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FIRST. SHOULD THE FARMER BORROW? 

The old time farmer who struggled for years to pay the mortgage on his 
farm, was likely to be saying to himself, "Never again." If the borrowing he 
contemplates is to go into some channel of immediate but unnecessary consump
tion; if he is borrowing to buy a better car, or better furniture, or better living 
than he can afford, maybe he would better stick to that motto a while longer. 

If he is borrowing to add 40 to 80 acres to a farm too small to be an 
economical operating unit, to buy feeders which will market his corn and pasture 
to advantage, to buy fertilizer, spray materials, or drainage, or otherwise to 
improve his operating efficiency, maybe the motto no longer holds. Here is the 
place for his pencil, and the careful .figuring of probable gains against costs and 
possible losses. 

CAUTIONS TO OBSERVE: 

I. Monthly payment plans are unsuited to most farm enterprises. 

2. A void any loan whose interest and other costs are above the average 
return of the enterprise proposed. 

3. In long time loans, avoid frequent renewals. 

4. In small loans, costs of placing the loan add rapidly to interest rate. 

5. Be sure before you accept and sign for the loan, that you understand all 
the terms. 

BuT don't lose the opportunity to operate with greater efficiency when bor
rowing what you can repay will make money for you. 
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Long Time Loans 
PuRPOSEs.-Long time loans may be used to buy land, erect substantial 

buildings, or do an extensive piece of drainage. 

SEcURITY.-First or second mortgage on all or part of the farm. 

Often the largest loan and the most liberal terms can be gotten from the 
man who sells the farm or from some local individual who knows all the condi
tions. The principal commercial agencies are: 

I. THE LOCAL COMMERCIAL BANK. During I 930-34, most banks were 
forced out of long time lending; but with increasing deposits, better business 
outlook, and legislation which is both more liberal and more protective, many of 
them are again actively seeking farm loans. 

Advantages.-Prompt service, personal acquaintance and easy conference 
of lender and borrower, and usually a low charge for placing the loan. The 
lender will be in touch with local conditions, and may be more lenient. 

Disadvantages.-Generally higher rate of interest; seldom loan for more 
than 3 years, which may cause frequent renewals. 

2. INSURANCE COMPANIES. Through their own offices in the larger 
cities or through some local attorney, bank, or real estate firm, insurance com
panies loan on farm mortgage. 

Advantages.-Generally lower rate (40 to s0 per cent) and longer time 
than bank ( 5 to Io years, or longer). 

Disadvantages.-Usually higher cost in placing or renewing loans, especially 
when a commission or bonus is paid to the local representative; not so closely in 
touch with local conditions as is the banker. 

3. BUILDING AND LOAN COMPANIES. Designed for loaning on city resi
dences, many building and loan companies in smaller cities make farm loans. 
The interest rate is commonly 6 per cent, and the loan usually calls for I per 
cent of the principal each month, which pays the loan in full in about I 3 years. 

Advantages.-Fairly long time loan with a low expense in placing the loan. 
Disadv,antages.-Monthly payment plan (some companies allow payments 

each 6 months) ; higher interest rates than some other agencies ask. Be sure the 
contract does not contain a clause authorizing foreclosure or change of interest 
rate at the lender's option. 

4. LOCAL FARM LOAN AssocIATION. The Federal Land Banks, dating 
from 1916, now hold about a third of the farm mortgages of the country, either 
as Land Bank loans, drawn up at 4 per cent per year on first mortgage, and 
limited to 50 per cent of appraisal, or as Commissioner loans, at 5 per cent per 
year on first or second mortgage, limited to 7 5 per cent of appraisal. 

Advantages.-A 20 to 33 years loan; low interest rate; no large payment 
demanded at any time; opportunity to build up a farmer owned credit agency. 

Disadvantages.-Delay and uncertainty in placing the loan; high initial 
cost (though when divided by 33 this is really a low yearly cost); may not be 
able to apply the stock in closing payment on the loan. 



Short Time Loans 

Short time loans for working capital or operating expenses can be obtained 
from: 

I. LocAL BANK. The primary business of the local bank is that of placing 
short time loans. 

Advantages.-Convenience, promptness of service, often personal acquaint
ance of lender and borrower, adaptability of loan policy to varying conditions, 
low expense in placing loan. 

Disadvtanges.-lnterest rate higher than that of some other agencies; 
borrower generally has to sign note payable in 90 days or on demand (the oral 
understanding of probable renewal works out with entire satisfaction generally, 
but the signer of a 90-day or demand note must never forget that payment may 
be enforced as the terms provide) ; in general, loans are only to the strictly 
limited few who can borrow on their unsecured note, although some b.mks loan 
also on chattel mortgages. 

NoTE The F.H.A. (Federal Housing ..\dmi1mtration) lo.111> to bm ho,1 ehold equip
ment, pay for buiit-in features, building rep.1irs, etc., can be made br the local b,mks. 
These loans have enabled a large number of city borrowers to secure many conveni
ences and improvements; but the monthly payment plan is unsuited to the farmer 
borrower, and the interest rate of 5 per cent of the principal costs more than a bank 
loan at 7 per cent, figured on a constantly reducing principal. 

2. "FINANCE COMPANIES." These companies operate under "Chattel and 
Salary Loan" law. They make loans on security of farm livestock and imple
ments, autos, household goods; payments are usually on a monthly basis, though 
some companies allow the farmer to pay each 6 months or whenever convenient. 

A dvantages.-Prompt service, little or no direct charge for placing the loan, 
often (though not by all companies) considerable leniency in waiting on delayed 
payments; 12 to 18 months maturity. 

Disadvantages.-High rate of interest (usually 20 to 3 per cent per month 
on any amount below $ 300) ; unfortunately, the borrower frequently signs with 
no realization that he is paying at rate of 30 to 36 per cent per year. Except in 
a temporary emergency and for a small amount, no farmer can afford to borrow 
on this plan; no farm enterprise will normally earn any such rate. 

3. PRODUCTION CREDIT AssocIATIONs. A part of Farm Credit Admin
istration; make loans for almost any farm purpose, generally on security of farm 
livestock and implements and/ or crops. 

Advantages.-Low interest rate (now 5 per cent on the actual amount 
owed), long maturity of 12 months with possible renewal, carefully worked out 
payment plan, and the ultimate building up through it of the farmers' own lend
ing agency. 

Disadvantages.-The delay and even rejection after delay that frequently 
occur; the high inspection costs on small loans (on larger loans the costs are 
0 per cent or less). 
NoTE: There are two agricultural credit associations and several livestock associations 

which make feeder and sometimes other loans similar to P .C.A. loans. 



4. MERCANTILE CREDIT. This is credit extended by the seller of the 
merchandise. It may be the credit extended for months at no direct cost in either 
pnce or interest; or it may be a sale on installments, which may cost as high as 
4 or 5 per cent per month on the amount one actually owes. 

Three comments should be made: 
First, the general lowering of interest rates has resulted in lowering install

ment charges. 
Second, at no place in buying is there need for more careful figuring than 

in installment buying; if you cannot do it yourself, get someone to do it for you. 
Third, most of the "installments at 6 per cent" really mean 6 per cent 

added to the principal, and on a monthly or any regular payment basis actually 
figure at nearly I 2 per cent per year as compared with partial payment plan. 

5. CREDIT UNION. A credit union is a cooperative agency designed to 
make small loans to its members on their personal credit. Loans of more than 
$roo to $r50 can be secured more cheaply elsewhere. The place of the credit 
union in the farm credit field is in loans of $ 2 5 to $ roo made to someone known 
to the credit committee, so that the loan can be placed with little or no placing 
costs. 

What to Do Before Interviewing the Lender 
I. Know how much you are going to need, and when. 

Go over your whole situation for the entire penod of the loan. Thmk of 
all the things for which you will need money for farm operation and for lJVing. 
A lender may be lenient with regard to expense of sickness or accident, but he 
should be able to assume that your list of normal expenditures is complete. 

2. Know what you own and what you owe. 
A business statement is merely a list of what you own-farm, stock, 

machinery, tools, seed and feed, and any other property-all entered at fair but 
conservative values, and accompanied by a similar list of what you owe-farm 
and chattel mortgages, if any, other notes you are to pay, and what you owe at 
store or elevator, or to a neighbor. If you have paid any chattel mortgages or 
machinery notes in the past three years, be sure to see that they are no longer 
on file agamst you at the recorder's office. You do not want the man from 
whom you are seeking a loan to think you are careless about your credit standing. 

3. Have a plan of payment. 
Lenders may demand security, but they are primarily interested in how the 

debt is to be paid. They do not lend if there is any probability that they will 
have to seize the security. The would-be borrower not only is more likely to 
get his loan, but-more important still-is more likely to be borrowing intelli
gently and in line with his own interests, if he has carefully listed his probable 
sales of farm products and his other sources of income, with their approximate 
dates and a conservative estimate of what they will bring. He thus works out 
his farm management program, and also adds materially to the likelihood of 
getting his loan. 

f.I j[N oTE. Your county agricultural agent will be glad to tell you where to~ 
q find any of the above loan agencies in your county. JV 
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