay in operating the cleared land? 
What appears to be the most profitable procedure? And to what 
extent are loaning agencies justified in financing this most profitable 
program? Willing and able to do so? 

The conclusions derived from these case analyses should then be 
tested hy application in more general terms to the other farms in 
each community_ Differences in income may be related to per­
centage of land cleared; present financial status may be related to 
the rate of clearing, method of fina,cing clearing, etc. Conclusions 
drawn from this method of attack;will, however, need to be made 
with a good deal'of care. 

:Many farmers, especially in the newer cut-over sections, rely on 
outside labor such as work on rl;-mds or in the lumber camps for 
much of their income in the early years. A more rapid pushing of 
the dearing program will usually cut down on this source of income. 
Consideration must therefore be given to the ability of the farmer 
to forego this income, and if he cannot do so, to the desirability and 
possibility of his replacing these funds with borrowed funds in order 
to push his land clearing operations more vigorously. The diminu­
tion of the effort and expense necessary in land clearing as the 
stumps increase in age must also be taken into consideration. 

Having analyzed the production phases of clearing, the next step 
is to find out to what ext.ent farmers use credit to finance land clear­
ing operations. Sources of credit should be studied to discover the 
relative importance of different agencies in financing this phase of 
farming. The period of the loan, the cost of the credit, and the 
security demanded should be analyzed, and variations between farms 
and comqlUnities accounted for. Tile dates of payment of the loans 
should also be studied and the extent of renewals determined. An 
analysis of losses on these loans will indicate the risks involved. The 
locai hank, because of its close contacts with local conditions, will be 
the source most worth careful study. The bankers' judgments re­
garding the problem of extending credit for land clearing will be 
worth careful weighing. 

No studies exactly of this type have thus far been made. There 
is an analysis of the general problem of credit in cut-over areas in 
seycral published studies listed in the report on research in "I.and 
Utilization" (No.2 in this series). 

PROJECT 25-<1. To analyze the related production economy 
and credit economy of a loan for the purchase of fertilizer 
for the growin,g of cotlon. (Joint with Farm Management.) 1 

(By D. E. Wickens.) 

() Discussed in the report on Farm Management. 
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PROJECf 26. To analyze the related consumption and credit 
economy of a particular type of consumption loan. 

This represents a narrowing of the study discussed in Project 
18-c and a more specific consideration of some one type of consump­
tion loans, such as borrowing for the purchase of an automobile,. 
or borrowing to build a farm dwelling. The discussion under lS-e 
points out the main features of suggested lines of attack. 

GROUP E 
The Approach by Commodities. 

Projects in credit research organized on the commodity basis 
are likely to be undertaken for the most part in regions where one 
product outweighs all others in importance--as potatoes do in 
Aroostook County, M'aine; or as adjuncts to projects in the pro­
duction or marketing of a particular commodity. They permit 
close study of the peculiarities of these commodities as bases for 
credit. 

PROJECf 27-a. To analyze the noes and need. and nature of 
credit in the range cattle industry. (joint with Farm Man­
agement.) .. (By L. H. Hauter.) 

The objectives of this report will be to determine. 
1. The amount and kind of credit utilized by the range cattIe 

industry, the sources and facilities for securing such credit, and 
the costs of such credit, considered both from the standpoint of the 
ranchman securing the credit and from tbe standpoint of the lending 
agency. 

2. Factors that affect the costs of such credit and the amounts 
of credit extended. 

3. The amount and kind of credit that can be used to advantage, 
and for what periods, and the relation of credit to the ranch orga­
nization and operation. 

4. Improvements that might be made in financing tbe range cattle 
industry, considered both from the standpoint of securing the credit, 
and using the credit. 

Scope of project. 
This project is presented as for a single state. It is also written 

as if carried on in connection with a project on ranch organization 
and operation, or following such a study. This project needs also 
the counsel of those engaged in studies of range cattle prices and 
marketing problems, and a certain /IDIount of analysis of these 
prohlems, if it is not feasible to have separate projects on marketing 
and price""':" 
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Sources of information. 
Information on ranch organization, ranch credit use, credit needs, 

etc., should be secured from a sample of a hundred or more ranches 
by the survey method; that on banks, £i·om fifty or more banks 
studied by the surveyor personal interview method. Livestock com­
panies and cooperative range cattle marketing associations loaning 
money to members should also be in tervicwcd; likewise commission 
firms, brokers and contracting agencies, in order to secure infol'ma,,:, 
lion from them as to the contracting, buying and handling of range 
cattle in the state. Some data can be secured from the federal 
reserve banks, the intermediate credit bank, and state banking de­
partments, from their reports and hy correspondence or personal 
-interview. I 

Other agencies that may furnish some useful data or information 
are the Federal Farm Board, the federal farm loan banks and mem­
ber farm loan associations, the state land office, and land mortgage 
companies operating in the territory. 

Organization of project. 
The organization for carrying on this project will depend on the 

personnel and resources of the institution making the study. Prob­
ably the ideal arrangement would be to have one man who has charge 
of the project derote all his time to it from the time it is started 
until it has been complcled. Twelve months or more could well be 
allowed for such a study. If a ranch organization and ope~ation 
study is to be made at the same time, another man could have charge 
of this phase of the study and the two cooperate in securing the 
ranch records. In addition, two or three field men will be needed to 
assist in securing the records, preferably soon after the first of the 
'year, if climatic conditions permit ta'king records at that time. If a 
complete ranch study is to be made at the same time that the credit 
study is made, it would be well to figure on two days in the field for 
each satisfactory record secured. Hence it would require about eight 
months of field· work to secure 100 ranch records. This time re­
quirement 'will Y~'l"Y somewhat, however, with the size of the ranches 
and the distances which must be travelled in reaching them. About 
50 da vs of field work should be allowed for securing the information 
from financial agencies. Not less than 12 months of clerical work 
should be allowed for handling the credit part of the study. 

An attempt will be made to get approval for the study and in­
formal cooperation in the making of it from the state caUle grow­
ers' association, the state bankers' association, cooperative cattle 
marketing associations, and any other state or regional organiza~ 
tions whose members will be asked to cooperate in giving information 
for the stndy. 

Selection of ranches, etc. " 
The study will be confined to specialized caUle ranches or to com­

bination cattle and sheep ranches where the sale of OIrltle is the . ,,; 
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most important Source of income. The nature of such ranches will 
vary somewhat' in the different states, and it Will be necessary to 
specify for each state or region just what kind of ranches are to be 
included. The number of records to be secured from each county 
or district Will be based on the importance of that county or district 
in range cattle production. The ranches selected within the county 
or district Will be representative so far as can be judged from prior 
information concerning these districts, but they will have to be 
those from which reliable information can be secured. This laUer 
requirement Will make the group range somewhat abol'. the average 
of all ranches in the efficiency With which they are managed, but 

. need not cause it to be non·represcnta tive as to> sizes and types. 
A comparison of the data with other ranch studies that have been 
made in the same or similar areas and with census data, will give 

·some indicatipns regarding the representativeness of the group 
.tudiM. 

In selecting banks for stndy, one must recognize that some large 
city banks may be found which handle much cattle paper even though 
the county in which they are located is of minor importance as a 
cattle-producing country. The districts from which the banks are 
to be selected should therefore be somewhat larger than counties, 
and the banks selected should be those which have the larger por­
tion of their business devoted to livestock credit. As for other 
financing agencies, it will not be feasible to secure information from 
all or' them, but the various types should be fairly represented. 
Checking the informs tion secured from financing agencies against 
similar information secured from the ranches may be a means of 
noting the representativeness and reliability of the information 
.secured. 

Period to be covered. 
Detinite information will be secured on the credit situation for the 

, last calendar year. Because of the close relation of credit to the 
price situation, and because cattle prices seem to fluctuate irregu­
larly over rather long cycles, no one year caD be representative of 
the range cattle credit situation. In order partly to overcome 
this difficulty, as much information as feasible will be secured for 
a longer period, preferably for a 15 to 20 year period, so as to 
take in tile whole range of high and low prices. But probably only 
partial records may be obtainable for so long a period. Possibly 
a more effective approach will be to secure as accurate a curr(>nt 
cross-section as possible, t.o ascert.ain through historical methods the 
nature of the major trends involved, and to estimat.e as carefully 
as possible the probable effects of the trends and cyclical variations 
on the situation revealed ~Y cross-section analysis. 

ErroTs in records. 
Several types of biased errors are likely to appear in a study 

of ranch credit and should be guarded ,.gainst by the field men and 
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taken into account by those analyzing the data. First, while most 
cattlemen are yery willing to give information on their indebtedness, 
if they understand the purpose for which the information is desired 
and are approached in the right way, there will be some concealment 
at the best to be taken into account of in the analysis. Second, 
ranchmen have formed something of a habit of underreporting their 
stock for taxation purposes, llnd they are inclined to do the same 
to the field man. Such reports are commonly estimates, because the 
ranchmen do not know the numbers of their herds exact]y except 
at certain times of the year. Here again we have a bias that the 
fieldmen must be on their guard ~ainst and handle in a tactful 
way, and which it is not likely tltat they will eliminate entirely. 
1'hird, there will be bias in reporting causes of forced sales and 
foreclosures. Some )·anehmen will blame the bank Or other lending 
company for forcing them to sell at an unfavorable time and take 
a loss, while absolving themselves from all or most of the blame for 
their predicament. On the other hand, some banks or lending com­
panies may place an undue amount of blame on the ranchman for 
unbusinesslike methods, failure to make proper reports, and di,.. 
honesty. 

Schedules and forms. 
1. Hanch schedule: 
If this study is to be made in connection with a study on ranch 

organization and' operation, the ordinary schedule used for this 
purpose can be used as a basis for the credit study. Since the 
United States Department of Agriculture and most of the range 
states have prepared schedules of this kind which are very satis­
factory, no Itt tempt will be made to indicate what such a schedule 
should contain. I-Iowever, the information secured on credit should 
include the following information: 

a. Loans in effect at the heginning or end of year or hoth­
the following data concerning each: Kind of loan (loans to be classified 
as to first land mortgages, second land mortgages, chattel mort­
gages, combination mortgages, unsecured loans, store credit, etc.~ 
and also to include back taxes thut are overdue), source of loan, 
date secured, term of loan, amount of loan at beginning of year, 
amount of loan at end of year, date or dates that a change was 
made (indicate renewal dates with a star), character of security 
(give details, number and kind of cattle, etc.), interest rate, com­
mission rate when loan was secured, total interest and commission 
paid during year, status of loan a8 to principal and interest 
payments. 

b. Similar data for loans secured and paid during year. 
c. General information-Give as much detail as possible as to 

exact amounts" yc.>ars, etc. . For historica1 questions, go back as far 
as ranchman can remember. This will include the changes that have 
taken place in the sources from which credit of various types i. 
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secured, the terms of the loans secured, change in case of securing 
credit and in amounts loaned per acre, per cow, etc. or percent of 
value, in interest rates and commissions paid, and reasons for these 
changes. One should also ascertain whether more credit could be 
secured than has been used if it was desired, and if so, what kind of 
credit and at what interest rate, and if not, whether more credit 
could be used to advantage if it could be secured, and of what kind 
and for what purpose; also whether the borrower has ever been 
foreclosed or forced, unwillingly, to sell stock because of credit 
situation, and if so, when and under what circumstances and bv 
whom, and if the forced sale could have been avoided, and hoW:-; 
the losses sustained from it; whether fear of credit difficulties has 
induced the ranchman to sell without being forced, and the resulting 
losses; whether the borrower believes that in the past he would have 
done betler if assuming that he could have horrowed less, or bor­
rowed more, and reasons for answer; the ranchman's judgment as 
to whether the present credit machinery gives the kind of credit 
needed, and if not, what kind of credit is still needed; and his judg­
ment as to other improvements in the credit situation that would be 
helpful to the range cattle industry of the .tate. 

2. Schedules for banks: 
The following suggests some of the information that should be 

secured from the banks; and similar information should be secured 
from the other financing agencies in so far as it applies. All 
information should include only loans to cattle ranches as previ­
ously defined. The information need not be absolutely correct, but 
should be the best information that the banker can give. 

il. For loans in effect or made Or handled for loan companies on 
a commission basis during the previous calendar year, by classes of 
security--Iand, cattle, other chattel, combination, no security-the 
following information: Total numbC'r of loans, and amount, interest 
rates (high, low.and average), length of loans (high, low and aver­
age), commission received (high, low and average), commission 
charged ranchman (if any, maximum and range), maximum and 
average loan per head of cattle or sheep, and same expressed as 
percent of value, number and amount of foreclosures and forced 
sales, and amount of resulting losses, amount of sales of ranch paper 
to livestock Joan companies, intermediate credit bank, federal reserve 
bank, other banks, and private investors. 

b. General information by types of loans. As much detail as 
possible as to exact amounts, years, etc., for historical data as 
far as informant can give fairly definite information: Capital, total 
loans, kind of financial statement required before issuing a loan to 
ca ttle ranches (include samples of forms used); provisions made 
for inspection at the time of issuing loan and during life of loan; 
average cost of this inspection in terms of time required and cash 
outlay per inspection (or per dollar loaned) ; any other costs, out­
side of overhead, o~ losses, th.t can be attributed particularly to 
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ranch credit. Number of foreclosures or forced sales during past 
ten years; losses sustained during past ten years in terms of per­
cent of average total loans outstanding; experiences regarding losses 
prior to 1921; principal reasons for foreclosures, forced sales and 
losses experienced, and ways, if any, by which they could have been 
twoided j different rates of interest and commission charged for dif­
ferent loans because of differences in risk, cost of inspection, size 
of loan, or any other cause; average rate of ,interest charged (by 
years) during past ten years; in thelinterest charged prior to that 
time; changes in the commission charges; changes that have taken 
place in the term~ of the loans made; changes in the amount of 
credit extended, i.e., amount per acre, per cow, etc., or percent of 
value; change in the agencies with whom surplus cattle paper is dis­
counted or sold; advantages or disadvantages of disposing of cattle 
paper through the different agencies; also whether the presen~ ranch 
situation is satisfactory from the standpoint of the financing agency, 
and from the standpoint of the cattleman, and suggestions for 
improving it. 

3. Schedules for other financing agencies: 
Information that will supplement the information secured from 

the banks should be obtained from other financing agencies. For 
cattle loan companies, cooperative marketing associations, commis· 
sion firms, etc., the number from which information could be secured' 
would probably not be large enough to warrant printing a special 
schedule. In that case the bank schedule can be used as a basis and 
modifications made by the enumerator to fit the case involved. If 
any information is to be secured by correspondence it will be nece8-
sary to simplify somewhat the information requested. 

Farm loan associations are closely regulated; hence considerable 
information concerning them can be secured directly from the fed· 
eral farm loan bank. It seems desirable, however, to secure some 
additional·information directlv from the farm loan association. bv 
means of a simple schedule i';c!uding the following information: • 

a. Number of loans to cattle ranches. 
b. Acres of land involved in these loans. 
c. Total amount of these loans. 
d. Maximum loan per acre on range land. 
e. Numbe-r of years association has been operating. 
f. Number of ea ttle ranch foreclosures during that time. 
g. Amount of loans invoh·ed. 
h. Total amount of loss. 
1. Number of cattle ranch loans that are noW delinquent. 
J. Do you believe the maximum loan on range land should be 

(1) Increased? If yes, to what amount. 
(2) Decreased? If yes, to what amount. 

k. Do you believe the present situation regarding range land 
loans is satisfactory, 
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\. If not, "hat sugg.stions have you for improving it? 
m. Other comments. 
In some states it may be desirable to make a ranch study by the 

route method, hnving the route man visit each ranch three or four 
times a year to secure detailed information. 1Vhere such a study 
is under way or planned, the credit information can be secured by 
the same man. In some states it might be desirable to confine the 
study to a certain section of the state, possibly where conditions 
are rather uniform. 

Very little research work has been done on ranch credit along the 
lines suggested in this project, but most studies on range organiza­
tion and management give some attention to credit,l 

PROJFJ:T 27·b. To analyze the uses, needs and nature of credit 
in dairy farming. (Joint with Farm Man.agement.) 

(By Emil Rauchenstein.) 

The uses and needs for credit in dairy farming will vary with the 
specific type of dairying that is followed and the resources of the 
particular dairy farmer concerned. In areas where milk is shipped 
to cities, cows are usually bought, sometimes a number at a time to 
bring up produCtion in the fall of the year. Although the income 
in dairy farming is more evenly distributed than in most types of 
farming, such a purchase of cows is likely to require some credit. 

Butter-producing areas raise their own replacements except as 
better. animals are purchased to improve the herds or replace Iower­
producing stock. 

Sanitary regulations such as are imposed when a farmer begins 
shipping fluid milk to a city may necessitate changes in equipment 
such as a milk house, cooling equipment, and a separate modern barn 
for dairy cows. Several years may be required to pay for such 
additional equipment. 

Sometimes feed can be purchased to advantage in large quanti­
ties at a certain time of the year, whieh calls for a heavy outlay at 
that time, possibly for storage space as well as for feed. Feed credit 

(1) Following are a few of the bulletins that may be helpful and suggestive, 
although they do not all deal specifically with range credit: Colorado Experi­
ment Station Bulletin No 338y "Financing the ·Western Cattleman"; U. S. D. A. 
Technical Bulletin No. 45y "A Study of Ranch Organization and Methods of 
Range Cattle Production in the Northern Great Plains Region"; U. S. D. A. 
Technical Bulletin No. 68y "Ranch Organization and Methods of Livesto("k Pro­
duction in the Southwest"; Colorado Experiment Station Bulletin No. 321, "A 
Study of Hanch Organization in Eastern Colorado"; Colorado Experiment Sta­
tion Bulletin No. 342, "Cattle RanC'h Organization in the )'lountains of Colo­
rado"; New Mexico Experiment Station Bulletin No 159, "A Preliminary Study 
of 127 New Mexico Ranches in 1925"; North Dakota Experiment Station Bul· 
letin No. 23r, "Ranch Organization and Management in Western North Dakota"; 
Texas Experiment Station Bulletin No. 297, "An Economic Study of a Typical 
Ranching Area on the Edwards Plateau of Texas"; Texas Experiment Station 
Bulletin No. US, "Planning the Ranch for Greater Profits"; Utah Experiment 
Station Bulletin No. 203, "Cattle Ranching in Utah" j Wyoming Bulletin No. 
141, "Range and Ranch Studies in Wyoming.Y' 



is needed especially dUYing years of more or less serious crop damage 
from drouth, floods, hail, frost and other physical causes. 

The uses, needs, and nature of credit are tied up with the farm 
business so that it is desirable to have a summary of the assets and 
liabilities of each farm at the beginning "nd end of the year, and 
a record of the income and expenses. The principal sources of in­
come should be obtained bv months, This will furnish a basis for 
understanding the credit situation on each farm. The collaboration 
of workers in farm management and in farm credit is needed in order 
to make a thorough study of the situation in any dairy area. 

The principal source of data will be the dairy farmers themselves, 
These data can be checked and suppl.lmented by interviews with and 
recourse to the reltords of feoo deal~rs, equipment dealcn, cattle 
buyers, railroads, and banks. The local financing agencies are 
likely to have information which will give a general picture of the 
uses, needs, and nature of credit in their localities. l\lonthly data 
from banks, for example, on their demand deposits and loans over 
a period of years· will be valuable in supplementing data obtained 
from farmers. 

A IO-percent sample of the farms in a dairy area large enough to 
gi,'e 200 farms, will probably give an adequate picture of some type­
of-farming area narrowly defined, The uumber will vary with the 
degree of uniformity that exists in the area. As the survey pro­
gresses it is possible to check roughly the number of cases of various 
kinds that occur, the degree to which these cases tend to follow some 
stable frequency distribution, and the extent to which they check 
with information from other sources. In a credit survey there is 
greater need for random sampling than there is in an ordinary.farm 
management. survey because the range in financial status and credit 
practice is very wide. \Vhile randum sa.mpling in a mathematical 
seIlse is practically impossible of attainment in researches of this 
.kind, an approach to it is possible (see the section on Sa.mplf.ng in 
"Rescareh l\lethod and Procedure in Agl'icuHural Economics"). One 
method of getting: such a sumple is to select every tenth farm from 
a list of creamer.y patrons. If a farmer is not at home Or cannot 
anS~'er the questions, a uniform practice of interviewing the next 
fRrmer along the road will not "iolate the conditions of random 
sampling to any appreciable extent, and will save considerable time. 
'Vhilc ~l group of survc.y l'ecords will constitute the main material 
for analysis, it will be well to supplement it h.Y case studie.s. 

In the analysis the first step is to develop a summary of credit 
conditions as the}' exist in the area. This SUlllntar'y should inclpde 
frequency distributions for SOnl(' important factors such as number 
of cows, amount of mortgage credit, amount of dealer credit, amount 
of bank credit, and rates and time for the ,'arious forms of credit. 
The next step is to try to find what changtos im'olving the use of 
credit can be made in farm organization and operation that will 
increase the net income, and how farm credit Can be used more 
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elliciently. Dot charts showing the correlation of farm incomes with 
certain variables in farm organization related to credit, such 8S 

investment in dairy cows, and practices in feeding, will suggest that 
a few hypotheses are worth further analysis. By numbering each 
farm and then designating each dot with the number of the farm 
which it represents, one can get suggestions of still other hypotheses 
to test out. The method of b,.ting which suggests itself at once is 
that of balancing changes in receipts against changes in expenditure 
occasioned by variations in the USe of capital and credit on II selected 
list of farms that faithfully represent the situation. 

The project described above has not been tried out in a dairy 
area, but one somewhat similar to this is being ll'ied out by the 
Bureau of Agricultural Economics in an early potato producing 
section in Virginia. 

It is quite likely that better bases may be found for extending 
credit than those commonly used. A project of this kind should 
furnish data for estimating incomes clbsely and thus should enable 
credi t agencies to place loans where they will be most likely to be 
repaid and will do the most good. 

The analysis of alternative sources of credit and of the economic8 
of credit ex"tension by the different credit institutions, has been suf­
ficiently discussed in Projects 1, 5, 11, 13, 14, etc., and will not 
be repeated here. 

PROJECT 27-,,_ A study of the problem of financing tbe potato 
grower on the Eastern Shore of Virginia, his need for credit, 
the manner and degree in which this need is met., and the 
relationship between credit, production and marketing.1 

• 
(By Burton D. Seeley.) 

The study will consider the need for credit, the manner and degree 
in which this need is met as modified by and conditioned upon the 
type of farm business enferprise, the organization and management 
of the farm, the social and economic structure of the area, the 
character of the farm operator, the existing marketing mechanism 
and the existing financial institutions. ' 

The study will further inmlve a quantitative determination of 
potential credit and credit actually used for financing potato pro­
duction by source and bv season in an effort to correlate these items 
with production and ma~kcting practices over a period of time . 

• 
Sources of data aoo information. 

Inforrna tion and data were secured from growers, dealers, bankers, 
fertilizer companies, U. S. Census, county records, transportation 

(1) This outUne is based upon a project now being undertaken cooperatively 
by the Didsion of Agricultural Finance and the Division of Fann Management 
and Costs of the Bureau of Agricultural Economic's, U. S. D. A" the Virginia 
Experiment Stat~on assisting in the field work. -
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companies, marketing officials and the Interstate Early Potato 
Committee.:!' 

The project by nature includes farm management items as well 
as data and information of a financial nature. It is a cooperative 
study undertaken jointly by workers in the field of farm finance and 
{arm management. The active support of the Interstate Early 
Potuto Committee was sought. The {unction of this committee i. 
"Primarily that of a steering and advisory committee which is at­
tempting to meet and soh'e the many economic problems affecting 
the producers of early potatoes in ~laryland, Virginia, North Caro­
lina, and other early potato producing States competing in this 
territory. nS 

Methods of coUecting data and i"fo~matio", 
Information und data were secured, in the main, by the survey 

method. This method was necessary because the project deals with 
a large area and attempts to depict practice within the entire area, 
thus requiring that a rather large proportion of the universe be 
included in the study. Also information and data upon a rather 
large number of items were required from each individual producer. 
Da ta from growers for the extension either side of the base year 
(1929) were secured, (1) by a less complete survey taken prior to 
the present study for the 1928 crop year; and (2) by a survey 
taken in conjunction with supervised farm accounts for the same 
farmers in 1930. Survey records covering 1929 operations were 
secured for the same group. Consequently data were obtained for 
matched farms for the years 1928, 1929, 1930. For 1928, 1929 
and Hl30, dealer and hank data for years other than 1929 were 
secured with the 1929 records, save for the year 1931, for which year 
records are being gathered currently for important variable items. 
In general, data for the historical extension can be restricted to 
fewer items and fewer individual practices than are needed for the 
base year. 

Alt hough the method followed in the Bureau survey differed in 
some respects from the one here suggested, experience gained during 
the study ,has suggested the foIJowing: Growers' records should be 
gathered by u field crew composed of experienced workers in farm 
management and agricultural finance under the direct supervision of 
the worker or workers who are responsible for the analysis and 
publishing of the data and information secured. Each enumerator 
should comprehend the /!I'neral uses to which the data gathered in th" 
firld foreign to his own will be put as weIJ as understand the data 
secured in his own field. There should be equality of importance 

(:.:I) Central market distr.ibutors have not yet been interviewed nor ~ave 
fonnal records been secured from fertilizer companies. It would be well to ~ 
include information snd data from these sources. 

(8) See "Memorandum for the information of the Federal Fann Board 000-
cerninf;: the organi~tion and program of the Interstate Early Potato Com­
mittee," Sept~mbC!r 25, 1929. 
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accorded by eacb enumerator to questions in botb fields. This i. 
essential. The schedule used should be a coordinated farm manage­
ment and credit blank to be taken by one enumerator upon one visit. 

The field crew should be in the field as soon as possible after the 
close of the fiscal year to be surveyed and should be sulliciently large 
to complete the survey within one month. A "clean-up" should be 
made before leaving the area. It would seem that four enumerators 
with one man to check the schedules each da v, or one man to check 
the farm management and one man to .check ~ the credit items, might 
work to the best advantage. 

The field organization and coordination of the two types of in­
formation present one of the ma.in problems in a. survey such as 
this one, and every study of this kind should be well organized before 
embarking for the field. 

In the present study records from other agencies were secured by 
the worker responsible for the analysis and publication of the finan­
cial phase of the work. 

Test. aa to authenticity of the data. 
A. Growers' records-
1. Inner checks-whole against sum of parts, and repetition of 

question in slightly different form. 
2. Exterior checks-individual producers' records with dealers' 

and bankers', local practice, 1930 census records, crop report~, mar­
ket news reports, transportation companies, county records. 

B. Supply dealers and shipper.-
1. Growers' records, 1930 census record, records of fertilizer 

companies, bankers, other dealers and shippers. 
C. Banks-
1. Balance of books, state bank commissioners' reports and rec­

ords, growers' records, dealers' records. 
D. Fertilizer companies and central market distributors­
I. Dealers' records, bankers' records. 

Sampling method and choice of period. 
In the study now under way, one base year, 1929, was chosen; 

the year 1929 because that year could be checked with the Census 
for the universe for the same period, and because limited farm mah­
agement and credit information was available for 1928, a year of 
extremes in production and prices, and the results of 1928 condi­
tiorts could be studied in relation to 1929. The Potato Committee 
was beginning its work in 1929. 

The sampling method chosen for growers' records was the method 
of stratined proportional sampling. 'rhis method was chosen to 
afford representativeness by distributing the individuals over the 
entire universe and to secure the greatest precision from the sample 
taken. (For fuller discussion of stratified sampling see "Research 
Method and Procedure in Agricultural Economics", the section on 
sampling.) 
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Financial expediency dictated that the total number of records 
from an area of 470,000 acres, containing approximately 4,000 
farms in the last census, be limited to around two hundred. 

The universe consists of the farms growing potatoes in the potato­
grow:ng region of the Eastern Shore of Virginia. This area was 
tentatively divi.ded into seven regions on the basis of types of farm­
ing, soil, geogntphic location, and credit and marketing practice. 

In order to test the represent.ativeness of the sample taken, con­
trols d,'awn from the whole 1925 farm census of the region were 
taken. These controls were the tenure, color of operator, aCI"cage 

in potatoes, and acreage in five otheri most important crops. The 
distribution according to these fnctorsi: in the sample taken was then 
compnred ,vith that' for the entire universe. The census schedules 
were sorted into seven regions, and these subsorted by post offices. 
As a result of this, the area was redivided to make eight regions 
instead of the seven ut fi,'s! set up, All farms not growing potatoes 
in 1924 and 1925 were eliminated from the tabulation. Su('cessive 
simple samples were drawn by means of numhered cRrds for each 
of the regions, and the samples compared with the universe for the 
"control" items listed above. The tabulations from the Census aided 
further in defining lines of homogeneity and determining with what 
precision a sample consisting of the farms surveyed descri~ the 
"controls" in the universe. 

It was found necessary to sub-stratify proportionally each region 
by post office address to gain adequate precision in the more hetero­
geneous of the regions, 

For drawing the sample, a list of all the farms in the area was 
available with the post office addresses and names of owners and 
operators. The list was numbered and corresponding numbers 
stumped on cards. The cards represent~ng farms were sorted by 
region, and sub-sorted by post office addresses. The cards were 
shuffled and blind drawings from each post office address'were made, 

The sample wa" proportioned within the region, but proportion­
ality was not obsern~d between regions nor between counties making 
up the area.4 County lines were obsern~d and regions may be 
TC'lldily cOnl'ertffi into magisterial district (township) units, in which 
un:ts the 1929 fflrm cenSHS will be reported. 

'In order to s('cure aHernatiYes, three times as many cards as the 
number rcquir('d by the sample were drawn in each post office address. 
Fllrms represented by these curds weTe visited in the order drawn 
until the required number of records was secured. For the farms 
missed, items of acreage in crops, acreage in potatoes~ and tenure 
and color of opera tor were secured. The list of farms being an old 
0'1<', it was necessary to correct for changes. 

("') Proportionality between regions would be possible lmd desirable in most 
stur'ies of this kind. 
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The schedule used is not reproduced here because of lack of 
space, but copies may be secured on application to ·the Bureau of 
Agricul tural Economics. 

Methods of analysis. 
Statistical analysis will be employed in the main, although analogy 

and historical treatment will play minor parts.:; Dealers' records, 
bank records, records fl'om fertilizer comvanies and central market 
distributors will he analyzed by a combination of statistical method 
and analogy. The historical aspects and the projection from the 
base year or years through 1930 will require the collect.ion of some 
historical material and will make desirable some consideration of the 
analogies betw~n periods of similar characteristics. The growers' 
records, forming the backbone of the study, best lend themselves to 
statistical analysis. The analysis is to be made hy regions. (In 
the study here described, 30 records were considered as comprising 
a stratified sample of each region.) The first step will be to classify 
by size of farm, proportionate acreage in potatoes, and other crops~ 
tenure, color, income, expenses, total assets, liquid assets. The de­
gree of correlation between these factors and the source, cost, kind, 
and amount of credit will then be studied. Within these groupings, 
maladjustments as to kinds and amounts of credit can probably only 
he brought out by case studies. 

The second step will be to consider the various combinations of 
farm enterprises in relation to credit. Such items as periodicity of 
returns, periodicity of outlay and crop diversification will be related 
to amount, source, kind and cost of cl;edit. In some areas, the 
amount of diversification among farms mhy 1)e insufficient to permit 
very full development of this. 

A third step will be to compare the effectiveness of various means 
of appraising credit risks, from the standpoint of the lending agency, 
and from the standpoint of the borrower, and the effects of various 
credit policies upon the community as a whole. 

This will involve consideration of problems of institutional rela­
tionships, risk appraisal, etc., as developed in the outlines for Proj­
ects 1 to 17. If no such studies have been made of the credit 
institutions of the area, it will be desirable in this study to cover 
some aspects of these projects. A determination of the relative posi­
tions of the banks, the dealers, the fertilizer companies and central 

(5) It is pOSSible that the study would he strengthened and the depenrl­
abHitv of the conclusions enhanced if the statistical study here outlined were 
accolilpanied by careful case stueIies, involo,ing more complete datil, of a number 
of type farms in the area. The cross-tabulation and other types of statistical 
procedure indicated will prohahly bring out the \'uriations in a,'era~e cost 
of credit for fanns of different size, tenure, crop ('ornuination, etc., but are 
likely not to show clearly how additional credit would be used. what the limita­
tions are to obtaining it, what its cfi'eds on in{'ome would he, etc. It is desir­
able to show, as far as possible. not only the conditions which do exist, but what 
changes may he advantageously made. This is likely to require more detailed 
consideration of the internal ortzanization of a few typical farms of the area 
than the analysis outlined above would seem to impJy~M. R. Benedict. 
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market distributors as sources of credit will be made. An evalua­
tion of each sour·ce of credit in its individual and supplementary 
capacity will be attempted, tbe efficiency of ~ch i~stitution being 
judged by the degree in which it Or the system tends to promote 
the efficiency in production and to penalize inefficient production. 

The fourth step will consider the changes in the financial condi­
tion of the grower over a three~year period in connection with his 
type of farming, his credit management, etc., and will seek to relate 
his financial position to his need for credit, source of credit, etc. 

Finally, an attcmpt wjll be made to determine quantitatively the 
credit needs of the region, and credit availability for each of three 
seasons in an effort to correlate these items with production. The 
residual effect of production and pr.ic,!" upon the credit· availability 
the following seasons will be studied. ;This if carried very far will, 
howev€r, involve cad·ying the study back fH.rther than has been con­
templated for other phases of the study. Marketing practice in its 
relationship to credit will be considered also. 

S t a.tis ti.cal inf erenccs. 
It is assumed that such items in the sample as average size of 

farm, types of farm enterprise, credit needs per acre of potatoes, 
cash Qutlays per acre of potatoes, income per acre of potatoes, 
credit costs per farm and per acre of potatoes, proportion of colored 
to white operators, assets and liabilities per acre of potatoes and 
per farm will apply to the entire region with a small limit of error. 
These assumptions are valid if the sample drawn is representative in 
the .. respects. The sample is believed to be representative in the .. 
respects because the area was stratified on the basis of types of 
farming, average size of farm, proportionate acreage in potatoes, 
color and tenure of operator, and geographic location. Preliminary 
tests suggested that the sample drawn would be of sufficient size, 
if stratified, to allow close precision in the averages of the "controls." 
If the sample as drawn fulfills the expectancy as to precision, and 
there is' a measurable degree of correlation between the "controls" 
and such items as credit needs, assets, liabilities, expenses, income, 
etc., in the sample, it may in most cases be assumed that there is 
like correlation in ""the universe. The final test as to representative­
ness and precision must depend upon how nearly the results coincide 
1t'ith what is all'cau)' known about the reg:on and that which can be 
learned from other sources . 

.statement of inductive inferences. 
Inasmuch as the region studied is conspicuously different from 

any other region in the United States both as to type of farming 
and credit practice, it would be impossible to make inductive infer­
ences from this region to other regions. It may be possible, how­
ever, to extend the findings for the year 1929 into 1930 and some 
few years into the future. This procedure will bc justified only if 
the association found is a true association and the rate of institu-
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tional change i. slow from one year to the next. Credit needs per 
acre of potatoes, credit costs per acre of potatoes and per farm, 
income and expenses per acre of potatoes and per farm may be 
.,stimated for 1931 and for seve.ral years in the future if basic rela­
tionships remain unchanged. 

The length of the grower records and the consequent time involved 
in securing a record from an individual seriously limits the size of 
the project. Three hundred records of the sort prescribed in the 
project above would consume a mont.h's time for a crew of four to 
Jive men. For a project of 300 records together with supplementary 
records from banks, dealers, etc., it is estimated that salary and 
expense would amount to about $7000 besides material and publishing 
~xpenses. 

GROUP F 
Mi8CeUaneoU8 

PROJECI' 28. To explain variatiol18 in the interest rat .. within 
an area, sueh 88 the state (or the nation). 

(By Gabriel Lundy.) 
Objective.. . 

This project divides into two rather distinct objectives: first, to 
find what differences do exist in the interest rates obtained, and 
second, to explain the variations thus found in order to develop a 
better understanding as to which of them can and should be wholly 
or partly eliminated and which are of such a nature that tbey can­
not be modified or eliminated. 

1. Variations in the rate on the same kind of loans from one 
area to another. 

2. Variations in the rate charged by different institutions or 
agencies within a given more or less homogeneous area for 
the same kind of loans. 

3. Variations in rates charged on different kinds of loans by Ii 

given type of institution in a more or less homogeneous area. 
4. Variations in rates on the same type of loan made to different 

individuals by a given type of loaning agency in a given area. 

Sources of data and information. 
For differences of the type indicated in No.1 above, the reasons 

for the variations found are likely to lie chiefly in differences in soil 
and climate, differences in location relative to market centers, dif­
ferences in the age of the community, differences in the set-up of 
the financial institutions, and differences in race or nationality. 
Source material for study along these lines will be likely to appear 
in previous credit studies in the area, census data (both for craso-
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section and historical analysis), soil surveys, farm management 
studies in the area, assessed valuations as shown by tax records taken 
by survey from farmers and credit institutions in the area or furnish­
ing credit to it. 

The types of data indicated should yield information as to income 
per capita and per farm, and the type-of-farming data (see special 
reports of The Census Bureau on types of farming) should indicate 
something as to the seasonal distribution of credit needs, seasonal 
distribution of income, risk, and possibility of saving or accumulating 
funds. In areas. where income rna)' vary considerably from year to 
year, it will be desirable to attempl estimates of the range of 
variation and also the average income bver a period of years. Con­
stancy and regularity of income may be conducive to saving and 
lower interest rates. 

Since often the rate of interest varies by source of funds as well 
a. by periods and areas, the data on farm mortgages should show 
volume of loans and rate from each source for the year in wruch the 
mortgage was placed, and also term and repayment privileges. The 
duration of mortgages can be determined only from records of 
morl.gages paid and satisned. The volume of land loans 
from local individuals is difficult of ascertainment. but valuable 
estimates can be secured from local bankers, abstracters, and 
registers of deeds. In the representative-sample areas selected for 
more detailed study, I.he public records will give the most nearly cOm­
plete data on the source of all mortgage funds. Bul. even in such 
cases, the help of local people may be needed to classify individual 
mortgages as either local or non-local. Information on com­
mission charges is not so readily available, since this is not always 
recorded; but some information can be secured fr:OID. the institutions 
or agen~ies that customarily make these charges. 

Complete dal.a on delinquencies of interest and principal can be 
secured only from the mortgagees or lending institutions. Data as 
to cause of. delinquency and foreclosure are important, but may be 
difficult to ascertain from borrowers. The act of foreclosure usuall,Y. 
involves some legal procedure, and public records of the same. But 
for delinquencies not involving foreclosure often little can be 
ascertained. Even for foreclosures, the actual losses can be de­
termined only by information from the mortgagee or assignee in 
case the laUer has bid in the land and later sold it. 

Data as to purpose of loan may also be difficult to get, and in 
many cases may yield litt.le of value in explanation of the interest 
rate. Presumably the size of loan will be less if for consumption 
usc. Larger 10ans may be granted if intended for increasing the 
productive capacity of the security, but the proceeds of such loans 
will usually not be made available to the borrower except in pay­
menl. for 'the agreed or specified improvement. However, if the 
mortgage is given in lieu of part of the purchase price, the interest 
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rate may be lower than on regular loans, and for this reason the 
data should show the purpose of the loan. 

For the information required under 2, 3, and 4, chief reliance will 
have to be placed on records taken directly from farmer borrowers 
and from the credit institutions making these loans. 

Usually studies of the type here indicated will not be among the 
first credit studies undertaken, but are likely to be preceded by such 
studies as those indicated in Projects 1, 2, 5, 7, 11, 12, eic., and 
much of the information needed in this study may have been revealed 
in these earlier studies. Information such as the following will be 
that chiefly needed: What loan institutions and agencies operate 
in the area? \Vhat is their organization, source and cost of funds; 
adjustment of term or specified duration and repayment conditions 
to needs of borrowers; interest and commission charges, appraisal 
mdhods, ratio of loan to value, delinquencies, foreclosures, losses, 
volume of loans and cost of doing busine,is? 

'Vhere it seems feasible, the various classifications may be based 
upon institutions making the loans, purpose of loans, term, ratio to 
value of security, etc. Classification of collateral may be on the 
basis of liquidity, tenure of borrower, net. worth of borrower, etc. 
Where interest is collected in advance, this feature will need to be 
allowed for in comparing interest rates. Differences in sea sana] 
v.ariations in interest rates may also require consideration in con­
nection with the shorter loans. This probably will not be a factor 
in compaI:ing interest on mortgage loans. 

The collection of some information on legal factors affecting 
interest rates will be necessary; for example, the following: Usury 
rates, legal rate of interest, maximum rate permitted by law and 
degree of enforcement of law, laws governing security or collateral, 
ease or difficulty of foreclosure and cost of such redemption privileges, 
taxes on moneys and credits, etc.; banking laws: ease or difficulty 
in organizing hanks, capital and reserve requirements, and other 
requirements affecting earnings or cost of operation, laws relating to 
interest permissible on deposit (customary undel' guaranty of de­
posit law). This information on laws can be obtained from banking 
departments and from attorney generals or states attorneys. 

The extent of competition may be indicated to some extent by 
studying t.he number of banks and loaning capacity in proportion to 
area and population. These data can usually be obtained from state 
banking departments. and from the comptroller of currency. In some 
cases it may be possible to get from the bankers' association of th-:­
state, county, Or region, some information as to agreements among 
bankers as to rates and charges . 

• Data as to risks from weather may be secured from the Weather 
Bureau, or from state hail insurance departments, or from private 
hail insurance companies, or from associations of such companies. 
Soil specialists, agronomists, animal husbandmen, and entomologists 
should be able to furnish helpful information as to risk. For example, 
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certain loaning agencies refuse to place loans in sandy soil areas in 
the wheat regions. Reduced competition resulting from this as well 
as the risks themselves may be a cause of high rates in these areas. 

'Vhile the rate on somewhat comparable industrial or commercial 
securities would not directly explain the rate on agricultural loans, it 
will be well to get sufficient data on city financial conditions to indi­
cate the major causes of difference, if any, between urban and rural 
rates. What type and proportion of security? How readily market­
able? Is the market price always known? How does the average size 
of the bank and the cost of opera tion ~per dollar of loan compare 
with the rural bank! etc.? Also average size of deposits and of 
loans, terms, costs? 

Frequently the most economical way of obtaining data from county 
records is to employ one of the local abstracters in each county seat. 
In some cases local abstracters have fairly completc abstracts of all 
recorded documents and can, furnish the information from such 
abstracts of all recorded documents at lower cost than by going 
direct to the county rertJrdo. The local abstracter io also likely to 
know of the oaleo arid i. able to identify and list purchase money 
mortgages more readily than can a stranger in the community. Time 
and expense will prohibit getting data on all farm mortgages. It will 
be necessary to consider whether to get rates on only current loans or 
on all loans in force. For comparative purposes, since the proportion 
of all mortgages still in force and of new mortgages just placed may 
differ from place to place, and because the interest rate may have 
changed, care must be taken to make comparison of rates only be­
tween mortgages of concurrent date. 

The determination of cost of rendering various banking services 
may involve considerable work and may be impractical in this study 
except in so far as the data of other studies such as Project 5 can 
be used. Considerable information as to methods applicable to 
smaller banks can be had, however, through the bankers associations, 
and for the iarger ~ity banks where costs are computed, information 
as to both costs and the method of analysis can usually be secured 
upon request. Even here, however, judgruent may differ as to the 
apportionment of cost. 

Method of analysis. 
Only experience with actual collection, organization and analysis 

of data in such a project will indicate the most effective method of 
analysis. The following points may be suggestive, however. Assum­
ing that it has been possible to obtain an accurate measure of the 
interest differences sought, the next problem is that of seeking to 
determine the causes of these variations. The tracing of cause and 
effect will prove difficult and elusive. While the interest rate sup­
posedly represents a balancing of supply and demand, the fact still 
remains that if any factor or factors determine the rate of interest, 
the amount of credit asked and granted will tend to adjuot itself to 
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the rate. If on the other hand, demand is the more rigid element of 
the situation, rates will tend to adjust themselves at the points 
necessary to draw in these amounts of credit, to cover risks involved, 
etc. These represent the extremes. No doubt the true situation as 
to cause and effect lies somewhere between the two. 

We must therefore in each of the classes of differences cited seek 
first of all to identify the reasons for variation. These should, of 
course, manifest themselves in the differences between the regions, 
agencies, types of loans, or kinds of borrowers' fund. Certain of 
these differences may be expected to affect the supply side of the 
problem. For example, are there significant differences in the average 
net worth of the farmers of the different communities as a result of 
longer settlement, differences in the percentage of the value of tbe 
land which must be borrowed, differences in the saving and investing 
habits of the community, etc. Qualitative treatment of these will be 
necessary as a first step and some of them may be impossible of any­
thing other than qualitative treatment. However, such quantitative 
measures as per-capita or per-fann loaning capacity of the credit 
institutions of the area related to per-farm or per-capita borrowings 

• may provide usable indicators. Relative risks, especially if not 
subject to accurate measurement, will also affect the supply of credit 
available. The effect of differences in the hook-up of credit agencies 
in the areas with the general credit pool of the country will likewise 
affect supply. It may be possible to gain some indication of this 
from the amounts borrowed from outside and the rates paid on them. 
This, however, may be a measure of the supply shortage at a given 
rate rather than of the effectiveness of the channels of communi­
cations. 

In studying the cost of banking as a cause of regional differences 
in interest rates, it will be necessary to give some consideration to the 
CRuses of differences in cost, whether size of the average busines8 
unit, differences in size of average loan and deposit, differences in 
cost of supervision and collection of loans, legal requirements, losses, 
etc., and whv these individual costs differ. Consideration should also 
be given to "the effect of the type of bank organization~individual 
unit bank, member of chain or group) on costs. ConceIvably the 
type .of organization might have some effect on the ~obilit~ and 
hence the cost of funds. Efficiency should also be conSIdered m the 
study of banking costs. The presence of a sufficient number of banks 
to make competition possible dues not justify the assumption that 
efficiency will result. The seasonal distribution of deposits in relation 
to the peak demand for loans may have some bearing on costs and 
rates. If Projects 10 and 11 have been carried out for the different 
areas, t.hey probably will have provided answers to these questions. 

On the demand side, differences are most likely to be due to dif­
ferences in the age of the community and in the valuations placed on 
land and the effects of these upon the amount of borrowing necessary 
to supplement the average amount of accumulated wealth. The de-
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mand side of the situation will also be affected from two opposite con­
ditions as to profitableness of production. If production is profit­
able, there will be a strong demand for credit for expansion and for 
increasing the valuations of land. If production is very unprofitable, 
there is likely to be a strong demand for credit to meet current ex­
penses, for advances to finance changes in types of farming, etc. Be­
tween these is a condition where credit demand will tend to be at a 
minimum. Both condi~ions, however, tend to affect supply, the one 
favorably, the other adversely. Some quantitative indications rela­
tive to these conditions can be developed out of data as to trend of 
~arm incomes, trends in farm land values

t 
trends in delinquencies on 

mterest payments, taxes, etc. . 
A comparison of the< rate on deposits a~d on loans may be fruitful 

in connection with a study of the cost of banking operations. A 
determination of the reason for this spread would help in explaining 
the interest rate. A correlation between the cost of bank operation 
and the rate of interest on bank loans would be expected to show 
SOme cause-and-effect relationship. But the isolation of true credit 
costs in a small country bank, where the same workers perform several 
duties, some of which are not connected with banking nor any part of 
the banking function is next. to impossible in many cases. 

Risk as a factor influencing the interest rate will have to be con-· 
sidered in at least two different ways: By prorating the losses as well 
as the extra collection costs caused by poor loans, one may be able to 
get a measure of risk as a cost or as a. necessary percentage addition 
to the interest rate. This might or might not be a measure of risk 
in the given area, since some of the higher risk loans may be taken 
on in a supplementary way at very small net returns provided these 
net returns are estimated to cover the special costs involved. An 
attempt should also be made to determine the extent to which risk 
reduces the supply of loan funds offered in the region and the probable 
effect on the interest rate. Lack of knowledge as to what the risk 
actually is may cause the risk element to have an undue influence on 
the rate. In. this .connection, it will be necessary to identify as 
clearly as possible what factors in the local agricultural situation, 
in the credit policy of the bank, etc., give rise to the risk and con­
sequent loss. It may be desirable to check explanations of delin­
quencies as given by lenders with those given by the borrowers. 
These explanations may not agree, and both views are needed for a 
correct appraisal. . 

A full understanding of the supply situation will involve com­
parison of the mobility of funds of· various kinds between different 
regions nnd especially between country points and the larger financial 
centers. Investment opportunity and mobility of funds will need 
considera tion wjth reference both to the local financial institutions 
and the local individual lenders and borrowers. Mobility and invest­
ment opportunity may both be affected either by the knowledge 
possessed by lenders and borrowers or by the organization of the 
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financial institutions concerned. These phases of inter-area move­
ment of funds are discussed more fully in Project 32. 

There are undoubtedly a number of factors or forces influencing 
the interest rate which at present do not seem to be measurable in B 

numerical sense. The entire problem, therefore, may be impossible 
of exact solution on a quantitative basis alone. Progress can be 
made, however, only by attacking problems which hitherto have 
resisted explanation. 

U. S. D. A. Bulletin No. 409, "Factors Affecting Interest Rates 
and Other Charges for Short-Time Farm Loans," show, regional 
differences in intere,t rates and the co-variations of these with 
natural conditions. . The type of farming, the distance from 
financial centers, characteristics of borrowers, the size and purpose 
of the loan, etc., are shown to have some effect on the interest rate. 
Another study is reported in "Farm Mortgage Interest Rates" by 
Clara F. Wigder in the Journal of Lami ami Public Utility Eco­
nom;cs, January, 1925, Vol. I. pp. 102-117. The author holds that 
"conditions affecting farm-mortgage interest rates are primarily 
local in character," and confines her investigation to more general 
factors. She shows inverse correlation between land values and the 
interest rate, land values in turn being based on physical and eco­
nomic factors determining productivity. The investigation is based 
on the 1920 census data, and consequently does not include loans on 
farms not owner-operated. It is possible also that the rates re­
ported by the census covered old as well as new mortgages at the 
time of enumeration. These defects of the census data mayor may 
not have any material effect on the accuracy of the results. Most 
of the explanations of interest rates in recent rural credit bulletins 
are on a qualitative rather than a quantitative basis, or show some 
association or correlation between various factors or conditions and 
the interest rates. 

PROJECT 29. To measure changes In interest rates and account 
for them. 

PROJECT 30. To develop slgnific-ant indexes of changes in the 
agricultural credit situation and collect the data needed 
therefor. 

(By R. C. Engberg and H. I. Richards.) 
Objectives. 

In many studies of agricultural credit policies and problems. 
representative index series of the amount and kind of loans made 
for agricultural purposes, of interest rates, payments on loans, fore­
closures and other features of the agricultural credit situation over 
a series of years, would be exceedingl.}' useful. They would furnish a 
criterion for estimating the effect of agl·icultural credit policies that 
are adopted from tim~ to time or that haye been adopted in the past. 
They should enable credit agencies to estimate more accurately than 
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at present the demands for credit that are likely to be made in the 
near future. Some of them would also furnish inrucators of agri­
cultural conditions. Measures of the volume of farm mortgages fore­
closed would make possible an analysis of the factors to which these 
are related, such as changes in agricultural income, the level of agri­
cultural prices and other factors. Series of this kind would be 
particularly useful if worked out for type-of-farming areas, inru­
vidual states or agricultural regions. 

Following are some of the index series that would be significant for 
the foregoing uses: 

1. Farm mortgages. 
a. Loans secured b,), tirst mortgages on farm rea.l estate. 

(1) Number and amount of loans c1~sed.· 
Representative series of this kind will indicate the volume 

of such credi\ being extended currently. In order that the 
data may be properly interpreted, however, a number of 
classifications will be needed. The most important clas­
sification probably will be that indicating the purposes of the 
loans. It will be particularly helpful to note the extent to 
which credit is used for the purpose of refunding existing 
mortgage debt, of liquidation of short-term credit such as 
loans from commercial banks, or for some other purpose. 
The Federal Farm Loan Board now classifies its loaM 
according to the purpose stated by the borrower as follows: 
·'purchase of land," Upayment of mortgage," "payment of 
other debts," "buildings and improvements," and "equip­
ment, fertilizer, livestock and irrigation." Repres?Dtative 
series of this kind for all farm mortgage loans would throw 
considerable light on trends in agricultural development_ 

Another classiDca tion could well be made according to 
sources of credit. Such a classification would indicate shifts 
in the relative importance of various types of lending in­
stitutions in furnishing credit of this kind. These shifts can 
then be studied with relation to the loaning policies of each 
type of institution. If both the number and amount of loans 
are obtained for each of these c1assiDcations, it will also be 
possible' to st~dy trends in the average size of loans for each 
purpose and for each type of lending institution. 

Series of these kinds wiII be most useful if worked up for 
each state Or agricultural region as well as for the lJnited 
Sta tes as a whole. There wiIl no doubt be significant dif­
ferences in trend in different states or regions. In con­
structing these series, data from the official publications or 
reports of the loaning agencies should be used wherever 
possible. These sources are discussed more fully Illter. 
They will need to be supplemented, however, by questions 
sent to lending agencies, and perhaps even to farmers, in 
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order to keep in touch with trends in the amount of mortgage 
credit furnished by these agencies, if a representative index 
of all farm mortgages closed currently is to be obtained. 
Tbese supplementary sources of farm mortgage credit are 
important, and changes in their relative significance have no 
doubt been taking place in recent years. Tbe individual farm 
mortgage holder is probahly not so important as in earlier 
years. For this reason, trends in the farm mortgages closed 
by the regular lending institutions may not represent 
accurately the total volume of new mortgages issued. They 
will, howe,'cr, be very significant indicators of changes in 
their total volume. 

(2) Number and amount of such loans in force. 
Representative series of this kind will indicate changes in 

the number and volume of farm mortgage loans outstanding. 
They will rellect trends in the balance between payments and 
foreclosure of loans and volume of new loans closed. These 
trends no doubt should be studied in connection witb trends 
in agricultural i,neome, methods of agricultural production 
and other factors especially in particular areas. They will 
be useful also in studying the effect of particular loaning 
practices and policies of lending institutions on the volume 
of mortgage loans in force. 

The United States Department of Agriculture now pub­
lishes annual estimates of the total volume of mortgage debt, 
and the debt on owner-operated, tenant-operated and 
manager-operated land by states. Separate series for each 
type of lending institution will therefore indicate changes 
or trends in the proportion and amount of mortgage loans 
supplied by each type. 

(3) Ratio of payments on such mortgages to the principal and 
interest maturing currently. 

A representative ratio of payments on the principal of 
farm mortgages to the principal maturing currently would 
indicate the extent to which farmers are meeting their farm 
mortgage obligations. It would also furnish a good in­
dication of the financial condition of farmers, although 
interest payments and maturities would want to be included 
with the principal for thaI. purpose. Many persons will also 
be interested in determining the relationship between these 
ra tios and agricultuI'al income over a series of years. Such 
ra tios in order to be most useful, will want to be worked up 
by states or agricultural regions as well as for the United 
States as a whole. 

In the construction of this index, it may be possible or 
feasible to obtain data from only a part of the agencies 
lending money on farm mortgages. At present, no lending 
institutions publish data of this character in sufficient de-

145 



tail for this purpose. In view of this fact, it will be necessary 
to establish contacts with representative lending agencies 
and make arrangements with them for the reporting of the 
da ta needed. 

It is not necessary to obtain such data for all farm mort­
gages in order to construct a good series. Ratios of this 
kind for representative types of lending institutions should 
give a fairly good indication of changes in the financial con­
dition of farmers. Of course, institutions or companies that 
are very careful and conservative in making loans will 
naturally have sruaHer fluctuations in this ratio. For in­
stance, ratios of this kind for ~rst mortgage loans cannot 
be expected to fluctuate as widely as those for junior mort­
gage loans. They may be expected, however, to show about 
the same fluctuations on a minor scale. In any case, sepa­
rate series for both types of mortgage loans should be con­
structed if data are available and the differences in fluctu­
ations studied. Then if the differences are small only one 
series may want to be continued. 

One important factor that must be taken into consi­
deration consists of the obligations removed by foreclosure 
and the amount carried over from previous periods. Mort­
gages are not ordinarily foreclosed immediately upon failure 
of the borrower to meet his interest and amortization pay­
ments when due. These loans are carried forward for a time 
and the borrower is given an opportunity to make up his 
delinquency. In years when agricultural incomes are large, 
many of these back payments will be made, while if incomes 
are low many of these will be foreclosed. Probably the best 
way of working up this ratio will be to express the payments 
for each period,as a percentage of current maturities, includ-' 
ing those for loans foreclosed during the period, but not in­
cluding delinquent payments that have been carried forward 
from th~ prece.ding year or period. Such a ratio would be 
especially useful in studying the relation of agricultural 
income to payments on mortgage debts. It would not, how­
ever, be an accurate measure of the rapidity with which 
loans were being paid up. For that purpose, payments on 
the principal would want to be expressed as a ratio of both 
current maturities and amounts carried forward, but not 
including loans foreclosed during the period. In this con­
nection it should be noted that while these series would 
furnish a good indication of the financial condition of 
farmers, it is often possible for them to negotiate other 
loans out of which they can meet interest and amortization 
payments on mortgages. 
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(4) Loans foreclosed. 
There is a great deal of interest, especially at the present 

time, in the number of loans forec1osed, and the acreages of 
land involved. Series of this kind are wanted for individual 
states and agricultural regions as weU as for the United 
States because they indicate fairly well the financial con­
ditions and income of farmers. Some economists would 
also like to know the appraisal value of this land, and the 
unpaid principal of the loan when foreclosed, as well as other 
data, in order to study the causes of these foreclosures. Some 
of the foreclosures will be consummated by the purchase at 
the sheriff's sale of the lands by an outside party and no 
loss sustained to the lending agency. In recent years, how­
ever, most of them have been consummated by the purchase 
of the lands at the sheriff's sale by the lending agency. It 
will be of interest to obtain this segregation of the fore­
closures consummated, and such a segTC'gation, of course, 
will then show the amount of current real estate acquire­
ments by the lenders. 

Records are probably available showing most of the data 
desired for practically all of the farm mortgage loans fore­
closed. The problem here is to secure sufficient data to make 
up a representative index with the -least effort, especially in 
keeping it up-to-date. The Federal Farm Loan Board, in 
its annual reports previous to 1930 gave the number of 
loans foreclosed, the amount of the unpaid principal and 
the bank's total investment. Insurance companies are also 
required in many states to 'report the real estate acquired to 
superintendents of insurance, and banks may be required to 
report some information of this kind to state banking de­
partments. Records of foreclosure by these and other lend­
ing agencies can be found at the count,}' courthouse in most 
states. 

In general, it seems likely that records of foreclosure 
by banks, insurance. companies and the federal land bank 
and Federal joint stock land banks would furnish a repre­
sentative series in most states. Jlowever, some intensive 
studies in a few counties or townships from which complete 
data can be obtained over a series of years would be of use 
in testing the reliability of this conclusion. 

(5) Sales of acquired farm real estate. 
The information of most general significance in regard 

to the sales of farm real estate acquired through fore­
closure, is the number of farms, acreage of land, appraised 
value of the farm and the year appraised and the sale 
price. Series of these kinds will indicate changes or trends 
in the demand for farm land. A ratio o( sale price per acre 
to appraised value per acre, each adjusted for the level of 
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land values in the year when made, would furnish II par­
ticularly good indication of the demand for farm land. 

Two other series will be of use in determining the losses 
sustained by the lending agency Or institution. These are 
the unpaid principal of the loan represented and the in­
vestment in the property at the time of the sale. Series of 
this kind will be useful in analyzing the risk involved in mak­
ing farm mortgage loans. 

In order to obtain comparable figures for such series, CRI:e 

should be exercised in ascertaining the method by which the 
investment is computed by the "'porting agency or insti­
tution. For dample, some institutions make a" practice of 
accruing interest on their investments up until the date of 
sales, while others include only cash outlays in their invest­
ment figures. Variations of this kind, of course, will pre­
cluding a satisfactory comparison of losses sustained. 

(6) Acquired farm real estate on hand. 
The number of farms and acreage of land acquired by 

foreclosure and still held by the loaning agency is of general 
significance in the agricultural situation. This land is now 
being held in the hope of obtaining higher prices. The 
owners, however, are in most cases anxious to sell, and this 
land may well be called "distressed" real estate. In judging 
the prospective trends in land values in the near future, it is 
important to know the amount of this land being held for, 
sale. 

The unpaid principal and investment of the lending in­
stitution in this land will also he of significance, especially to 
the lending institution. So would the estimated recovery 
or market value of the land if available. 

(7) Interest rates. 
There are relatively wide differences in interest rates for 

different . types ·of loans in the same area. There are also 
differences in interest rates over a period of time for the 
same kind of loans, or in different areas at the same time. In 
measuring these differences two types of series are of sig­
nificance. One is the weighted average rate of interest 
paid for farm mortgage 'Ioans in different areas or at dif­
ferent times. The data needed are the interest rates and 
volume of new loans closed in each area. The other series is 
an index number summating several series of interest rates 
each representing one kind of loan and one amount of ser­
vice at each period or place. The individual series are ex­
pressed as relatives of some base period, and these are 
weighted hy the volume of loans represented by each interest 
rate series in some base period Or by other methods of 
weighting commonly used in constructing index numbers. 
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b. Loans secured by junior mortgages. 
It will be desirable if possible to secure a few series for second 

and other junior mortgages. Complete data on these will, how- , 
ever, be much more difficult to secure, and in many cases will 
have a different significance than the changes in first mortgage 
loans. 

2. LoaM secured by agricultural commodities. 
Loans Qf this type ordinarily will be made for the purpose of 

financing the marketing of the commodities involved, and will there­
fore be for a relatively short term. The following series will be of 
general significance. The significance of the first three will probably 
be increased if they can be classified by commodities. The nature of 
the problems involved may be judged from the discussion above for 
real estate loans. 

1. Dollar volume gran ted. 
2. Ratio of payments made by borrowers to the amount due. 
3. Volume of credit outstanding at a particular time. 
4. Rates of interest on new loans. 

Sources of data. 
The sources of data will be mainly primary in nature and will cor­

respond closely to the sources of the credit. Very little dependence 
can be placed upon secondary sources, at least for current data. The 
published material for both previous and current periods is very 
meagre. Sources of data not presented fully in projects already 
discussed, are as follows: 

1. Life insurance companies. The Survey of Current Business 
publishes each month the volume of farm mortgage loans held 
by 10 life insurance companies (this series is the same as the 
one for 40 companies previous to June, 1931) having 81 
perceni of the total admitted life insurance assets of the 
United States legal reserve companies. This information 
runs back to 1923, and the September, 1926 issue includes .. 
compilation by states of mortgages owned by 57 companies 
outstanding December 31, 1925. The published proceedings 
of the annual convention of the Association of Life Insurance 
Presidents usually include some data on farm mortgage loans 
held. For example, the proceedings of the twenty-fourth 
annual meeting, December 11-12, 1930, give data on farm 
mortgage loans held by 52 companies on December 31, 1906 
to 1930, and a s~gregation of total loans outstanding Decem­
ber 3J, 1928 and 1929, by census districts. The interest rate 
on these loans, however, is not reported. An important pri­
mary source of data regarding farm mortgage loans of life 
insurance companies is to be found in the reports which they 
submit annually to the insurance department of many states 
in which they operate. Perhaps one of the best states for 
this purpose is New York, since a very large proportion of all 
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life insurance companies operating in the United States report 
to the superintendent of insurance at Albany who publishes 
annually It report based upon them showing the farm mort­
gage loans held by each reporting company classified by 
states. This report, however, does not include such infor­
mation as the amount of loans closed, retired, foreclosed, and 
the acquirement and sale of farm real estate by life insurance 
companies. However, such-data can be obtained from the 
individual reports in the various state insurance offices. A 
few such compilations of these data have been made. A 
mimeographed report of these cornpila tions for companies 
operating in the State of Ohio relating to their activities in 
that state has been issued by the Ohio agricultural experiment 
station. Estimlttes of the total mortgage debt made by the 
Department of Agriculture include an estima Ie of the amount 
of loans held by life insurance companies. 

2. Federal land banks and joint stock land banks .. Data on 
loans closed and outstanding, and the rates of interest charged 
are included in various forms in the annual reports of the 
Federal Farm Loan Board and the pamphlet which it pub­
lishes quarterly. The balance sheets which are included in the 
quarterly publication show the amount of acquired real estate 
held, but more detailed information regarding the properties 
on hand December 31, as well as sales, are included in the 
annual reports. All of these data are reportcd by .tates and 
land bank districts as well as for the United States. Figures 
on real estate acquired were included in the reports up 
through that for 1929. None of the published reports of the 
Board include data on maturities or collections. A few of 
the banks issue annual reports giving details not included in 
the publications of the Board. 

3. Priva te mortgage companies. To Our knowledge there 
are no du ta available showing the amount of credit handled 
by these concerns except what has heen collected at variou~ 
times by the D.partment of Agriculture and included in its 
estimates 'of the total mortgage debt. The possihility of ob­
taining such information through the Mortgage Banke .. 
Association of America might be investigated. 

4. National, state and other commercial banks. The re­
ports of the Comptroller of the Currency include a segre­
gation of the loans and discounts of all reporting commercial 
hanks outstanding, of which one class is designated "Loans 
and discounts secured hy farm land." Before using this 
figure, one must ascertain its exact significance. The asset 
item "Other real estate owned," also may be of some signi­
ficance, since any farm real estate acquired by forec1osure 
undoubtedly is carried opposite this caption. However, it 
probably includes also any urban real estate acquired by fore-
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closure. The data availahle from state banking department. 
should be im-estigated. The U. S. Department of Agri­
culture includes the amount held by commercial baoks io its 
estimates of total mortgage_debt. 

5. Loans made by state governments. A number of states 
have established funds or authorized existing funds to be used 
for the purpose of making farm mortgage loaos. Any 
available reports from these sources should be obtained. 

6. Individuals and other sources of farm mortgage credit. 
Aside from certain special studies, which will be referred to 
later, and the estimates of the U. S. Department of Agri­
culture bjlsed on information in its files, there are no data 
regarding farm mortgage loans from these sources available. 

7. Other sources of data. In addition to obtaining informa­
tion from the sourc('s referred to in 1 to 6 inclusive, each 
institution itself constitutes a primary source of data, if its 
cooperation can be obtained. Another primary source con­
sists of the record of mortgages made by the county_ In this 
record the terms of the loan are set (orth together with & 

description of the security. A few studies of farm mortgage 
credit based on data obtained from this source have been 
made. One is a cooperative project between the U. S. I!epart­
ment of Agriculture and the Iowa Agricultural Experiment 
Station covering all the recorded mortgages in Story County, 
Iowa, from 1854 to 1930. The results have not yet been pub­
lished. For some published studies see David Rozman, 
"Land Credit in Walnut Grove Township, Knox County, 
Illinois," Journal of Land and Public Utility Eco1!()mic., 
August, 1928, pp.301?-312. This covers data from 1850 to 
1925. Also David Rozman, "Land Credit io the Town of 
Newton, l\:lanitowoc Count)T, Wisconsin, 1848-1926," 
Journal of Land and Public Utility Economic., November, 
1927, pp. 371-384. 

}>ROJECT 31. To determine the relation of public credit 
policy to agricultural policy as exemplified in the inHuence 
of credit policy upon: 

1. Expansion and contraction of the production of farm pro-
ducts. 

2. Land utilization and agricultural development in general. 
3. The same in particular areas. 
4. Emergency situations. 

(By M. R. Benedict.) 

The purpose of this project is to provide a better understanding 
of the effects of various credit policies on the responses of farmers, 
on their later financial condition, and on the production, balance of 
income, and financial condition of the nation as a whole. It has been 
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apparent that such violent monetary changes as occurred in the 
United States between 1914 and'19"25, and even many of the less 
pronounced variat.ions such as those accompanying the business 
cycles, create maladjustments to which farmers find it particularly 
difficult to adjust themselves and which cause them considerable loss. 
It is also probable that variations in the credit policies and costs 
affect such problems as oyer- and under-production of beef cattle,. 
sheep, cotton, etc. Until a fuller knowledge is availahle, or at least 
a more complete hypothesis as to the relationships 'nvolved in these 
problems, it is impossible to develop or to tryout an" comprehensive 
policy with regard to agricultural credit. ~There is much to indicate 
that farm sentiment haf often favored cr~dit expansion when credit 
restriction would have been more to the advantage of farmers in 
general. However, too little work has been don£' on this great com­
plex problem to warrant the laying out of any definite line. of proce­
dure. Methods and relationship~ will need to be tried out and new 
leads followed up as they develop. This method will require devising 
some measurable criterion of public credit policy, especially as to 
credit policy in relation to agricultural production. Conceivably, 
if we accept a theory of credit appropriate thereto, such a measure 
might be in terms as the relation of the Federal Reserve rediscount 
rate and open market operations to the trend for these over a period 
of years. These might indicate the Reserve Board'. efforts to affect 
the credit situation. If a measurable relationship of these factors 
could be established, it would be possible to identify certain periods 
as being characterized by a policy of crodit expansion and others by 
a policy of credit contraction. However, since either of these lines 
of activity is likely to be running consciously counter to the trend of 
events as inauenced by other factors, the effects of the credit policy 
in itself are very difficult to isolate. 

It is doubtful if a credit expansion or contraction policy can be 
80 formulated or its execution so regulated as to differentiate it for 
the various groups in the national economy. It is probably possible, 
however, to identify different sequences and behaviors associated with 
particular general policies. If this can be done, it will probably be 
possible to indicate with some degree of accuracy the influences of 
different policies on various phases of agriculture. In this con­
nection, it appears to be a mistake to attempt to handle agriculture 
as a unit. Different agricultural products and different agricultural 
areas will be differently affected. It is probable that the most fruit­
ful approach will be in attempting to develop certain groupings of 
agricultural products which have within themselves similar situations 
as to demand elasticities, as to classes of buyers, and as to supply 
conditions; that is, groupings which would be affected in a similar way 
by changes in the credit situation. It may then. be possible to find 
80me recognizable order in the sequence of price movements and" 
production changes during major changes in the general situation in­
dicated above. 
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If this approach proves feasible, the next step will be to combine 
these effects for the particular comhina tions of products for given 
areas in an effort to estimate the gross effects upon the agriculture 
of these areas. It may bc possible then to relate these roughly to 
such things as land prices and changes in mortgage debt. 

All such estimates as those above indicated will involve much 
reasoning from analogies, careful consideration of unique factors 
which may have affected given situations, and the applications of 
particular hypotheses. Conclusions drawn from them will not 
usually be sufficiently substantial to be regarded as demonstrated 
relationships, but should contribute to a more carefully reasoned ex­
planation of such relationsbips than bas been available heretofore. 

The discussion up to this point has had to do primarily with the 
general commercial credit structure in its relation to agriculture. A 
second phase of the problem has to do with the effect of given policies 
in the handliqg of those credit agencies especially designed for the 
provision of agricultural credit, especially the federal land banks, 
the intermediate credit banks, the insurance companies and the 
country banks. It is probable that any study of these will best be 
taken up by regions, possibly by land bank districts, as these 
policies are likely to vary from region to region. 

Here again a difficult problem arises in getting any objective 
measure of changes in policy. For land loans the most significant 
element of policy will probably consist in deciding whether to let 
appraisals follow such rather rapid movements of sale prices as those 
of 1919-1920, or to attemp~ by limiting the size of loans, to hold 
land prices to a more stable basis. It is probable that some types of 
loaning agencies will follow different policies than others. If so, it 
is desirable to identify these differences and to consider their effects· 
in changing the" relative volumes of loans by different agencies and 
the total volume of loans made. State loan systems may, for example, 
follow a more liberal appraisal or percentage loan policy than the 
fec::lcralland banks or the insurance companies. 

Probably the best criterion of loaning policy by these agencies will 
be found by plotting historigrams of the appraisals of land of a 
giyen type and location, the best obtainable estimates of current sale 
prices, the maximum loans per acre on these lands, "and the volumes 
of loans made, both volume of new loans and changes in total loans in 
force. This will not make possible an appraisal of the effect of the 
loan policy on land prices, as the loan policy will he simply a means of 
checking or intensifying land price movement and sales activity which 
is arising from other causes. It may be possible by surveys among 
farmers to gain some idea of the effectiveness of such checks on land 
lales aclivi t y and land prices. 

In the case of loans by intermediate credit banks, and by local 
banks for production and marketing, it may be possible to find 
written statements of policy or settled oral agreements whicb will 
represent policies adopted. These will usually need careful checking 
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up, however, to see whether the stated policy was actually that fol­
lowed. 

The choice of period to he covered may prove difficult, but in 
general, since much of the conclusion must be drawn from analogy, 
it will be desirable to consider for some phases of the problem a 
period going back as far as the beginning of the main period of 
commercialized agriculture. Probably no very well defined credit 
policies will be ascertainable back of 1914, but some of the monetary 
phenomena which tend to accompany given credit policies may be 
recognizable. 1\1ore intensive study will of course be given to the 
period since 1918. 

The most important types of error to be on gnard against will be 
the misinterpretation of related variation~ in the different phases of 
the problem. So many d~fferent factors are l responsible in varying de­
gree for each change in the situation that very careful qualitative 
analysis will be necessary in each case for even an estimate of the 
effect of any given factor. 

The preceding discussion represents only a general consideration of 
possible lines of aUack on the subject. The problem is so complex 
and so little has yet been done on it that much of the methodology 
will have to be worked out and tested as the study proceeds. 

Some suggestive approaches to a related problem will be found in 
two articles by L. H. Bean of the Bureau of Agricultural Eco­
nomics, "Post War Interrelations Between Agriculture and Business 
in the United States," address delivered· before the second inter­
national conference of agricultural economists, Cornell University, 
August, 1930 and "The Agricultural Situation and Its Effect on 
Business in 1931," paper read beforll the joint meeting of the 
American Statistical Association and the American Farm Eco­
nomics Association, Cleveland, Ohio, December, 1930. A paper by 
o. C. Stine, "The Effect of the Business Depression on Agriculture" 
read at the twenty-second semi-annual meeting of the'American Rail­
way Development Association, Chicago, December, 1930, may also 
be ·helpfuL 

Of the projects now under way in the Bureau of Agricultural Eco­
nomics, the one most spocincally concerned with this problem is under 
the leadership of Norman J. Wall, and entitled "The Influence upon 
Agriculture of Instability in the Wholesale Price Level Arising 
Through Changes in the Credit Situation." 

PROJECT 32.· To analyze the use by agricultural area. of 
short-term credit from outside these areas. 

(By M. R. Benedict.) 

A number of questions relative to the relationships between the 
short-term credit situation in agricultural areas and that in the 
money centers have not as yet been very definitely studied. Only the 
general outlines of the movement of short·term funds into and out of 
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agricultural areas are known. Answers are Bought to such questions 
as the following: 

1. To what extent are high short-term rates in agricultural 
areas due to the character of agricultural loans (risk, 
liquidity, etc.) and to what extent to a failure to achieve a 
nation-wide supply-demand credit adjustment in the short­
loans market? 

2. To what extent can agricultural short-term paper he sold 
directly in other parts ·of the country? . 

8. To what extent is the "revolving loan fund" of the agri­
cultural area supplemented by inter-community borrowing 
through: 

8. Rediscounting with city correspondents. 
b. Rediscounting with federal reserve banks. 
c. Direct borrowing from such agencies as livestock loan 

companies, dealers in the products of the farm, etc. 
40. To what extent (a) can and (b) should such inter-community 

borrowing occur? 
5. To what extent could the situation he improved by a hetter, 

stronger, and more regionally and industrially diversified 
banking organization? 

The following discussion is not a complete project outline, but 
i. designed to present some phases of the problem and to suggest 
possible lines of attack on it. 

A given agricultural area must supply the short-term loans used 
by it either from the loan fund accumulated by it or by borrowings 
from other areas which ha,ve a surplus of credit at the interest rates 
prevailing. If its capacity'for the granting of short-term loans is 
limited to the loan fund accumulated in the community, this limitation 
probably constitutes one of the important reasons for differences in 
interest rates between areas. If it is not so limited, such differences 
in interest rates are due primarily to differences in the risk, the 
liquidity, and the availability to investors of the loans in the area. 

Very considerable amounts of credit in the form of mortgage loans 
are known. to move from area to area. The movement of short-term 
loan funds is not so easily measured nor so well understood, nor has 

. the degree of interchan"geability of these types been very fully 
analyzed. 

The analysis of areas and of credit institutions outlined in Group 
B, will if previously carried out afford much of the basic information 
needed for the summarization contemplated in this project. The 
analysis indicated for Project 30 also provides an attack which 
should aid materially in ~stimating the extent to which non-fluidity in 
the short-loan market is a factor in the differences in interest rates 
found and the importance of other factors as causes of them. 

Credit available from sources within the area provides partly for 
both short-term loan funds and for farm mortgage or real estate 
loans. For most agricultural areas, these are inadequate to cover 
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· both. A balance tends to be developed between such short-term and 
long-term loans within the .community. In general, credit machinery 
seems better designed to provide for a continuous use of outside 
credit in long-term and intermediate-term loans than in short-term 
IQans because they require less frequent and careful supervision and 
the security on which they are based is not subject to such quick 
changes. Since the development of the federal farm loan system, the 
flow of long-term funds to various agricultural areas is assumed to be 
fairly free except for variations due to differences in risk. Whether 
this assumption is warranted needs somewhat further study. There 
is a pronounced tendency both in the'insurance companies and in the 
federal land banks to maintain nearly uniform interest rates in 
various areas and to limit loans and ~ appraisals to such as it is 
thought can be safely loaned at these ratfs. Some further study i. 
needed of the problem of measuring these; variations in risk and of 
methods of assuming them. This is partly covered in Project 22. 

To the ext<nt that suitahle security is available so that free flow 
of long-term funds into the community is possible, any shortage of 
loanable funds in the community probably can if necessary be 
brought in by this means. If the short-loan fund is limited in amount 
80 that short-loan rates are above long-term rates by materially 
more than the local estimates of the difference in risk, there will 
probably be some tendency to turn more of the local loan fund to 
short loan, through time deposits in the local banks, and to let more 
of the long-term loans be supplied from outside. Some study might 
well be given to the relations between these rates for given areas, to 
the differentials necessary under given conditions for transference 
from one form of loan to another, the factors involved in these de­
cisions, etc. Such transference cannot be ,regarded as occurring with 
~ntire freedom in any case. There will alwa vs be a substantial part 
of the local loan fu~d tied up in the long-te~m loans partly because 
some individuals definitely prefer these loans, and partly because 
some of this credit load has to be accepted in order to make sales of 
land. In addition to these factors, the local confidence in the 
stability of banks and in their efficiency as judges of risk will affect 
the situation by causing larger or smaller amounts of local loan fund 
to be invested outside the community or to be hoarded. 

Much of the specific method of attack on this problem will need to 
be developed as study of it progresses. First steps will involve: 

1. Determining as accurately as possible the amounts of bankers' 
balances held outside the community that are necessary tor 
efficient handling of inter-bank transfers. 

2. Estimation of the amount of the local loan fund invested out­
side the community and the reasons, for such investment. 

3. Estimation of the amountS' and variations in amounts of the 
outside funds invested in the community through: 

a. Local banks, by: ' 
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( 1. ) Rediscoun ts with reserve banks. 
(2.) Borrowings from other city banks. 

b: Credit extended by wholesale houses and manufacturers 
through local merchants. 

c. Direct borrowings, for example, by elevator companies from 
city banks and from dealers, commission houses, etc. 

d. Outside funds loaned through livestock loan companies, co­
operative associations and 8,8 direct to farmer advances 
from outside dealers. 

e. The value of outside funds invested in farm mortgage. 
Such summarization should give a picture of the total volume of 

outside funds used in the community, and of the distribution of the 
local loan fund as between local long-term loans, local short-term 
loans and outside loans. Resort to the local mortgage records will 
be necessary in estimating the amount of local long-term 10Rns in 
clrect. 

From these data especially if they can be derived periodically for a 
time, it should be possible to measure at least approximately the dow 
of funds into and out of the community, and the volumc of outside 
funds used at various times. 

The next step may logically be an attempt to judge whether the 
loaning agencies ba.e their volumes of loans on the funds in hand as 
a result of the operations of the previous year or years Or upon what 
they believe to be the prospects of successful operation in new ven­
tures. This may very possibly be different for different loaning 
agencies in the area. Banks may limit their loans in accordance with 
their deposits and stabllity of thc, banking situation. It is very 
probable, however, that dealers, as for instance in cotton or wool, 
will tend to provide credit rather largely in accordance with prospects 
for sales and with banking conditions in the larger centers, which 
factors may have little connection with the size of the local loan fund. 

A somewhat different attack on the problem is possible, but will 
probably involve the assembling of most of the information here in­
dicated. This is to follow out the reasons for differences in intcrest 
rates from place to place along the lines indicated in Project 30 and 
to attempt a measurement of the factor of risk as indicated in Project 
22 and in various projects in this series which deal with risk and 
insurance. 

The project should' lead eventually to an appraisal of the volume 
of short-term loan credit which could be effectively used in the 
area at given r"tes of intere,t (along lines indicated in Project 15, 
18,26,28, and 29), and to consideration of the effect which Ii greater 
fluidity of short-term loan funds might have on such rate" what 
factors tend to inhibit such duidity, and what steps are likely to 
operate to facilitate such freedom of flow. This la.t will include both 
consideration of facilities for measurement of riBRe, for a st.andardi-
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zation ';j ,meh risks, for providing methods for intelligent loaning 
to a wider range of investors, and for better grouping of risks to 
le.sen possible individual losses. 

Some discussion of interbank borrowing has been developed in L. S. 
Watkins" "Bankers' Balances," McGraw-Hill, 1929, p!,rticularly in 
Chapter VII. Some study of the problem has also been carried on for 
the Federal Reser.ve Board by Mr. Norman J. Wall. 
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ANNUUNCEMENT 

..•.. Tbia Series of reports ill p3rt of a program of asaiatani:e to _ . 

. _rch in agricultural economies and rural sociology in the United 
States undertaken under the auapicea of the Social Science R.eseareh 
Council. The following other numbers in the series on "se~pe and 
Melhod" are in proceaa of preparation: Rural Population, RUl'~ 
Social Work, Agricultural Income, Marketing of Farm Products; 
Transportation and Agriculture, Prices of Farm Product., Index 
Numbers for Agriculture, Farm Family Living, Rural Organisation 
and Farm Management. Other numbers contemplated will deal with 
such fields as Agricultural Insurance, Agricultural Cooperation<. 
Farm Labor, Rural Social Psychology, Rural Institutions, Rural 
Land Values, Rural Land Tenuro:.,pnd Agricultural Policy. 

These reports are being sold a(''cost' of printing and distribution. 
The editions are limited to a few hundred more than the orders re­
ceived in advance. ThOse desiring additional copies of this report 
should therefore aend in their order. at once. The publication 
venture is being financed out of a small revolving fund, which means 
that the first numbers must be .... ld, before those following can be 
printed. 

The first stage in this program of aaaistance to reee&tch was·the 
making of a survey of the research work under way in these tw~ 
fields, including the methods in use and facilities and personnel av~~JI 
able. The results of this survey were published in limited mim",,:! 

_ graphed editions which can be fonnd in most of the agricultural! 
libraries in the United States. The three major conclusions reached; 
were that the research personnel is not adequately trained, that better­
methoclology needs to be developed and more generally employed, ~ 
that the field of research in these two subjects needs careful mapping . 

. The first stsge in the program fo~ improving the training of the 
personnel has been to secure provision of a score or more of fellow­
ships each year for a period of five years under a grant from the 
Rockefeller Founds tion. The first stage in the program with respect 
to researeh methods aM mapping the field. of research has been to 
prepare and publish in three vQlumes Ii discussion of those phases of 
methodology which are common to most of the research in these two 
fields. Two of th..., volumes are called "Research Method and 
Procedure in Agricultural Economics" and the other is called "Rural 
Sociological Research in the United States." The third of theset 
not only discusses method but undertakes a general mapping of the 
field ofreaearch in rural sociology. The two devoted to agricultural 
economic. contain only meagre diocuuion of the scope and content 
of the field. -

- The neIt .tage in the program is thi. present aeries of repon. 
in which the various sub-fields of agricultural economics and rural 
aoclology are made the units of study. .. 


