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CHAPTER 1
INTRODUCTICN

Farm buslnesses have lnoreased in size in recent
years, Along with thig increase has been a material
advance in the amount of capital required, In order to
meet these requirements, many farm operators have found it
necessary and profitable to borrow money. The problem is
to determine when an operator should or should not use
oredlt in the farm bueinees. This is an important manage-
ment declslon,

The use of credlt can help farm operators achleve
a better balance among the factors of production. Through
use of borrowed funds, the size of the farm ¢an be
increased and enterprises added or enlarged to get near
optimum combinations of land, labor and capital equipment.
Thie will increase the net inoome on many farms, An
adequate volume of business is an essential prereguisite of
& successful farm business., The high fixed coets of our
present highly competitive agriculture must be spread among
an adequate number of units of output s¢ that total per
unit costs are low enough to give the operators a margin of
profit, Thie means large capital investments in buildings,
equipment, and other operating inputs, On most farms the

task cannot be asccomplished without using borrowed funds,
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Consumer credit does not contribute direoctly to ine
creased income, but can be used to help accomplish living
goale, Families can enjoy consumption items while paying
for them and thus lengthen the period of more comfortable
living, if they expect income later to be adequate for loan
repayment,

Credit may facllitate purchase of goods at an
advantageous time, It can be used to level out the flow of
purchases when farm income is variable., If properly used,
it can advance family goals and raise levels of living, but
unwige use can handicap a farm family by pledging too large
a proportion of future income to consumption items, thus
leaving the business short of production capital.

I. PURPOSE OF STUDY

Several studies have been made of the amounts
borrowed by farm people and the purposes for which the
funds were used, However, little resgearch has been done
to determine the attitude of farm families toward use of
credit. Whether or not credit is used depends largely on
their needs for additional funds, ability to borrow and
willingness to assume debt, It appears that credit is
looked upon as a means of taking care of emergencies and
not as a convenient procedure for gaining control of needed

resources or goods for both production and consumption.
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The need for funds in agriculture has been well known

for several decades, This need has been increasing rather
than dlminishing. Information 18 needed as to the more
profitable uses of funds and the amounts that can be
borrowed without danger of severe financolal lose. This
area of inquiry is outside the secope and purpose of this
atudy.

The research reported here has attempted to discover
the relationship between attitudes toward credit and the
extent to which it is used, XNo attempt was made to detere
mine profitability of credit, The information will be
helpful to lending agencies, farmers, educators and

research workers,
1I, BSUMMARY OF RELATED RESEARCH

Young investigated use of oredit in Ralls County,
Missouri in 1940,1 She found that 73 percent of the
families used production and real estate oredit and 44
percent used consumption oredit., Tenure was found to
affect production oredit use, The use of consumer credit

wag closely related to the level of cash inoome, The

llouise A, Young, "A Study of the Use of Consumer
Credit by 188 Farm Famllies, Ralle County, Missouri,”
{(Unpublished Master's thesis, The University of Missouri,
Columbia, Missouri, 1941), pp. 8289,
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eduoational level of borrowers also affected the amount and
frequency of use of consumption credit. She concluded that
- farm families nesded more knowledge of avallable sources
and cost of credit,

¥orando made a elmilar study in Lawrence County,
Missouri in 1941.,2 About 80 percent of the families from
whon data were obtained used credit between August, 1940
and August, 1941, Fifiyenine percent of the loans were
for purchasge of production iteme and real estate, while
41 percent were for consumption purposes. The suthor
ooneludeﬁ_that traditional attitude, lack of information
on sources, and cost of funds limited the use of consumpe
tion eredit,

Swanson investigated credit attitudes in a study in
Southern lowa in 1951.3 He found that expansion of farm
enterprises wag prevented by limitaticns ariging from (1)
the fixed supply of items of production and (2) the ine
oreased risk from low equity when additional credit was

used. Farm operators gave these reascnes approximately

2sidney Korando, "The Use of Credit by 154 Farm
Families, Lawrence County, Missouri," (Unpublished Master's
thesis, The University of Missouri, Columbia, Missouri,
1942), pp, 83«91,

3Earl R, Swanson, "Agriculture Resources Produce

: tzvitg and Attitudes Toward the Use of Credit in Socuthermn
Iowa, " ( blished Ph,D, thesis, lows State College, Ames,

Iows, 1951), pp. 62«04,



equal weight as limitations on expansion of farm entere
prises, The mores of a community seemed to be of no imporw
tance in direoting the activities of young farmers,

Members of this group were eéxpected to borrow money, but
some censure was directed at older farmers who were in
debt.,

Heady and others in a study of the interdependence
of the farmm busineass and the home in North Central lowa
investigated the attitudes of farmers toward credit.?
Young farmers borrowed largely for production purposes,
but discontinued borrowing when equity became low because
of risk aversion, Middle aged operstors used large amounts
of real estate credit, Older farmers who already had
accumulated enough capital to operate businesses sucoess-
fully continued to increase equity rather than make full
use of thelir ability to borrow. The operator's attitude
toward borrowing wae more favorable during the early years
of operatorship than later.

In 1957, Blvens found that farmers in Greenec County,
Iowa were of the conviction that borrowed money could be

423:-1 0, Hoady. #illian B, Black, and G A, Peterson,

8011150, June 1953. ?pa 4180#19, 424»425¢



used for finanoclal progress.® He found reluctance to
assume debt, but that families were more willing to use
eredit for production items or purchase of real estate
than for consumption purposes, The younger operators
seemed significantly more willling to borrow than older
operators, The high soclo=economic status group seemed
more willing to borrow than those in low status, The
education of the operator signifiocantly affected positively
the amount of credit used,

Venezlan studied the attitudes of farm familles in
the use of production credlt in Southern Iowa and Rorthern
Missouri.® He discovered that over oneehalf of the fame
1lies gave priority to production credit over consumption
eredit, In general it appeared that families were reluce
tant to borrow money for elther purpose, He found a
geignificant positive relatlonship between willingnese to
agsume debt and total amount of oredit used., Farm operators
with large assets borrowed more than those with small
asgels, The number of years farmed and the age of the

SGordon E. Bivens, "FirmeHousehold Interdependence
and Other Faotors in Relation to Use of Credit by Farm
Familiee in Greenec County, Iowa," (Unpublished Ph.D., thesls
Iowa State College, Ames, Iowa, 1957) ppe 95-103.

Gﬁauardﬁ’L. Venezlan, "Use of Production Credit By
Farm Families," (Unpublished Master's thesis, Iowa State
College, Ames, Iowa, 1959) pp. 30=37,.



operator were significant factors assooclated with the
amounts borrowed. Younger operators used production credit
more often and in greater amounts, These ltems were
thought to be associated with the famlly oyele. Tenure
also affected the use of oredit. Renters borrowed money
more often and in larger samounts than did owners and part
owners., The level of educstion of the operator also affects
the amount of production credit used in a positive manner,
Corlias conducted research on consumer credit by
farm families in Southern Iowa and Northern Missouri,7
She discovered that 1ts use was assocliated with farm tenure
and net worth, Familles who were renters used more consumpw
tion eredit than did families who owned part or all of
thelr land. Knowledge of source and cosits was aspociated
with use of consumption coredit, Families possessing the
greater inowledgze made greater use of this type of credit.

7Mary J. Corliss, "Soclal and Economles Factors
Related to Use of Consumer Credit by Farm Famillies,"”
(Unpublished ¥aster's thesie, JIowa State College, Ames,
Iows, 1958) pp. S54=57.



CHAPTER IIX
METHOD OF INVESTIGATION
I. BSOURCE OF DATA

The data used in this study were collected by interw
viewing farm families, in Census Economic Suberegion 71.
This suberegion contains 19 counties in Southern Iowa and
32 counties in Northern Missouri and is primarily a live
stock-pasture area. Families to be interviewed were
selected at random by the Iowa State University Statistical
Laboratory. The area chosen contained 445 dwellings, and
it was expected thet 300 eligible schedules would be
obtained. However, only 203 schedules werse usable. Many
of the families were not eligible and 29 were not completed
for various other reasons. Reasons for non eligibility and
non completion were as followss

No farm operation in the

period covered in the study 27.0 percent
Less than one~half of cash income

from the farm business 18.9 percent
Husband or wife did not reaide on
. farm 16.2 percent
No farm operation last year 12.8 percent
Married less than a year | 12,2 percent
No farm operation this year 5«4 percent

Less than 30 acres in farm 1.4 percent



Not living on farm operated 0.7 percent

Refused to cooperate and other
reasons 5«4 percent
Total 100.0 percent

The interviews were made in May and June of 1957 in
Iowa, and July and August of the same year in Missouri.
The schedules were divided into two parts: (1) questions
dealing with consumer credit and (2) questions dealing
with production and real estate credit. The wife answered
the questions on consumer credit, the section on family
goals, and family census. The operator was askad to
answer the questions about production and real estate
credit and the farm balance sheet.

The conditions for elegibility for the study were
that? (1) the husband and wife had been married for at
least one yearj (2) both husband and wife lived on the
farm they operatedj (3) the husband and wife were operating
a farm the year of the interview and had operated one the
previous yearj (4) at least one~half of their cash income
was from farmingj and (5) the size of the farm was at
least 30 acres.

The schedule contained separate sections for each
type of credit, and for family goals, willingness to assume
debt, knowledge of sources of credit, a balance sheet,
parents' attitude toward debt, and perscnal information
about the family.
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Some famillies may borrow even though they are
opposed to the use of eredit., Lack of current income may
makte them feel that it 1a necessary. The effects of not
borrowing may result in disseatisfaction that 1s greater
than the dissatisfaction of beling in dedt,

There are definite limitations in using total credit
as an indication of attitude toward borrowing money as it
may be heavily welghted with real estate loans, To overe
come this problem each type of credlt was analyzed sep=
arately, but the remedy was not entirely satisfactory.
Money that is berrowed goes into the same bank account as
receipts from sale of farm products, Part of a real estate
loan may be used to purchase feeder cattle, fertillizer or
other farm supplies. In other words, thie line of delinea=-
tion between investmente, production and consumption credit
is by no means clear out,

Various faoctors were investigated to determine thelr
relationship to the willingness of farm famillies to assume
debt, These factors were also checked agalilnst totasl oredit,
each type of credit (consumption, production, and real
eatate), and combinations of the three types.

One type of credlt can be substituted for another,
The family can borrow for production and use the money for
consumption and vice versa, They can postpone an extra

payment on the real estate mortgage to use the funds for



CHAPTER III

DESCRIPTION OF THE SAMPLE AND
THE SAMPLE AREA

The area used in the study was Census Economic Sube
region 71 which includes part of Northern Missouri and
Southern Iowa., The agrieultura in this suberegion is
predominantly livestock raising and finishing, with a large
depsndence upon pasturs operations. The survey data were
comparable with census information on certain items, but
not completely so. The census was taken in November, 1954
and the schedules for this study in the summer of 1957.
Also there ware certain screening questions which eliminated
farms from the study that were included in the census.

According to census, there were 67,704 commercial
farms in the study area in 1954, The number of usable
schedules obtained was 203 which would give an expansion
rate of approximately 334 times. The number of commercial
farms in the 1950 census was 7,,836. The average sise of
commercial farms was 219 acres in the 195, census, and
198 acres in 1950, The average size of farm in the sample
was 265 acres. Farms smaller than 30 acres and those on
which lasa‘than oneg half of the cash income was from farming
were eliminated when the interviews were made. This proce=-
dure obviously raised the average size of farms. The 1957 ¢
census reported $96 per acre averags for the value of farm
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land and bulldings, The value reported in 1950 was #77
per acre.

The types of farms from which data were obtalned are
shown in Table I. In the survey respondents were asked to
indicate the main source of income, Farms in the census
were classified as to type on the baslis of the sales itenms
on the questionnaire, This procedure may account for the
predominance of genersl farms in the credit survey sample.

As stated earlier, most of the farms in this area
are livestook raising and finishing organizations, Pasture
plays a vital role in these organizations, The grain that
is grown 1is used primarily for livestock feed., The average
per farm reporting of leading crops were 44 acres of corn,
21 acres of wheat and 36 acres of soybeans,

The tenure status of respondents is compared with
census reports in Table II, Probably & large percentage of
the farms under 30 acres in size that were eliminated from
the study were owner operated, The census indicated that
over 70 percent of the small farms in the area are owner
operated.l

The average age of the operators interviewed was 49

years, The average number of years married was 24, All

lﬁnlted States Bureau of the Census, Stat
~ Q{W: 1954, Volume 1, Countles and State
conomio Areas, part 9 and 10, Government Printing Office,
Washington, D,C., 1955, Tables l=4 and 7.
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of the respondents had been married at least one year,
because of the sample limations, It was found that 12 per-
cent of the residents of the sample segments had been
married for less than one year. The average size of family
wag 3,5 persons, The operators had farmed an average of
23 years,

The average respondent had asseta valued at §35,390,
and an average net worth of $31,875., Thie gives a Aiffw
erence of 13,515 average debt per farm in the study.
Twenty-eight percent of the families who were interviewed
reported not having Qny debts outstanding, The average
debt for those reporting loanes was $5,072.

The average amount of consumption credit outstanding
at the time of interview wae $608 per farm family reporting
this type. The average for production credit wae 32,086
per farm reporting use of this type of credit, The amount
of real estate credit was 6,420 for the families using
this kind of credit.

Fifty three families (26 percent of total) had off
farm income in 1956 and 48 families (24 percent) expected
or had received off farm incoms in 1957, Twentyegix per=
cent of the operators had lived off the farm during a
stage of earliier life, Thirtyeeight percent of the wives
had aleo lived off the farm at sometime in the past,

The education of the operators in this study and
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their wives is presented in Table III., The data show that
the wives tended to be better educated than the husbands,
Hearly 52 percent of the wives attalned at least 12 years
of formal education, whereas 37.4 percent of the operators

attained this level,
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CHAPTER IV
FINDINGS
I. ATTITUDES TOWARD CREDIT USE

The interviewed families were asked to respond to
certaln statemente concerning uese of eredit. The results
are shown in Table IV. The respondents alsc were asked to
give reasons for thelr oredit positions. The responses were
divided into five general groups. (Table IV)

Almost one~half (47.3 percent) of the respondents
definitely agreed that femilies would do well to postpone
purchase of household equipment until they could pay cash
for 1t. Almost two«fifths (39 percent) of those definitely
agreeing held this opinion because they were opposed to
debt for consumption purposes, About onewfourth (24,6 pere
cent) who agreed somevhat were classified as belleving that
1t might be necessary to get the item at the tlme needed.
Most of these responses were rather cautions, but i1f equipe
ment wag definitely needed coredit purchases might be
Justified., Eighteen percent who agreda with the statement
somewhat did so because they belleved it necessary in order
to obtain household items. They replied that it was too
diffioult to accumulate cash before the purchases were made,

Seventy~elght percent of the ones agreeing somewhat gave
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this type of answer. Of the few who definitely agreed with
the statement, 75 percent thought the famlly could enjoy
the articles while paying for them. These people had a
greater time preferénce than those who thought the purchase
should be delayed, and were willing to pay the additional
cost, interest, and service charges for immediate possession,

The respondents who had no oplnions were not
questioned further. |
F Ownerghip Necessa

More than one-third (34.8 percent) of the people who
were interviewed thought that a farm family should own land
to get ahead. The prinecipal reason for this belief was the
fact that the income would not have to be divided with a
landlord. The responses also indicated that the rent would
pay for the farm. Other responses indlcated an inherent
feeling of security in ownership ofa.farm.

Of the respondents who disagreed somewhat, 83 percent
belleved it was possibie to achieve adequate financlal
progress on & rented farm, Ninety-three percent of those
definitely disagreeing with the absolute need for land
ownership did so.because they bellieved renters of farms
were able to earn normal lncome.

Profit from Production Credit
The majority of the people who were interviewed

(54,7 percent) thought most families profit by using produc~
tion credit. Only five percent disagreed. However, 10.8
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percent had no opinion., Sixtyenine percent of the respone
dents who definitely agreed and 55 percent of those who
agreed somewhat did so because they belleved 1t was profite
able to borrow for production purposee., They felt that the
iteme purchased with borrowed funde would add more to the
total value of products than the cost of the credit, Both
groups who agreed definitely and those who agreed somevwhat
indicated that they thought it was necessary to borrow to
get started in farming or to survive occasional bad years.

Farm people have & pronounced aversion to debt
almost three fourths of the r@apondenta (70.9 percent)
thought young farm famllies should get out of debt as soon
ag possible., Only 11.3 percent disagreed, and two percent
had no opinlen, Of those definitely agreeing, 35 percent
and of those agreeing somevhat 28 percent were opposed

to debt. Some of the responses emphasized the riske, but

most people felt that debts are a worry, a burden, or that
debts are bad.

Hineteen percent of the people who definitely agreed
that young familiee should get out of debt as soon ae
pogeible, indicated that greater financiasl ?regress could
be made when free of debt., No interest to pay was the main
reason fcr'this feeling, Fortyeeight percent of those who
agreed somewhat gave as thelr reason that they believed
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rapld repayment of all obligations to be & good idea, but
not always poseible. They also indlcated that to becone
debt free too soon might cause unnecessary restrictions on
necessary working capital.

- Sixtyefive percent of the people dissgreeing with
the statement 414 so because they believed it desirable to
use credit. A few indlcated that a reduction in size of

business would be necessary toc pay debt.

Lese than two-fifthe of the people who were interw
viewed (33,4 percent) felt that the only way some families
will get major improvements in thelr houses is to borrow!
Those darinitély agreeing and those agreelng somewhat
indicated that the main reason for thelr attitude was
difficulty in acoumulating cash, Families in both of these
groups indlcated a high preference for consumer zgoods,

The respondentes who disagreed with the statement
indicated a preference foruse of eash, Eighty-six percent
of the people dlsagreeing somewhat and 69 percent of the
ones definlitely disagreeing gave this reason. They were

adverse to use of credit for consumption purposes.

Statement six says "It 1e better to borrow a large
amount for & large farm than to buy a smaller farm and be

less in debt." Of the 40,9 percent definitely agreeing
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92 percent 414 so because they felt that the larger farm
would more likely approach the optinmum size. The responses
(76 in number) indicated that the operater of a larger farm
could lower costs per unit of product as compared to coste
on & emall unit, Other raeponses'in this group weres "It
is the trend and is necessary for a pﬁaf&t.“ Pifty=six
percent of the group who agreed somewhat ihﬁic&ted the
same reason for their response. Another 38 percent of this
group replied in a similar manner but mentioned factors
that might 1limit the size of farming operations., Among
those disagreeing the more prevalent response was: "etart
with & smaller farm and expand later,” Aversion to large
debts was &leo mentioned., Thls was a factor in moet of the

negative responses.

Only 9.3 pereent agreed that farm families should
walt and accumulate funds rather than borrow for production
purpoges., Slxtyeone percent of those dlsagreeing somevwhat
and 76 percent of those definitely sgreeing gave necessity
ag the reason for their answer., They indicated that 1t was
especlially necessary to borrow to start a farm business,
Also the ruspandeﬂta mentioned the difficulty of accue
mulating funde while operating a small business. The second

reason mentioned by a large percentage of those who disagreed

wae the productivity of borrowed funde. The respondants
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'mentioned a better bglancad business and larger profits
from large scale operations.
‘ Debt fre vestock Enterprises for H Profits
Statement number eight 1s "Most farm famillies who
have small enterprisqs free of debt make more money than
those who enlarge them by borrowing." About one-fourth of
the people interviewed (24 percent) had no opinion on this
statement, Thie is a higher proportion of indecision than
on the other statemente., The majority of answeres of
respondents who agreed was that this actlon r@duees risk
or avolde debt, Of the people dleagreeing somewhat 24
percent remarked that it depends on the individual's
ability and coste-price relationships., Thirty-eight percent
replied that largze eﬂterpfisee are necessary in order to
yleld a satlisfactory level of income.
Of the 22,7 percent definitely disagreeing, 94 per-
cent stated that borrowed funde employed in the larger

enterprises usually bring satisfactory returns.

About twoe~thirds of the respondents thought ownere
ship with debt was superlor to renting land, Less than ten
percent definitely thought that renting was better than
heavily encumbered ownership, Another 15,8 percent would
rather rent, but were not strongly in favor of this

alternative, Some thought it cheaper to rent because it
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avoids costs of land ownership, but the majority replied,
renting was temporary until capital was accumilated to
purchase land. Only eight percent thought it more profite
able to rent or preferred renting.

The respondents disagreeing with this statement
replied that the rent that was paid usually would be
adequate to make the payments on the land., Fiftyefour pere
cont of the respondents definitely agreeing that renting
was preferable to encumbered ownership, and 38 percent of
those agreeing somewhat held this point of view. Of those,
26 percent of the respondents disagreeing somewhat and 27
percent of those definitely disagreeing mentioned pride of
ownership and a permanent home as major reasons for purchase
ing land., Of the ones agreeing somewhat, 28 percent replied
that they would favor purchase of land over renting if
economic conditions were favorable. Apparently farm
ownership has definite amenity value for many people.

More than seven~tenths (70.5 percent) of the respon-
dents agreed that "A farmer who is short of capital often
would profit Sy borrowing more money before paying off the
debts he already has." Both the definitely agree and agree
somewhat groups thought that additional funds would bring
greater net income. Many of these mentioned that it might
restrict operations if additional funds were not borrowed.
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Many respondents indicated they thought the procedure would
pay, if the borrower was careful of the extent of total
debt. All of those disagreeing somewhat and 76 psrcent of
those agreeing somewhat thought additional borrowing should
be avoided because being in debt is not good.

These responses indicate that farm families are more
disposed to borrowing for production purposes than for
consumption, They seem to prefer to postpone purchase of
consumption items until they have cash. However, a few
families indicating & high time preference borrowed for
consumption purposes. These people also mentioned the
difficulty of accumulating cash to purchase the larger
consumption items. If income was expected, the cost of
borrowing was not great, and the family had difficulty
accumlating cash, they were inclined to use consumption
credit. Most of the families favored postponing purchase
of consumption items until their debts were repaid or
substantially reduced.

3ixty percent of the pesople who were interviewed
thought production borrowing was profitable. Another 25
percent believed that use of production credit was necessary
but not desirable. Fifty-four percent of those responding
indicated that it was better to borrow for a large farm
business than for a small one. Only 12 percent disagreed
and stated it was better to start with a small operation and
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a resource %o bhe used continuously, but that any money that
ie borrowed should be pald back as soon ae possible.
Bivens found similar results:
In a general fashion, these farm families (1)
exhibited an awareness that borrowed funds may serve
to further financlal progress, (2) indicated s reluce
tance to assume debt in general, but (3) indicated
somevhat greater willingneses to use credit for purchase

of real estate and/or production iteme than for
consumption purposes,

ITI. WILLINGNESS TO BORROW AUD CREDIT USE

As previously explained, the statements on use of
eredit were given a value and the scores combined to get a
measure of willingness to assume debt. For purposes of
analysis the respondents were divided into low, middle, and
high willingness groups, and thelr attitudes related to
certain factore, belleved to be significant in successful
use of oredlt,

Willingnese to assume debt does not indicate that a
family borrows cenaidaréble sums of money. The funds may
not he needed elther for production or consumption purposes.
However, for the familles interviewed there was a strong

relationshlp between total credit outstanding and rank in

lgordon E. Bivens, "Firm Household Interdependence
and Other Factors in Relation to Use of Credit by Ferm
Families in Greene County, Iowa," (Unpublished Ph,D, thesls,
Iowa State College, Ames, Iowa), D. 62.
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willingness to assume debt (Table V). More than one-third

of the low willingness to assume debt group had no credit
outstanding at the time of the interviews, and only 15.6
percent had debts of more than $5,000. Only 17.4 percent
of the families who were highly willing to assume debt had
no obligations outstandingj 29.0 percent owed more than
$5,000 and 36.2 percent had debts between $1 and $1,300.
Many of the families in this group had small amounts of
production and consumption credit. Eight had consumption
cradit only, seven had production loans only, seven had both
production and consumption loans, and three had real estate
mortgages., These people were small owners, except for two
who were renters.

There was a significant relationship (1 percent lavel)
betwaen willingness to assume debt and consumer credit oute
standing. Data supporting this conclusion are presented in
Table VI, The highest percentage of families with no
consumer credit outstanding were in the middle willingness
to assume debt group. This situation does not mean that
these paople used no consumption credit., Soms of the money
borrowed for other purposes may have been spent for
consumsr goods.

There was no indicated relationship between willing-
ness to assume debt and use of production credit. It has
already been pointed out that most farmers look upon produce

tion credit as being profitable and necessary. A high
percentage of them borrow monsy to carry on their









35
enterprises regardless of how they feel about debt,

The relationship between willingness to assume debt
and real estate credit was not significant as shown by the
chl square test of interdependence (Table VII), However,
the percentage of farmers using real estate credit was
highest among farmers with middle willingness to assume
debt, Of the 25 families with real estate credit of #£3,000
or more, 10 were in the group who were most willing teo
assume debt and 10 in the group that were familles moderate=
lywilling, Of families with 33,001 to 7,999 of real
‘estate debt, 26.1 percent were in the low group, 34,8 per
cent in the medium grﬁup; and 39.1 percent the high willinge
ness group. rFor familles with 1 to {1,300 of real estate
eredlit outstanding an equal percentage (42,3 percent) were
in the medium and high willingness groups., Only 15.4 pere
cent of the familles with this amount of real estate debt
were in the low willingness group. Families with no credit
outstanding were approximstely equally divided among the
low, medium and high willingness groups., It is possible
that these familles had not yet accumulated enough equity
in thelir bhusinesses to permit them to have & real estate
loan,

Willingness to borrow does not account for all of the
variations in use of eredlt, The family must have nesd for

the funds and an opportunity to obtain a loan, from a
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willing lender. Some famllies who are willing to borrow

money may be unable to get the funds, Nost lenders require
security or a substantial equity in the farm business., The
farmer with very little equlity in his buslness may be unable
to obtain a loan regardless of his attitude toward use of
oeredit,

ITI. CHARACTERISTICS OF CREDIT USE

The total amount of consumptlion, produetion, and
real estate credit outetanding was divided into four size
groups for the purpose of anslysis. The number of families
and the average amount of each type of eredll used are
shown in Tables VIII and IX.

Consumer credit usually is not outstanding in as
large amounts or uged ss often an» production or real estate
eredit, Twentyetwe of the 55 who had consumer credit oute
standing had amounts of less than [1,300. The average
amount of consumer eredit of these 22 families was 247,
Forty=-nine of the 146 who used one or more of the three
types had oredit outstanding of 1,300 or lees, liowever,
some families had falrly large consumer loans, Fourteen
of the 55 who used consumer credit had loans that averaged
©1,027. The percentage distribution of lcans by types is
shown in Table IX.

The data presented in Table X show the number and
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percentage of families in each total credit group having
loans of different types. Production loans were the most
common and consumption loans the least. Consumption loans
tended to be small and real estate loans lérge. Of the
families having less than 31,300 of credit cutstanding,
65.3 percent had production loans. The average amount was
$614. This group was 29.9 parcent of all families having
production credit outstanding. Of the families with §1,301
to $5,000 worth of credit outstanding, 62 percent had
production credit. The average amount was $1,821. This
group made up 30.5 parcent of the total 107 families who
wore using production credit. More than four-fifths (85.7
percent) of the families who had credit outstanding in
excess of 55,000 had production loans. The average amount
was $3,365 for the 42 families reporting. This group
comprised 39.3 percent of all families reporting use of
production credit. Of the families reporting real estate
credit, 58.1 percent had total credit outstanding in excess
of $5,000. Of families reporting credit outstanding of more
than $5,000, 87.8 percent had real estate credit outatanding.
The average amount of real estate credit per family was
$9,472.

The greatest number reporting consumption loans was
in the $1 to £1,300 group and the fewest in the over $5,000
group. However, the average amount per family using
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consumption ecredit is greatest for the high group and lowest
for the low group. The average amount of consumption credit
is lese than real estate or production credit, but is
assoclated with the amount of total credit.

Real estate credit is very important in the high
total eredit outstanding group. Uoth the average amount
and the number uelng it increase as total credit outstanding
increases, In the over (5,000 group, 36 reespondents, T4 |
percent, reported both real estate credit and production
credit outstanding. Six of the 49 respondente had produce
tlon and consumption credit in excess of 5,000,

IV, SOCIAL AND ENVIROMNMENTAL FACTORS
INFLUENCING CREDIT USE

| Operators having several years of formal education
used more credit than those having very little education,
0f the operators who had completed 12 years of education,
31.9 percent had §5,000 or more total credit outstanding.
Twenty=five and nine tenthe percent of those who had from
9 to 11 years of education had 5,000 or more of credit,
and only 17.7 percent of the operators who had lese than
eilght years had 5,000 or more total credit outstanding
(Table XI). Thirty percent of the college group had more
than 25,000 outstanding. This group, however, wae not

large and therefors the data may not be reliable.
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The percentage of operators who had no credit oute
standing degreased as the years of formal tralning increased,
More than oneethird (37.5 percent) of the operators with
lese than elght years of education had no credlt outstanding,
whereas only 15.1 percent of those with twelve years of
tralning, and one-~fifth of the ocollege group vere using no
eredit, For the group as & whols, the relatlionship between
educational training and amount of credit used was signifie
cant at the ten percent level.

As shown in Table X1I, farm operators having more
education tended to have a greater willingness to assume
debt, While the data were significant at the one percent
level, the relationshlp does not appear to be consiestent,

Of the operators who had less than elght years of educatlon,
3845 percent had a low willingness to assume debt, 30.2
percent had medium willingness, and 31.3 percent a high
willingnees, Ffor operators with 2 to 11 yeare of education,
16.1 percent had a low willingness to assume debt, Of thls
group, 61.3 percent had a medium willingness to assume debt
and 22,6 percent & high willingness. Nearly 20 percent
(19.7) of the operators with 12 full years of education were
classified as having a low willingness to assume debt, 39,4
percent had medium and 40,9 percent a high willingness to
assume debt, Only ten of the 203 operators in the sample

had one or more years of college training. Five of these
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were classified as having a high willingness to assume
debt, two as having medium willingness, and three a low
willingness to assume debt. The formal education of the
wife also was closely associated with willingness to assume
debt.

Only 21 of the 203 eperaﬁors had some vocational
training, but these men used more credit than did those who
had not had vocational training., It is difficult, however,
to draw a strong conclusion that vocational training
influences farmerts attitudes toward credit. The length of
time spent and the type of vocational training varied widely.
The types of vocaticnal training of these operators included

business training, pilot training, work in mechanical
schools, and a few others. HMen with veocational training

tended to be younger than the average farm operator and

young men generally have a greater willingness to assume
debt.,

Attitudes toward use of credit was not affected
appreciable by the residential background of farm familias.
The residential background of the husband or the wife or
the combined background of both parties was not significantly
related to their attitude toward credit. The relationship
between residential experience of farm operators and the
amount of credit cutstanding is shown in Table XIII.
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48.3 percent knew of two or less sources of credit that
might be available to them. Among the medium willingness
group, 29.3 percent lknow of two to four sources of credit.
Only 22.4 percent of the families with a low willingness
had knowledge of over four sources. Of the medium willinge
ness group, 36.2 percent knew two or less sources, 34.2
parcent knew of twe to four sources and 29.0 percent knew
of over four scurces. Nearly 45 percent (44.9) of the
high willingness to borrow families knew of over four
sources. Of the families in this group, 31.9 percent had
knowledge of two to four sources and 23.2 percent knew of
two or less sources. The data showed that the relationship
between knowledge of sources and willingness to assume debt
was significant at the one percent level.

There was a distinct positive assoclation between
knauieégo of sources of credit and the amount of total
credit outstanding (significant at the 5 percent level).
This is shown by the data presented in Table IV. Families
with the larger amounts of credit outstanding had the
greater knowledge of sources of funds. Families who had
low knowledge, that is knew of two or fewer sources, had
less credit outstanding. Of this group, 45.8 perceant had
no credit outstanding, 20.8 percent had $1,300 or less,
19.5 percent had between 31,300 and $5,000 and only 13.9
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percent had more than $5,000 oredit. Of the familles who
had knowledge of two to four sources, 23.2 percent had no
eredit outstanding., The remainder of this group was some=
what equally divided as to the amount of credit outstanding.
Nine families or 17%.6 percent of those knowing over four
gsourcee had no credit outstanding, Seventeen families
(25.8 percent) haed credit outetanding of less than 31,300,
18 familiee (27.3 percent) had credit outstanding between
31,300 and 5,000, and 22 families (33,3 percent) had credit .

outstanding in excess of $5,000,

“nowledge of sources of credit seemed to be assoclated
with use of consumer e¢redit., Of the famillies with low
knowledzge of sources, 84,8 percent had no consumer credit
outstanding. Of those who knew of two to four sources,

76.9 percent had no consumer credit. Only 56.1 percent of
families with a high inowledge of sources had no congsumer
eredit outstanding (Table XVI),

pwledze Source d Size of F giness

Knowledge of credlt sources was assoclated negatively
with size of farm buplinees as 1ndieated‘by total assets and
net worth (Table XVII). Famlillies with a2 low knowledge of
aouroés 1.e, those inowing of two or fewer sources, had
greater assets and net worth than those knowing about several

sources, Famillies with & low knowledge had total aesets of
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$38,649 and net worth of $36,4,7,. The average total debt
for this group was $2,175, giving them an averags equity
of 9%.4 percent.

Families with medium knowledge of sources of credit,
had average total assets of $36,562 and net worth of $32,583
{an average equity of 89.1 percent).

Families with the highest knowledge of sources of
loans had the lowest total assets and the lowest equities
in their businesses. The average totalmssets of this
group were $30,676 and their net worths §26, 1,8. This
gave them an average total debt for the group of $4,528,
and an average equity of 385.2 percent.

The data show that knowledge of credit sources was
related to use, It increased with willingness to borrow
money and with the amount of credit outstanding. From the
factors available for the analysis it was not determined
whether knowledge was a result of experience in the use of
credit or whether knowledge tended to make farmers more
willing to borrow. Farmers may be more willing to borrow
after having had contact with credit institutions.

Families who do not have this knowledge may avoid debt
bacause of lack of understanding about use of credit. They
may have had very little experience with credit or that
which they had may have been unsatiafactory. |
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Information in Table XVIII indicates that the use of
more types of credit ls positively associated with knowledge
of credit sources., Of families with no credit outstanding,
57+9 percent had knowledge of two or fewer mources. Of
families using only one type of eredit, 37,7 percent had
knowledge of two to four sources, The largest percentage
(46.4 percent) of families with combinations of consumption,
production, and real estate credit had knowledge of over
four sources,

Information ie not available as to whether the
families with combinations of types of credit had a separate
source for each type. It 18 not determinable from this
information whether the knowledge 1s a result of use or

vise veraa,
VI. GOALS AFFECTING CREDIT

An effort was made to determine the effects of family
goals upon attitude towarde coredit, and upon the amount of
credit used, Each housewife was given 14 goals and
instructed to select four which the family was working
particularly hard to accomplieh, ©She was also asked to
select four additional goals to which the family wae giving
gpecial attention. The  goals sslected were compared with

the credlt attitudes of the respondents and to determine
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their relationship to the use of credis.

Coals were classified as to whether they were

related to preduction or to consumption. Thirty-two pere
cent of the families were rated as being low in the ratio
of production to consumption goals. Their ratio was less
than 0.9, Twelve and two tenths percent had a ratio between
0.9 and 1,09. These people emphasized production and
consumption goals with approximatsly equal intensity. Fiftye
five and eight tenths percent of the families had goals
oriented clearly towards production considerations, with
ratios above 1.10. The results may seem unrealistic as

the final reason for production is consumption. However,
many farm families may believe that a high level of produce-
tion will make it possible for them to maintain consumption
at & high level.

SATAAT SRRY, Fetit A6 1LUAE

The data in Table XIX show the relationship of goals
to credit attitudes and credit use. Only those goals which
were found to have significant relationships will be discuss~
ed. The complete list is given in the appendix. There was
a significant positive relationship between the goal to
reduce indebtedness or get out of debt and willingness to
assume debt. Families with a low willingness to assume

debt gave this goal a high priority. Fiftyethree and






60
five tenths percent of the low wlllingness familles selected
it as & goal they were working particularly hard to
saccompllish, Elght and six tenths percent included it in
the second group of gbala, and 37.9 percent did not select
it as a gosl. Families with a nmiddle willingnese to assume
debt considered this gosl less ilmportant. Only 40.7 percent
pelected 1t in the first group, 13,2 percent melected 1t in
the second group. In the high wlllingness to assume debt
group, only 29 percent of the families gave thie goal &
high priority. About 20,3 percent selected it in the second
group, and 50,7 percent did not ineclude it as & goal,

A goal that had a significant negative relationship
with willingness to assume debt was the desire to lnerease
savings, Of thg famillies in the low willingness to assune
debt group, 53.%4 percent gave\inaraaaed savings as & high
priority goal. Of these famllies, 345 percent selected the
goal in the second group, and 12,1 percent did not include
it as a goal., Thirtyenine and five tenths percent of the
families in the middle willinguness to assume debt group
selected this.@oal in the first group, whereas 40,8 percent
selected it in the second four. Of the high willingness to
agsume debt familien, 39.1 percent selected the goal in the
firat group, 26.1 percent included it as & secondary goal,
and 34,3 percent did not select it as a goal.

The desire to provide {or speclal education for
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children such as nmusic léeaona, business or nurses training,
or college training was another goal which was related to
credit attitudes, Families in the high willingness to agsume
débt group gave this goal high priority, Almost one-third
(31.9 percent) of the famillee selected 1t in the first
group of goals, and 17.4 percent included it as & secondary
goal, The remalning 50,7 percent did not select it as s
goal, Of the families in the medium willingness to assume
debt group, 26.3 percent gave this goal first priority and
2l.1 percent placed it in the second group of goale,
dineteen percent of famlllies with & low willingnese o
assume debt selected thie goal in the first group; 15.5
percent included it in the second group; and 65,5 percent
414 not include it in elither goal priority group.

The goal to provide recreational activities for each
family member, or as & family group was not of major lmpore
tance on the farms studied., COnly 7.4 percent of the
families included it in the first group and 17.3% percent
aelected it in the second group. Fourteen and five tenths
percent of the families with a high willingness to asgume
debt selected thie goal in the first group; 20.3 percent
blaeed 1t in the second group, and 65.2 percent did not
select the goal. Three and nine tenths percent of the
families with a medium willingness to assume debt selected
this as & goal in the first group; 21.1 percent included it
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in the second group; and 75 percent did not choose it as
one of thelr top elght goals. Within the group of families
with a low willingness to assume debt, only 3.4 percent
selected the goal in the first group, 8.6 pereent in the
second group, and 88 percent 4id not select it,

Goslg Related to Credit Use
The goal of improving farm bulldinge and adding to

fixed equipment wae closely associated with the total
eredit outstanding (Table XX). OFf the familles with no
eredit outetanding, 52.6 percent selected this goal in the
first group, 28.1 percent included it in the second group,
and 19.3 percent did not select it as a goal. Thie goal
was Belected in the first group by 30,6 percent of the
Tfamlliee with credit outetanding. It was inecluded in the
gecond goal group by 22.5 percent of these familles,
Approximately 48 percent (47.9) of the families with credit
outstanding between 71,301 and {5,000, selected this goal
as recelving special attention. Twenty~five percent
selected it as being & goal recelving secondary attention,
and 27.1 percent 4id not include it among the eight
selected goale, Fortyenine of the familles with credit
outatanding in excese of 5,000 selected this goal as having
high priority; 38.8 percent gave it second priority and
only 12.2 percent did not include it in the first eight.

The familles with large amounts of credlt outstanding,
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and families with no credit cutstanding of whom a high
percentage wanted to add to farm bulldings and fixed equlp-
ment, had high average net worths and total assets.

Familles with large amounts of credit outstanding
often selected the goal of paying their debts, Almost
three-fourths (73.5 percent) of those with total debts of
more than 45,000 had as one of their principal 6bjeet1vea
to reduce thelr obligations or get out of debt. An
additional 14,3 percent of theme families selected thils
goal in the second group objectives, whereas only 12.2 perw
cent did not choose this goal. Among familles with debts
between 1,301 and 75,000, 54,2 percent selected freedonm
from or reduction of debt ae one of their principal goals,
18,7 percent selected this goal in the second group, and
27.1 percent did not include it in the eight goals they
selected. Fortyenine percent of families with {1,300 or
lese of credit outstanding did not select this goal, dut
32,7 percent gave it high priority, and 18.3 percent gave
it secondary priority.

The faet that there was a high positive assoclation
between willingness to aspume debt and total eredit oute
standing already has been mentloned. Familieé with large
amounte of total eoredit outstanding were more concerned
about reducing or paying off their debts than famllies with
small amounts of eredit outstanding. Thils fact Indlcatee
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that even though these families are willing to use large
amounts of credit, they are concernsd about repayment of
their debts.

Families with a low willingness to assume debt were
more concerned about repayment than those with a high
willingness to assume debt. The data show that farm people
do not look upon credit as a resource to be used in improve
ing the combination of economic factors that make up a farm
business. Instead, many consider credit as an emergency
resource to be used sparingly to keep the business going.

VII. SIZE OF FARM AND CREDIT ATTITUDE

The amount of credit outstanding was related to the
sige of farms, The parcentage of operators who used no
credit declined as farms increased in total acreage (Table
XXY). Likewise, the percentage of operators with £5,000 or
more of credit cutstanding increased with the total acres
in the farms. This may have been the result of additional
borrowing to purchase land. A greater percentage of
operators with fewer than one hundred sixty acres had no
credit outstanding thah did operators of medium siged and
large farms.

For families with $1,300 or less of total credit the
average acreage was 213, For those with $1,301 to $5,000
ocutstanding the average size was 280 acres. Famllies with
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eredit outstanding in excess of [%,000 had an average of
338 acres (Table XXII).

The medium willingness to assume debt group had the
largest average total assete, 32,332 as compared to
434,043 for the high group and $31,476 for the low group
(Table XXIII)., The medium willingness to assume debt group
lizewisge nad the largest net worth, However, the average
debt was greatest lor the high willingness to assume debt
group. Assoclated with this situation was 8 lower percent
of equity, The high group had an average of 88.0 percent
equity; whereas the medium group had & 90.5 percent average
equity and the low group 92.4 percent average eguity., All
groups had collateral encugh for additional oredit, Af the
members had wanted to borrow more mouej.

The data in TableXXII shew the relationship between
oredlt ocutstanding and total assets by borrower groups,

The group with more than §5,000 worth of debtas outstanding
had the greatest average total assets and net worth; but
they had the lowest percent of equity. Agaln the net worth
wag adequate to support additional debt for the average
operator in the group.

The average farmer in the areas is not using as much
oredit as the equity in his businese would Jjustify., No
doubt returns are reduced by this fallure. Farm records

from Northern Miessourl show that the average investment
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in farm businesses that brought in $5,225 of net income in
1957 was $53,576.2 The average investment of farmers in
this study was $31,,86 and of those who had no credit oute
standing was $35,786. Both amounts are below the optimum
for full utilization of economic factors in a farm business.

YITI. CREDIT AND THE PAMILY CYCLE®

There seemed to be & relationship between the stage
in the family cycle and credit use on the farms in this
study. The family cycle was measured by the age of operator
and wife, number of years married, and family composition.
Age |

Age of the farm operator may be a factor in determin-
ing his willingness to assume debt. Younger operators had
a greater willingness to borrow, as indicated by their
responses to the attitude statements. This relationship is
indicated by data in Table XXIV. Of the operators under
forty, 42.9 percent were in the high willingness to assume
debt group, whereas only 28.0 percent of those 55 and older

2paul H. Bsbermeyer, %ﬁ%&ﬁ M& ness
98 Agrigglmﬁzxtansian e ce,zﬁwrs ty o am;i,
1 » ppﬁ ; »

*3tage 1. Establighment of the family, Stage 2. Childe
bearing and preschool, St 3. Elementary school perioed,
smg Le Hismahwl period, St 5. Collego period, Stage
6. Recovery period, Stage 7. Retirement periocd. (For a
more complete discussion of family cycle see the appendix).
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were in this group. Only 25 percent of the young operators
were in the low willingness category, whereas 38,7 percent
of the oldest operators were reluctant to assume debt, The
chi square test showed that the relationship was significant
at the 10 percent level,

A similar anslysis of the ages and attitudes of
vwives showed that the younger wives were more inclined to
borrow money than those who were older, However, the
relationship between the wife's attitude toward debt and
her age was not as significant as for the farm opersators,

As the number of years farm couplee had been married
increased their willingness to assume debt decreased (Table
XXV), For couples married fifteen years or less, 24.6
percentlware unwilling to assume debt, while 37.7 percent
were in the high willingness group. Of the couples married
15 to 29 years, 21.8 percent were in the low willingneses
group, and 33.4 percent in the high group. Couples married
30 or more years were even less willing to assume dedbt;
38.9 percent were in the low willingness group, and only
31,9 percent in the high group. No doubt this relationship
reflects the increasing conservatiasm of people as they grow
older. It may also indlcate a decreasing need for credit
as a family becomes more firmly establlished in a farm

businees,
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A simllar relationship was exhibited between number
of years married and total eredit outetanding ae was
evident between years married and attitude measured in
terms of willingness to assume debt, Lighty-three percent
of the couples married less than fifteen yeare had some
crodlt outstanding, OFf couples married from fifteen to
twenty nine years, 79.5 percent had credit outstanding;
and 55.6 percent of the couples married thirty years or
more had leane outstanding (Table XXVI1),

The data in Table XXVII further i1llustrate these
relationeghips, 1In this table iz presented the average
number of years nmarried, number years farmed and size of
family for each slze of credit outstanding group. The debt
free group and low credit groups had been farming and
married a greater number of years on the average than had
those with larger amounts of debts.

‘Stubbs, in a etudy of Indiana farm famillies, found
that "The percent of all families reporting debts over
5,000 increased with each stage in the family cycle to the
recovery stage then sharply declined." o family in the
retirement stage reported debt as high as 10,000, Eightye
elght percent of all familiees in the retirement stage

reported indebtedness in the lowest group 71,000 and under.>

3A11ce Stubbs, "A Study of Factors Affecting Financial
Seecurity in a Group of Indiana Farm Famillies, o, 1 (Secure
Families)," (Unpublished Ph.D. thesis, Purdue University,
Lafayette, Indiana), p. 37.
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Fan Co gition

The everage size of family showed & positive
relationship with credit outstanding as shown in Table
XXVII, The average size of family with no oredit oute
standing was 2.9 as compared to 4,0 for those with debt
of over i%,000.

Families with no children at home had a lower
willingness to assume debt than those having children
under 13 years of age. In only two of sgeventy-two families
with no children was the wife under thirty five years old,
Thie group was made up of older couples with no children
at home., As shown in Table XXVIII, families with children
under fourteen years of age tended to have the greatest
willingness to assume debt, Ffamilies with cechildren
fourteen years of age and older seem to be slightly less
willing to aésuﬁe debt than families which include no
¢hlldren, However, this ﬁiffefenae does not seem to be
significant,

Table XXIX shows the relationship between family
composgition and the amount of credit eutatanding. The
data Aindlcate greater use of credit by famillies when the
children are all under 13 years, Famillee with children 14
years and older seemed to use lese credit and in smaller
amounts, but used more than those families with no children.

The importance of famlly compositicn would seem to
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be important as affecting the amount of eredit outstanding,
The importance is probably the stage of the family oycle in
relation to progress of caplital acocumulation and debt
repayment in the farm business, In the next section the
relstionship of the farm business oycle with credit
attitudes and credit use will be dlscuseed,

IX., EVIDENCE OF FARM CREDIT CYCLE

The amount and type of e¢redit ocutetanding seemed to
vary with the process of capital accumulation and establishe
ment of the farm bueiness, The following section is an

analysis of credit use in this settlig.

The total amount of credit outstanding

wae significantly related negatively to the number of yeara
the operators had been farming. The data in Table XXX show
that operators who had farmed leses than fifteen yearé had
more credit outstanding, than those who had farmed a
greater number of years, No c¢redit outstanding wae reported
by 43.1 percent of the apefatorﬂ vho had farmed thirty
years or more, Whereas, of the operators who had farmed
less than fifteen years only ll.l percent had no eredit
outstanding. More than one-~fourth (23.4 percent) of the
operators who had farmed from 15 to 29 yeare had no credit
outstanding., The data show further, that 31,7 percent of
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the operators who had farmed less than 15 years had $§5,000
or more of oredit outetanding. iny 12.3 percent of those
who had farmed 30 years or more had thie amount outstanding.,

Consumer credit.* The amount of consumer ocredit oute
standing was not dloaely related to the number of years the
operator and his wife had been married (Table XXXI). The
greatest amount was used by couples who had been married
from 15 to 29 years., Over one~half of the famllies having
over {650 of consumer credlt outstanding were in this
group.,

A reason for this attitude might be that young
families are uesing production credit in the early years of
theilr farming career and curtail expenditures for conaumer
goods, until production capital has been accumulated and
efedit for this purpose has been reduced,

Families who used only oconsumption oredit had farmed
an average of 24,9 years. 7Those who used production credit
only had been farming an average of 17.9 years., iamlilies
who used both production'and congsumption credit had been
farming an average of 13.9 years.

Production credit. The data in Table XXXII show
that operatore who had been farming the shorteet tlme were
using the most production credit. Twenty-seven percent of
those who had been farming less than {ifteen years had over
42,600 of production credit outetanding; only 4.8 percent

of the operators who had been farmlng over thirty years had
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this amount, Of the operators who had farmed lesa than
fifteen years, 25.4 percent had preoduction loans between
$901 and 32,600, Two=thirds of the men who had farmed lese
than flfteen years had some production credit outetanding,
About 58.1 percent of those 15 to 29 years were using
production oredit, and only 3%6.92 percent of those who had

farmed 30 or more years used production credit.

: An analysles of the use of real
estate credit revealed that 36,8 percent of the farmers
interviewed had mortgagee on thelr farms. There was a
tendency {or the men who had been farming the shortest time
to have larger mortgages than those who had been farming 30
or more years, but the resulis were not conclusive. The
chl square test was not significant at the 10 percent level.
Tenure

Operators who rented their farme tended to be less
willing to aszsume debt than owners or part cwners, but the
difference wae not significant at the 10 percent level.
Approximately one third of the number in each tenure group
were classed as high in their willingness ito assume debt,

The most signiricant fact in comparing

total eredit and the tenure of farm operators was the fact
that more tenants had debts ocutstanding of between 31 and
31,300 (Table XXXIII), than d1d owners or part owners.

Forty~two and one tenths percent of tenant operators had
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this amount of credit outestanding compared to 16,7 percent
of part owners and 22,2 percent of full owners, About one-
fifth (21.1 percent) of the tenant operators had no credit
outstanding, whereas 22,7 percent of the part owners and
34,4 percent of the full owners had no debts, Hore than
one~third (36,4 percent) of the part owners had 5,000 or
more of credit outstanding (Table XXXIII).

Rupel in a study of farm financial security of a
group of Indiana farm families found a definite relationehlp
between tenure and total indebtedness. She found that only
two percent of the renters had $10,000 or more total
indebtedness, Of all renters, 37 percent had 5,000 or
less total indebtedness.”

Production gredit. Less than one-third of the renters
had production credit outetanding in amounts between {900
and $2,600, Nore than one-fourth of the part owners were
using more than #2,600 for production purposes. full owners
did not use very much production eredit (Table XXXIV),

Humber of yearsfarmed. Of the operators who had

farmed lese than fifteen years, 41,2 percent were renters
(Table XXXV). Only 4.4 percent of the men who had farmed

from 15 to 30 years were renters, and 12,7 percent of those

“Annavel J. Rupel, "A Study of Factors Related to the
Finaneial Sesurity of a Group of Indlana Farms Famllles, No,
1 (Secure Families)." (Unpublished Master's theasis, Purdue
University, Lafayette, Indlana), page 112,
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who had farmed thirty years or more were tenants, Of the
operators who had farmed less than 15 years only 28,6 pere
cent were owners; 47,1 percent of those who had farmed 15
to 30 years were owners, while 69 percent of the men who
had farmed 30 years or more were owner operators. Apparente
1y 4t 1s etill poseible to climb the sgricultural ladder
but the ascent may be slow.

Sumber acres. The operators who rented part or all
of their land had largar.acreages than those who owned
thelr land (Table XXXVI)., More than one-third of the
renters (36.1 percent) and more than one-half (56.0 percent)
of the part owners were on farms of three hundred or nmore
acree, Only 18.2 percent of the full owners were operating
farme of this size. A large percentage of renters (41,7
percent) operated farms between 161 and 290 acres 1in size,
Hore th@n one~half of the owners (52,5 percent) were on
farme of fewer than 160 acres.

Net worth, The data 1n Table XXXVII show that
tenure was closgely related to the net worth of farm operators.
Almost three fourths (72.2 percent) of the renters had net
worthe of lese than $15,000. No operator in this group
had net worthe in excess of 230,000, Approximately one=
fourth (24.2 percent) of the part owners had net worths of
less than (15,000, whereas 36,4 percent were in the $30,000
oy more group. Among full ownera'&&.e perocent had net
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worths in excess of $30,000, and only 23.2 percent had net
assets of less than $15,000. Ne doubt the financial
conditions of members of these groups influenced their
attitudes and the amount of credit used. Most lenders want
substantial collateral for lours. People who have a small
net worth may develop a negative attitude toward credit
because of their inability to obtain loans. Similarly
if the funds that are available do not permit the farmer
to organise his enterprises efficiently the income above
operating costs will be low and his credit experience
unsatisfactory. Thus a borrower develops a negative
attitude toward the use of credit.

Summary

The data tend to indicate that credit use is
associated with the family cycle. The results cannot be
considered conclusive because this study was done at a
particular time. It may be that the families in the sample
ware not representative of the various stages in the cycle
or the indication of the changes in the field of credit. In
order to study this problem effectively it would be necessary
to examine data covering a period of years. It would also
be necessary to study a particular group of farm families
and follow their changing environment over a period of
yoars.

The data also indicate that the farmers who had been
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operators for 15 to 29 years had larger businesses in terms

of acreage and net worth than those who had bsen operators
for either longer or shorter periocds. This may be an
indication that the older operators tend to taper off or
else they ars just maintaining the smaller size unit which
was appropriate at the time they built up their farm
businesses.

Most of the younger opsrators rented their farms and
w&ra using production credit as a means of gaining posses-
ion of working capital. They were also trying to build up
equity in order to purchase farm land with a real estate
mortgage. The tendency was for the older operators to have
a rather low level of credit outstanding. This low dedt
level may have been a result of having accumlated their
own funds already or perhaps less need for funds because of
reduced farming activity. They also have beaen trying to
avoid the risk of debt in their later years.

X+ CREDIT COMBINATIONS
The data in Table XXIVIII show that nearly threee
fourths (71.9 percent) of all families who were interviewed
used some kind of credit. About one-half (52.7 percent)

had production credit ocutstanding, 27.1 percent were using
consumer credit, and 36.4 percent had real estate credit,.

The most commonly used combinations were types of production
and real estate credit. This combination was used by l4.3






96
percent of the famllies. Only three familles or 1.5 pere
gent of those interviewed had both consumption and real
estateo credit,

Lese than one~tenth (9.8 percent) of the families
who had consumptlion credit slso had production loans, and
S.4 percent were using it in coubination with production
and real estate loans, Six and four tenths percent of the
families who were using consumption oredit had no other
type of loan,

Production ere&it wag used by 1tsalf noet Irequently
rahher than in a combination.

An effort was made to determine the relatlonship
between the number of years in farming, total acree operated,
net worth of the operator, and the amount of each type of
credlt used. The data are presented in Tables XXXIX and
b ¢ PR

- Families using production credit only had been
farming an average of 17.9 years. ifamlllies with both resml
estate and production credit sutstanding had farmed an
average of 19,3 yearse, Those familliee using both produce
tion and consumption credit had farmed an aversge of 19,9
years, Famillies who were using consumption credit only had
farmed an average of 24,0 years, The famllles with no
credit outetanding had been farming the longest (30.1 years).

Those families with real estate credit outstanding
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only had an average of 289 total acres, whereas those with
both real estate and production credit had an average
acreage of 312. The smallest average acreage was on farms
using only consumption credit.

Families using both real estate and production
eredit had the higher averags total assets, 351,703 as
compared to 348,659 for those with real estate credit only.
However, those with real estate credit only had a higher
average net worth. The families with no credit outstanding
operated feower acres and had lower net worths than did the
families using real estate credit or a combination of
production and real astaie eredit. However, they had
larger net worths and total assets than the farms in all
other groups. Families who used consumption credit,
production eredit, and real estate credit in this combina-
tion operated an average of 247 acres, had total assets of
$34,261, and net worths of $26,627.

The families who used consumption and production
credit in combination may have besen oriented toward use
of income for consumption purposes which had reduced their
rate of capital accumulation. Families using production
credit had lower net worths and total assets than did other
groups. These familles had low net worths and were
renters.

Data in Table XL show the average amount of credit
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outstanding in varioug combinations., The greatest amount
was used by familles who had both production and real estate
oredit outstanding. They had an average of 13,260 credit,
A large proportion of thies amount was real estate credit,
but the amount of production credit outstanding exceeded
that used by other groups. Families who usged real estate
eredit only had an average of 5,088 outstanding. Those
who used all three types had 37,423 of credit outstanding.
The largest part of this was real estate ($4,788), whereas
production loans made up £1,871, and consumption credit
4764, |

Among aﬁners, real estate credit was the largest
item, However, large amounts were used for production
purposesa, Rather small amounts were used for consumption
purposes, Production oredit was the most often used single
types Thirty«s&x}peraent of all familiee and 56,2 percent
| of those with loanes outstanding used two or more types in

combination rather than a single type.



CHAPTER V
BUMMARY A7D COCLUSIONS
I. OUMMARY

This study was nade to determine the asttitudes of
farm families toward the use of different types of credit,
the ressong for these attitudesn, and thelr effect upon the
amount of credit outstanding at the time the families were
intervieved. The data were obtalined by interviewing 203
farm familles in Economle Suberegion 71 of Horthern ¥issourl
and Pouthern Iowa. The information obtalined ineluded
family goals, attlitudes toward use of credit, amounts of
different types of credit used, farm balance sheet, purposes
for which c¢redit was used, sources of income, residential
experlience, and cholce of alternative uses of funds and
census information.

The reesponses Lo questions on attitudes toward
credit use were combined into scorees to indicate the
families willingnese to aseume debt. These were ranked and
divided into three groups for the purpose of analysis. The
relationaships between willingnese to asssume debt and
various credit used factors were then exnlored,

In general the famllles Tavored use of earnings
rather than credit for consumption items, Most of thenm
belleved it wise to postpone consumption until debts were

reduced, or paid off. A few indicated a hizgh tine
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preference and favored purchase of consumer iteme on credit,
These mentioned enjoying the articles while paying for them
and the diffieulty of accumulating enough capital to make
the cash purchase as the najor reasons for using consumption
credit,

¥ost families were willing to borrow money for
production purposes, Of the families interviewed, 60,3
percent believed that production borrowing was productiv
and profitable. 4n additional 25.1 percent thought 1t was
necessary. Most famllies believed that 1t was better to
borrow than trying to accumulate cash to use credit for
production purposes. Of the total sample 36,8 percent
responded positively to statements concerning use of
production eredit,

‘Most farm femllies feel that owning their own farm
is an important gosl. Very few preferred perménent renting.
They belleved rent payment would pay for the famm,

Some families indicated an aversion to debt, Host
famillies believed it wise to reduce debt as soon as possible
because of rdsks involved.

The families seemed willing to borrow for larger
enterprises., Of familiee responding, 59.8 percent belleved
1t better to buy a larger farm rather than start smsll and
expand.

There was & strong association between willingnees
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to assume debt and amount of total credit ocutstanding. The
families with greater willingnese in general had the larger
amounts of total credit. Oreater willingness was also
significantly related to use of larger amounts of consumpe
tion credis.

Production credit was used most often of the three
types. One hundred seven families or 52.7 percent used
this type of credit. Only 27.1 percent used consumption
credit, and 37 percent had real estate credit outstanding.
The average debt per farm operator reporting use of credit
was $5,072. The average difference between net worth and
total assets of all farmers who were interviewed was $3,515.
The average amount of consumption credit was $603 for those
reporting. Production credit averaged £2,086 for those
farmers using it, The average was $6,4,20 for those using
real estate credit. Twenty-six families used production and
real estate loans together, and had average total credit
outstanding of 213,269, Of this amount, $3,896 was produce
tion credit and 49,393 was real estate credit. The second
largest amount of credit was on farms where & combination of
the three types was used. The average total amount for the
20 families using all three types was $7,422, of which
$4,,728 was real estate credit, $1,871 was production credit,
and $764 was consumption credit.

The feollowing factors were tested and found to be
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statistically significant on the farms studieds

One percent level positive relationshipsi

1.
2.
3.
be
5.
64
7.

8,

Se

10.

Willingness to assume debt and amount of credit
outstanding.

Willingness to assume debt and amocunt of consumer
crodit outstanding.

Willingness to assume debt and education of
oparator.

Amount of total credit outstanding and education
of the operator.

Willingness to assume debt and knowledge of
sources of credit.

Amount of total credit outstanding and knowledge
of sources of credit.

Amount of consumer credit outstanding and
knowledge of sources of credis.

Amount of total credit outstanding and the goals!
(1) Add to farm buildings and fixed equipment.
(2) Reduce our indebtedness or get out of debt.
Amount. of total credit outstanding and ages of
children,

Amount of production credit and number of years
Tarmed.

Amount of total credit outstanding and tenure
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One percent level negative relationships:

l. Amount of total credit outstanding and number of
years married.

2. Amount of total credit outstanding and number of
years of farm operation,

Five percent level positive relationships:

1. Amount of total credit outstanding and number of
acres operated.

2, Willingness to assume debt and ages of children.

Ten percent level positive relationships:

1. Amount of total credit outstanding and education
of the operator.

Ten percent level negative relationship:

1. Wwillingness to assume debt and age of operator,

Relationships found not to be significant at 10

| percent levels

l. Willingness to assume debt and amount of produc=
tion credit outstanding.

2. Willingness to assume debt and amount of real
eatate credit outstanding.

3. Amount of total credit outstanding and operators
residential experience.

4o Willingness to assume debt and number years
married,

5. Amount of consumer c¢redit outstanding and number
of years married.
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Jvems not testaed statistically but relationships
were indicated by the datat
1. Knowledge of sources and average net worth,
amount of debts outstanding, and percent of
equity of the farm operator.
2, Willingness to assume debt and the following
goalss
(1) To reduce indebtedness or get out of debt.
(2) To increase the family savings.
(3) To provide special educational opportunities
for children.
(4) To promote recreational opportunities for
the family,

II. CONCLUSIONS

Farm families seemed to believe that borrowing money
is necessary and profitable for production purposes. This
attitude was indicated by the amount of production credit
used and the responses of interviewees to the attitude
presented in the interviews. A high percentage of the
families indicated that they believed it better to operats
larger enterprises with borrowed funds than to operate
small debt free businesses. They believed that the larger
enterprises were more profitable.

There seemed to be an aversion to debt on the part
of many families. They indicated that their principal goals
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were to pay off or reduce their debts. Farm families feel
that debts increase the risk of financial failure.

The credit cycle is closely related to the family
cycle, young operators who are tenants use relatively large
amounts of production eredit. After accumlation of
working éapiml, they strive to achieve ownership using
both real estate and production credit. As the operator
and wife look forward to retirement, they repay their debts
or reduce them to low levels. As the children leave home,
less income is needed for family living, & smaller farm
operation is adequats to provide a satisfactory levsl of
income and the amount of credit used declines.

There is need for a research program that will reveal
the productivity of capital when optimum use is made of it
in setting up and operating well balanced farm businesses.
This information would help farm families to make more
productive use of credit. It might induce them to use
credit as a continuing resource rather than looking upon
the practice of borrowing money as an emergency or
necessary measure to keep the farm business going.
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FAMILY CYCLEL

Less money is
needed for food and clothes for juet the young couple.
Savings and investment and purchase of the more expensive
household goods are possible duriﬁg the Tirat few years of
married life,

Stase 2, iildbesrine: and oree n.!}h General
expensges increase a little, especially hospital and medlical

bills, although these ocan be cut by purchase of group
inguranee. liousehold help may be required at times.
Stage 3.

continue to increase. Ffood coste increase some, but clothe

eriod. Current expenses

ing expenses ingrease conslderably. The children begin to

demand more because they see what others have.

, This period brings the
largest demand on lamlily income up to this time, Educational
expenses, in a broad sgense, usually consume the greatest
part of the increase in expenditures. Financlal pressure,
such as uge of the family car, parties, vlothes, travel, and
personal allowanges, incresases greatly. There is much

soglial pressure,

Stace S. College period. If the family sends the

Laron W, Troeletrup, Consume:
Finance., (New Yori: HoGraweHill
PP ¢ and 59,
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ohildren to ocollege, this period is more expensive than the
previous one, This ls usually true even if the ocollege is
sltuated in the home town and the children earn money during
vacations and during the college year., NMost families should
establish a colless sducatlion Dund beoause current incowme
ma& not cover the demands of this stage.

lﬁﬁgge 6. BRecgo

thelr own eccncnle power, famlly expenses drop considerabdbly.

riod, After the ohildren are on

The furniture iz worn out or in need of repalr, The house
may be pald for by now, but it neede msjor repaire, or it
may be larger than is necessary &t this time. The
"twilight" period is falling, and much more of the family
income needs to be put into a retirement plan,

Current expsnses are

usually moderate unless medical bllles increase considerably.
Generally, food and clothing needs are low. Travel,
however, is in the air, and winters in the warmer climates
are desirable. Perhaps the blg 0ld house 1ls sold for the

comforts of apartment life,
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FAMILY GOALS

Here are some of the goals which farm familles often

work toward or want to accomplish. (Lay out randomiged

cards before reapondent, reading each item aloud as it

is lald down).

Firgt ~=-tell me what special goals, if any, your famlly

iz working toward that are not here!

AR

Second ==gselect four (4) goals to which your famlly 1s

¥oriins especlally herd to sccomplish at the

preagent tinme.

Third «-gelect four (4) goals to which your family is

]

w&
.

Ca

also Siving gpeclsl sttention at the present

time,.

Improve farm land,

Inerease total produection of farm.

Own our own farm, or add to the amount of land
or other real estate we own.

Expand the size of the farm enterprise. (Include
ing further ocapital investment, posaibly).

Add to or improve farm bulldings (other than
the house) and/or such fixed equipment as fence,
feeding floors, water system for livestoclk.
Reduce our indebtedness or get out of debt,
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