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1. Interviews with 449 Oklahoma cotton farmers showed that 65 
per cent of the OWJler& and 86 per cent of the tenants used seasonal 
credit to "make a crop." Two-thirds of the owners used farm mortgage 
credit. 

2. The average amount of seasonal credit used was $448. OWners 
used an average of $610 and tenants, $390. OVer one-fourth of all the 
seasonal credit was obtained from local stores. 

3. The cost of all· seasonal credits averaged 16.4 per cent. Cash 
loans from banks and Individuals cost 11.3 per cent while merchant 
credit cost 32.5 per cent. The rate on farm mortgage loans averaged 7 
per cent. 

4. In the poorest of the three farming districts, Pittsburg county, 
86 per cent of the farmers Interviewed used seasonal credit averaging 
$398, one-half of which was store credit. The cost of store credit In 
this district frequently was about 80 per cent, but farmers did not 
realize that they were, In effect, paying such a rate. 

5. Oklahoma cotton farmers who earned the most spent and saved 
the most and were least commonly dependent upon the use of seasonal 
credit. 

6. Farmers who had other sources of Income than cotton and raised 
most of their feed and food supplies on the farm used seasonal 
credit less frequently and used less of It than specialized cotton growers. 

7. Farmers who owned land they operated tended to become Inde­
pendent of seasonal credit as they grew older and wealthier. But the 
tenants, although their wealth increased, became if anything more de­
pendent on seasonal credit as they grew older. 

8. Following poor crop years, local banks and credit merchants have 
difficulty in serving the farmers because of slow or "frozen" loans. Bank 
failures are much too numerous. This problem calls for study of the 
possibDities of distributing risks through such means as branch banking, 
crop insurance, and the Federal Intermediate credit system. 

9. The farmer can help solve this problem by building up a reserve 
of savings following good crop years. The banker can encourage this 
policy on the part of the farmer and diversify his own Investments. 

10. General differences in the cost of seasonal credit between banks 
and merchants, between districts, and between owners and tenants, can 
be· largely explained by diffe1·ences in risk and other expenses of the 
credit business. But within a single borrowing group the good indi­
vidual risks often pay the same rate of Interest as the poor risks. 

11. If the good risks would demand a rate of Interest In conform­
ance with their rellabDity, they would probably get the benefit of a lower 
rate of Interest. This, however, would probably necessitate a higher rate 
of Interest to poorer risks and a tightening of credit to them. 

12. In all credit transactions, the first question to ask is whether the 
loan will Increase the farm income enough to pay for itself with Interest. 
Therefore, credit is In part a problem of farm management. 
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MAP OF OKLAHOMA 

ftran L The priuclpal cllstricts 8111'ft1ed were located Ia .Jaeboa. GaniB 
aDd Pittsburg Counties. SoU and ellma.tic condltioDB are most favorable 
to cotton rrcnvinc in Jackson County and least favorable in Pittsburg 
County. 
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CREDIT PROBLEMS OF OKLAHOMA COTTON FARMERS 
ARTHUR N. 11/J:OORE and J. T. SANDERS 

Success in farming, as in other industries, depends in no small measure 
upon the use which is made of borrowed money. For profitable use, credit 
must first be conveniently obtainable in required amounts and at reasonable 
rates of interest. It must then be directed into the proper channels by capable 
management. Improvement in credit conditions is desirable at all times. 
But when farming in any part of the country fails to prosper, there is partica­
lar reason to inquire if some of the trouble is not due to conditions which 
govern the supply and use of credit. 

The first logical step in such an inquiry is to determine what these con­
ditions are. How much credit do cotton farmers generally use, where do they 
get it. what do the7 use It for, and how much does it cost them? There baa 
been a lack of reliable information about farm credit in Oklahoma and It was 
to help provide such information that this study was undertaken as a part of 
a general study Including several Southern States. 

Pacts are worth llttle, however, unless they are selected In such a way 
as to reveal existing problems and suggest ways of solving them. It is com­
mon knowledge that in the autumn of 1926 many cotton growers were unable 
to pay their debts. Is that sort of thing. inevitable? What are the under­
lying causes and to what extent is it a credit problem? This investigation 
reveals the fact that many farmers pay very high rates of Interest for season­
al loans. Why is this? What can be done about it? These are a few of the 
questions to which answers are needed. 

This bulletin 18 an attempt to bring together the results of several sepa­
rate Investigations made by the Oklahoma Agricultural and Mechanical Col­
lege in cooperation with the Bureau of Agricultural Economics of the United 
States Department of Apiculture. Special attention is given to three of 
these surveys, two covering the credit operations of cotton growers In JacksOn 
and Pittsburg counties in 1925, and one dealing with the credit situation of 
cotton farmers In Garvin county In 1926. The other studies to which refer­
ence will be made were more especially concerned with problems of market­
ing and tenure and ownership>. 

18peclal acknowledgement is made to Dr. W. W. Petrow, and ProfeBSor L. D. Howell, formerly 
of the Oklahoma Agricultural and Yechanlcal College, for much work done on the 1925 
surveys 1111d the marketing surveys. The services of Mr. otis Weaver, formerly a student 
ID the college, were of great assistance In collecting the 1928 data. The authors are 
also Indebted to Mr. NUs A. Olsen and Mr. David L. Wickens of the Bureau of Agrl• 
cultural Bconomlca, who collaborated In preparing the questionnaires, and to Mr. Eric 
Bnclund, Mr. D. L. Wickens, and Mr. Fred L. oarlocll: for helpful suggestions In writ­
Ing the mlllluscrlpt. 
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DESCRIPTION OF DISTRICTS 

Jackson, Garvin and Pittsburg counties represent three distinct types of 
cotton farming. (See Figure 1.) In Jackson county conditions of soli and 
climate are most favorable to the production of cotton. A silt loam surface 
soil predominates, becoming heavier in texture to a depth of 8 to 24 inches. 
The available fertllity is high. The normal annual precipitation is 27 inches 
and during the months of March, April, and May, the normal rainfall is about 
eight inches. There is no boll weevil to contend with. Since the topography 
JS Sllghtly undulating to ~t. erosion has not destroyed virgin fertillty of the 
soil to a marked extent. In Pittsburg county, on the other hand, the pre­
vailing soli is a llght brown sandy loam, deficient in phosphorus, and often 
showing considerable acidity. The available fertllity is low. The normal an­
nual precipitation is 42 inches and the rainfall during the critical spring months 
is about six inches heavier than in Jackson county. The topography is such 
that erosion bas greatly depleted the fertility of the soli. Early summer rain­
fall often fosters the stalk ll'Owth of cotton, encourages the growth of weeds, 
and favors the boll weevil. The weevil has been increasingly prevalent both 
in Pittsburg and in Garvin counties since 1920. In the State as a whole dur­
ing th~ three years, 1925-1927, the boll weevil was estimated by crop reporters 
to have had almost as much effect in preventing a normal yield of cotton as 
deficient or excessive moisture and all other climatic conditions combined•. 
With respect to soil and rainfall, the uplands of Garvin county, where the 
surveyed farms were located, represent a mean between the other two. The 
annual rainfall is about 35 inches and the topography is such that much 
et·oston has taken place and the virgin fertility is rapidly being lost. 

The farms of largest average size are found in Jackson county and the 
smallest in Pittsburg. Between 1920 and 1925 the number of farms increased 
in Jackson county but decreased in Gar\1in and Pittsburg. In all three areas 
there was a decline during this period in the number of improved acres per 
farm, the greatest decHne occuring in Jackson county and the smallest in 
Pittsburg. <See Table 1.) 

ExaJl'ination of the change in number of farms by tenure shows that 
in each county the number of rented farms increased between 1920 and 1925 
whlle the number of fUll-owner and part-owner farms declined <Table 2), 
During the same interval the average size of farm, both owner-operated and 
rented, decreaSed in each county. Yet the value per acre of farm ll!.nd also 
declined sharply in Garvin and Pittsburg counties, while in Jackson co~ty it 
8howed a ·small increase. Ordinarily one would expect to find ·an increaSing 
percentage of tenancy and decreasing size of farm associated with increasing 
rather than with decreasing land values. That the reverse was true from 
1920 to 1925 1n Garvin and Pittsburg counties may be accounted for by the 
agricultural depression, particularly the slump in the price of cotton in 1921. 
Insofar as changes ·in the income of the ·cotton grower are indicated by the 
value per acre of cotton, Figure 2 suggests that' in Ja.C~n county the year 
1921 was not on~ O.f lUI Usual depression. This· may· ·acco'unt for the increased 
land values shown in that county by the ·census. 

"'!iee "Crops and ·:uarll:eta," Ka;r, 1128, pqe 118. 



Table 1. Number of Farms and Improved and Unimproved Acreage per Farm in Jackson, Garvin and Pittsburg 
Counties, 1919 and 1924•. 

Source: United states Censua of Agriculture. 
JACKSON COUNTY GARVIN COUNTY PITTSBURG COllNTY 

Ceo&UI 
N11mber Acre• per farm Number Acrea per fana Number Acree per farm 

Year of of ·--·------ of 
fal-m• Improved Unimproved farm• Improved Unimproved farm1 Improved l,lnlmprov~d 

Number Number Number Number Number N11mber 

192o 2,444 124 47 3,823 74 40 3,817 56 61 
1925 2,751 116 21 3,631 71 39 3,788 55 50 

•The Improved acreage for 1924 was estimated by adding acres In crops to acres In plowable pasture plus 3 acres per farm for the farmstead 
In Jackson t:ounty and 2 acres for the farmstead In Garvin and Pittsburg counties. 
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Table 2. Number, Size, and Value of Farms in Jackson, Garvin, and Pittsburg 
Counties, by Tenure, in 1920 and 192&1• 

source: United States Census of Agriculture. 

Nwaber A'Rnplla Valae 
COUNTY AND TENURE of farJDI of farm• per acre 

Numb•r Acree Dollars 

Jackson County 
OWnet" and part owner 

1925 ---------------------------- 945 159 52.0 
1920 ----------·· ----------------- 1,110 183 52.0 

Rented in full 
1920 ---------------------------- 1,326 160 50.6 
1925 ---------------·------------- 1,804 124 53.4 

Ganln County 
OWner and part owner 

1920 ---------------------------- 1,591 132 51.9 
1925 

___________ .,. ___ .. _____________ 1,197 127 38.0 
Rented in full 

1920 -----------.;.,.--·-------··------ 2,223 101 56.3 
1925 ---------------------------- 2,422 99 36.7 

Pittsburg County 
Owner and part owner 

33.1 1920 ---------------------------- 1,729 134 
1925 ---------------------------- 1,393 120 27.6 

Rented in full 
1920 -----------------------.----· .... 2,073 91 36.6 
1925 ---------------------------- 2,381 83 27.7 

•Excluding Manager operated farms. 
Certain significant changes have been taking place in the crop production 

of the three counties <Appendix, Table 1). Since 1909 there has been in each 
area a strildng increase in cotton acreage and a cJecrease in com. In Jackson 
county, moreover, between 1919 and 1924, there was a marked displacement of 
wheat by cotton. The relative increase in cotton acreage since 1919, which has 
occurred in each ot the three counties, has been accompanied by substantial 
decreases in the number of cattle and swine. It will become apparent as the 
dlscusslon proceeds that these changes intensify rather than alleviate the 
credit problems. · 

Percentage of Tenancy and Color 
In 1925 the census showed that about 63 per cent of all farms in Pittsburg 

county were oPerated by tenants, 66 per cent in Jackson county, and 67 per 
cent in Garvin county. Between 1920 and 1925 the percentage of tenancy 
increased in all three areas, the increase of 21 per cent in Jackson county 
being greatest, and tha.t of 15 per cent in Garvin county the least. 

Of the total population in 1925, cmly '7.4 per cent in Garvin county, 5.9 
per cent in Pittsburg county, and 2.0 per cent in Jackson county were negroes. 
Since the credit situation was little complicated by racial mixture, no at­
tempt was made to study separately the credit conditions of either race. 

Type of l'a:rming 
Credit conditions in any community are closely connected with the type 

of farming practiced. Cotton is the chief cash crop produced in these three 
counties, although among them the importance of cotton varies considerably. 
Thus, in Jackson county, 91 per cent of the total sales of the farmers inter­
viewed were sales of cotton•. In Pittsburg county, 88 per cent were _sales ot 
""lbe value of aU cotton produced, whether actually sold during the calendar year or not, Is 

here Inc! uded under sales. 
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cotton, and In Garvin county, where broomcorn is grown and ltvestock pro­
ducts are more important, 50 per cent of all sales consisted of cotton <Table 3). 
In other words, the operations of the farmers interviewed in Garvin county 
were considerably more diversified than those of the farmers Interviewed in 
the other two counties. The cotton situation Is an important determinant of 
credit conditions in all three counties, but it has less importance in Garvin 
county than In either Pittsburg or Jackson counties. 

Unfortunately, cotton producers In recent years have been subject to great 
changes In both the yield and the price of their product. 'fhe nuctuatlng 
cash Income of the farmers In these three counties ls shown by estimates of its 
value per acre each year from 1920 to 1927 <See Figure 2). Thus in Garvin 
county, an extreme instance, the value fell from $50 per acre In 1920 to $3 In 
1921, and In Jackson county, the value rose from $18 in 1923 to $52 In 1924. In 
the former case, a change of price was the main cause of the change In value; 
In the latter case, a change of yield. Because of the Incessantly changing 
factors of price and yield, the farmers of these areas are constantly encount­
ering wide nuctuations In income which radically affect their financial status. 

In 1926 the average total income from the farms in Garvin county, 
whether operated by owners or tenants, faDed to cover expenses, thus leaving 
nothing either as a wage for the operator or as Interest on capital Invested•. 
Data were not avaDable for determlning the net farm and labor income of 
farmers In Jackson and Pittsburg counties. 

VALUE PER ACRE OF COTTON HARVESTED IN JACKSON, GARVIN 
AND PITTSBURG COUNTIES, 1920-19Z7 

<The farm price of cotton December 1 for the State was applied to yield 
data obtained from the crop reporting service of the U. S. Department of Ag­
riculture at Oklahoma City). 

Plgure 2-The varlatlona ln the value per acre of cotton from year to year show the un­
certain nature .of the Income of the one-crop cotton farmer. The data grouped by 
crop reporting dlatrlcts vary from year to year ln the same general way as the data 
for lndlvldual counties ln the dlstrtct. 

t'l'he average net loss was $35 per owner and $81 per tenant. Parm and labor Income as 
used ln thls study embraces the total Income from the farm, lncludlng sales of all 
products and all famlly llvlng derived from the farm, plus Increases In Inventory or 
decreases deducted, mlnus all expenses excspt a wage for the operator and an Interest 
on capital Invested. Any Interest paid for mortgage on the farm Is added to the 
gross receipts. 
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Table 3-Crop Acreage, Sales, and Net Worth of Farmers Interviewed in Jacks~n, ·Garvin,. and PlUs burg Counties. 

Average ~ales Of Operator'• aha~~ of :A.vera11e net 
crop Percentage of to .. ) c:rop acres · product•• wort{~.. per 

Cou1111 and acres farmer at 
tenure Farm en per Oth,r. AYerqe Per ce.r; eud of year 

~ farm Cotton Co,rll crope ·peer farm cotton 

Number Number P ct. P ct. P ct. Dolan P ct. DoHaN' ;:so 

All Counties ~ 
All farmers --------- 449 75 85 16 19 $1,391 83 $3,536 (:1 

Ownei'S ------------- 148 88 61 13 26 1,933 78 8,847 
""' Tenants ------------ 301 68 68 17 15 1,128 87 953 i Ja.ckaon (1925) 

All farmers --------- 163 83 73 2 25 1,808 91 4,557 
Owners ----------- 74 83 68 3 29 2,326 90 8,803 e. Tenants ___ .._ ________ 89 84 76 1 23 1,3'17 92 1,060 

Garv:ln (1926) "' AJI fartners --------- 79 72 48 18 34•• 1;350 50 4,977 1 Owners ------------- 32 76 42 18 40 1,808 4() 10,334 
Tenants ------------ 47 69 52 17 31 1,058 62 1,322 

Pittsburg (1925) g 
All farmers --------- 207 69 64 28 8 1,073 88 2,196 ""' OWners ------------- 42 105 61 25 14 1,317 81 7,755 C'4 
Tenants ------------ 165 59 66 30 4 1,011 90 789 S' 

"The value of all cotton produced In the given year was substituted for actual sales of cotto11- in order to Include the carry-over lpto the ~ 
the following year. l:ll 

• •In Garvin county the owners hed 7 per cent of their acreage In broomcorn and 8 per ce'n 1n alfalfa, whne ~he tenants had 10· per cent 1n 
broomcorn and 5 per cent 1n alfalfa. OWners and tenants toge ther• had 9 per cent ln broomcorn and 6 per cent 1n alfalfa. 
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The uncertainty of the income fro)U:!C4ttc!P. ·Production has an .important 
bearing on the need for credit, ~e ~ount supplied, and the rate of interest. 
The steadier .altd more ev.eaiy distributed one's income, the easier it is to ad­
just expenditures so as to red~e the need for credit. Irregularity and uncer­
tainty of income not only increase the farmers' need of credit, but they in­
crease the risk, reduce the local supply of loanable funds at certain times, 
and tend to raise the interest rate. 

Fluctuating income intensifies the credit problem in the following manner: 
The seasonal loans of cotton growers are usually due in October or November 
at the time cotton is ginned. Th~ growers depend chiefiy upon receipts from 
the sale Of cotton· to pay .these debts. If the receipts. are insufficient for this 
purpose the loans must be renewed. When this happens on a large sca~e in 
any community and many farmers are unable to pay their loans when due, 
the results often are injurious to both debtors and creditors. Not only is it 
likely to be hard for those immediately concerRed, but the loanable funds of 
local banks are. then tied up to such an extent that other borrowers cannot 
get the credit they need for making' the next 'crop. .Consequently, there: is a 
forced restriction of purchasing power in the community; When two or 
'three years of small cotton receipts follow in succession, the strain upon banks 
and credit merchants is very great. Returns were small in 1921 because of a 
sharp drop iQ; price of cottQn, ~d were unfav9rable in 1922 and 1923 because 
of low yields. This three-year depression following the peflk of cotton prices 
in 1920 led to the failure of many banks and stores whitlt were caught un­
prepared. 

It has been, s!Wwn abQV.e that of the three, districts stucJ.ttcl, soil and climatic 
conditions for· the: growing of cotton are most unfavorable in Pittsburg county. 
These conditions tend both to reduce the average yield of .cotton and to in­
crease the risk of crop failure in any given year. This difference in risk be­
tween the districts helps to explain the difference in cost to the farmer of both 
seasonal and long-term cred,it. The cost of mortgage loans cis shown in part 
by the Census of 192G which gives an average rate of interest of 6.3 per cent in 
JacksOn county, 6.7 per cent in Garvin, and 7.4 per cent in .Pittsburg. 

THE UNDERLYING CREDIT SITUATION 

Dependence on Seasonal Oredit 

In order to understand the credit problems it is necessary to know some­
thing about the underlying credit situation. In the first place, a large pro­
portion of cotton growers of Oklahoma are dependent on seasonal credit• for 
"making a crop." Seventy-nine per cent of all the 449 farmers interviewed, 
68 per cent of those in Jackson county, 84 per cent in Garvin county, and 86 
per cent in Pittsburg county, used such credit (See Table 4). 

That short-term credit is more nece!IS&ry for tenants than for owners 
is indicated by the fact that 86 per cent of all tenants in the three districts used 
such credit, while only 65 per cent of the owners used it. Among tenants the 
greatest resort to credit was found in Pittsburg county, where 90 per cent had 
cash or merchant loans. Garvin county tenants were a close second, with a 
percentage of 89. The Jackson county owners and tenants were the least 
frequent users of seasonal credit, the percentage being 55 per cent for owners 
and 78 per cent for tenants .. 

'"Seasonal" or "short-term" credit Is used In this study to mean credit on personal 
or collateral security running for periods of a year or less. 
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Table 4--Number of Farmen Who Usecl Short-term Credit aDd Amount• of Credit Usecl; IDcladlq Debts OutstaDdiDc 
at Ute Beriuning of the Year' 

Total Total short-term credit Merchant credit Calh credit 0 number of i'r County farmers Averap Avera1e Averap .... 
and lntervlewe'll Farmers who amount Farmers who amount Farmers who amount ~ 

tenure used credit used used credit used used credit used ~ 
0 
~ 

No. No. Pet. Dollars No. Pet. Dollars No. Pet. Dollars ~ 

;.... 
All counties '! All farmers 449 355 79 448 190 42 244 274 61 411 a Owners 148 96 65 610 40 27 221 86 58 580 -Tenants 301 259 86 390 150 50 250 188 62 338 2' 
Jackson (1925) a 

All farmers 163 110 68 565 42 26 161 107 66 5,18 -l'l.3 Owners 74 41 55 746 15 20 173 40 54 700 
~ Tenants 89 69 78 457 27 30 154 67 75 409 
~ 

Garvin ( 1928) 
... 
i All farmers 79 66 84 384 13 16 127 64 81 369 
~ 

Owners 32 24 75 538 3 9 211 23 72 534 ;s 
Tenants 47 42 89 301 10 21 102 41 87 283 ... 

l:'ll 
Pittsburg (1925) ... 

~ 
All farmers 207 179 86 398 135 65 281 103 50 324 ... -Owners 42 31 74 473 22 52 256 23 55 397 0 

Tenants 165 148 90 383 113 68 285 80 49 305 l:f· 

•Exceptional cases were omitted before computlnl ·avera1e1. 
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This picture of the dependence on credit is not. complete without consid­
eration of loans on farm mortgage security, since some of the owners without 
personal or collateral credit had mortgaged their land, and since a few of those 
classed as tenants had mortgages on land they did not operate. Mortgage and 
seasonal loans were used in part for the same purposes. Thus, 92 per cent 
of all mortgage loans in the three districts <Table 22) and 94 per cent of the 
mortgage loans of the farmers who had no short-term credit, were reported as 
having been used for the purchase of land. Of the short-term credit of owners 
in all districts, 23 per cent was used for making payments on land (See Table .. 
7) : while 5 per cent of all mortgage loans were used for the payment of old 
debts, and 11 per cent of the owners' short-term credit was so used. When 
account is taken, then, both of mortgage and of seasonal loans, it is found 
that the owners are more dependent on credit than at first appeared. Al­
though only 65 per cent of them used seasonal credit, 80 per cent used credit 
of some kind (seasonal or mortgage), compared with 87 per cent of the ten­
ants. Even including all the financial requirements of land purchase and 
maintenance, therefore, a larger proportion of the owners than of the tenants 
financed themselves at the time of this study. 

As a rule, seasonal credit is needed to help support the famUy and meet 
operating expenses from spring to fall, that is, for periods of from six to nine 
months. The weighted average time for which credit was used in all the dis­
tricts studied was 7.3 months, 7.4 months in Jackson and in Pittsburg counties, 
and 6.6 months in Garvin <See Table 5). The shorter term in Garvin county 
probably is to be explained by sales of broom-com during the SUIJliller, receipts 
from which were used to pay debts. The shorter average term of merchant 
than cash credit is accounted for in part, at least, by the method of calculation 
by the farmer". 

Volume and Source of Seasonal Credit 

All farmers for all areas, who used short-term credit, including debts out­
standing at the beginning of the year, used an average amount of $448. Three 
hundred and eighty-four dollars were used per farmer in Garvin county, $398 
in Pittsburg, and $565 in Jackson. The amounts of loans ranged from a few 
dollars to $5,000, 63 per cent of the loans in Jackson county, 74 per cent in 
Garvin county, and 75 per cent in Pittsburg county being $500 or less. 

Most of the merchant or commodity credit in each district was obtained 
from local stores and all but a few of the cash loans were obtained from local 
banks'. Merchant credit was 27 per cent of the total seasonal credit used in 
the three dlstrlcts combined, being 11 per cent of the total seasonal credit in 
Jackson county, five per cent in Garvin county, and 50 per cent in Pittsburg 
county (Table 6). Probable reasons for this high percentage of merchant 
credit in Pittsburg county are suggested on page 36. 

'In computing these weighted averages for all short-term credit used, Including the amount 
outstanding at the beginning of the year, the term df merchant credit was taken to 
Include the time from the average date of credit purchase to the date of payment 
of the total account. Where the days of the month In which the line of credit began 
and ended were not given; It was assumed that the credit began on the first of the 
given month and ended at the close of the month In which payment was made. This 
practice makes for conservatism In reducing flat charges to a per annum Interest 
basis. 

'Fourteen farmers borrowed money from Individuals, the amount of which equaled 1n the 
aggregate 3 per cent of the total cash credit used by all" the farmers Interviewed. 
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Table 5-Welghted Average Term of Short-term Credit In Jackson, Garvin, 
and Pittsburg Counties 

All counties 

District 
and 

tenure 

AU1 fBriDers ------------------
~ers _ -------------------­
Tenants _ -------------------

Jackson 
All farDlers ------------------
~ers - -------------------­
Tenants _ --------------------

Garvin 
AJ1 f&rDlers -----------------­
~ers - ------------------­
Tenants _ ------------------

Pittsburg 
All farn1ers -----------------
~ers .. ------------'----'---­
Tenants _ -------------------

Weighted average term In 
months of 

Total short­
term credit 

Months 

7.3 
7.1 
7.3 

7.4 
7.3 
7.5 

6.6 
6.0 
7.2 

7.4 
7.7 
7.3 

Cash 
credit 

Months 

7.8 
7.4 
8.1 

7.6 
7.4 
7.8 

6.7 
6.0 
7.4 

8.9 
9.0 
8.9 

:Merchant 
credit 

Months 

5.9 
5.7 
6.0 

5.3 
5.5 
5.3 

5.6 
5.6 
5.5 

6.0 
5.8 
6.1 

Table &-Percentage of Total Short-term Credit CoDSlstinc of Merchant and 
Cash Credit in Jackson, Garvin and PiUsburg Counties, by Tenure 

All farmers OWners Tenants 

Cash Merchant Cash :Merchant Cash :Merchant 
County credit credit credit credit credit credit 

Pet. Pet. Pet. Pet. Pet. Pet. 

AU counties '73 27 86 14 63 37 
Jackson 88 11 92 8 87 13 
Garvin 95 5 97 3 93 7 
Pittsburg 50 50 68 32 43 57 

Seasonal credit n1ay be considered part of the f&rDler's working capital, 
needed to carry on his business froDl year to year. In Garvin county such 
credit equaled 25.4 per cent of the total working capital of the farn1ers who 
used credit; in Jackson county, 31.5 per cent; and in Pittsburg county, 32.6 per 
cent•. In this respect, there was little difference between owners and tenants. 
Although Pittsburg f&rDlers ·had working assets of less value than those of the 
other counties, they used on the average DlOre credit in relation to their 
working capital. (See AppendiX, Tables n and IV). Hence the dependence 
upon credit was relatively greatest in Pittsburg county. 

•"Worklna capital," as. here used, Includes all assets at the beginning of the year except 
land and bulldiDIB, crops on hand, and household goods. The two latter Items were 
not obtained for Pittsburg and .Tacbon eountles. 
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There appears to be no uniform relationship between the ratio of credit to 
working capital and. the size of the farm <See Appendix, Table m>. In 
Pittsburg county the larger farms used more credit in proportion to capital; 
in Jackson and Garvin counties, the smaller farms used the more. 

Purpose of Seasonal Credit 
The greater part of the short-term credit of Oklahoma cotton growers is 

used to "make a crop," that is, to support the family until harvest time, buy 
feed, hire labor, and meet other necessary farm expenses. Living expenses 
alone accounted for 50 per cent of the total credit used in all districts, or 77 
per cent of the total in Pittsburg county, 36 per cent in Jackson, and 32 per 
cent in Garvin (See Tables· 7 and 8). Very little credit was used for the 
purchase of livestock. Jackson county is distinguished from the others by the 
large amount of credit which was used in 1925 to buy land or to pay other 
debts. Twenty-five per cent of the total short-term credit was used for each 
of these purposes•. 

Table 7-The Purposes for Which all Short-term Credit was Used In Jackson, 
Garvin, and Pittsburg Counties, by Tenure 

PURPOSE 

County Farm Purchase Payment 
and Living operating of of 

Tenure expenses expenses Land debts Total 

Per cent Per cent Per cent Per cent Per cent 

All Connties 
All farmers --------- 50 28 10 12 100 
Owners _ ----------- 24 42 23 11 100 
Tenants - ---------- 69 18 0 13 100 

Jackson (1925) 
All farmers --------- 36 14 25 25 100 
Owners • ----------- 22 5 53 20 100 
Tenants - ---------- 48 22 0 30 100 

Garvin (1926) 
AU farmers --------- 32 63 2 3 100 
Owners - ---------- 12 81 3 4 100 
Tenants - ---------- 63 35 0 2 100 

PIU&barr (19%5) 
All farmers --------- 77 9 4 10 100 
Owners _ ·----------- 59 8 18 15 100 
Tenants - ---------- 82 9 0 9 100 

The fact that credit for the purchase of livestock and machinery is gen­
erally a minor part of the total is verified by the results of a 1925 marketing 
study covering 359 farmers in eight Oklahoma cotton-growmg counties". 
From this survey lt appears that 5 per cent of all seasonal credit was used 
to buy workstock and other livestock, 7 per cent was used for farm equipment 
and improvements, and the remaining 88 per cent was used to meet living and 
other o'perating expenses. 

"These percentages were obtained by auumlng that the credit reported for general and mle­
cellaneous expenses was distributed amona t.he different uses In the same proportion 
as the credit for which the use was definitely known. They must, therefore, be taken 
as rough appro:idmatlons only. 

ltiiCintolh, Klciwa, Greer, TIDman, Carter, Love, Stephens, and Jefferson counties. 
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There are considerable differences between owners and tenants in the use 
of credit (Table 7). Tenants as a whole used 69 per cent of their seasoQ.IIll 
credit for living expenses, while owners used but 24 per cent for this purpose. 
A similar difference in practice appears in all three counties. Of the total 
credit used for living expenses, 61 per cent was supplied by merchants and 
39 per cent by banks and individuals. By far the greatest part of the mer­
chant credit in each district was used for family living (Table 8). For 
the three counties together, 93 per cent was used for this purpose. 
Table 8-The Purpose of Merchant and Cash Credit Used by All Fanners Jn 

Jackson, Garvin and Pittsburg Counties 

PURPOSE 

County Farm Purchase Payment 
and Living operating of of 

kind of credit expenses expenses land debts 

Per cent Per cent Per cent Per cent 

All counties 
Merchant credit ____ 93 7 0 0 
Cash credit -------- 30 38 14 18 

Jackson (1925) 
Merchant credit ____ 87 13 0 0 
Cash credit -------- 20 14 33 33 

Garvin (1926) 
Merchant credit ____ 821 18" 0 0 
Cash credit -------- 30 65 2 3 

Pittsburg (1925) 
Merchant credit ____ 96 4 0 0 
Cash credit --------- 44 17 11 28 

'Groceries and clothing. This probably underestimates the living expense Item. 
"Hardware. This probably overestimates the farm expense Item. 

Total 

Per cent 

100 
100 

100 
100 

100 
100 

100 
100 

Not only did tenants and owners vary widely within an area in the use of 
credit for living expenses, but the use of credit by the same tenure class varied 
widely between the different districts. Credit for operating expenses was 
relatively high for both owners and tenants in Garvin county; particularly 
high with owners, 81 per cent. In Pittsburg county, owners used only eight 
per cent for this purpose. In Jackson county 53 per cent of all non-mortgage 
credit of owners was used in the purchase of land. This unusual resort to 
non-mortgage credit for this PurPose may be explained in that 1924 and 1925 
the years immediately preceding the taking of credit data in Jackson county, 
were 'years when cotton farming had been comparatively prosperous and land 
purchases as a result were on a temporary "boom." 

Security of Shori-tenn Credit 
. The most common form of se~urity for seasonal credit was that of a croP 

arid chattel mortgage. .Forty-eight and four-tenths per cent of the total credit 
~ secl;lred. in tl$ waY. <Table 9). Five anq four-tenths per cent was cov­
e~ by crop li~Q onlf .and 8.5 per cent by chattel mortgage only, making a 
toi.U of 62.3 per cent secured by C1'9P. or chattel mortgage but without endorse­
fnent; Seven and eight-tenths ·pet cent of the seasonal credit was secured 
both by crop or chattel mortgage and by one or more endorsements. The 
bulk of the remainder,. or 27.9 per cent of the total, was on unsecured open 
account .oi: plain note, leaVlj!.g oJ;Jiy ~ per cept COV!i!.red: by endorsement without 
Jil~age of any kind. Of the tll)slic~ PO,tl, 'the·~ credit was alwaYS on 
"plain note" and the merchant credit usually on ·~open account." <See alSO Ap­
pendix, Tables IX and X>. 



Table It-Security of Short-term Credit in Jackson, Garvin, and 
Pittsburg Counties 

PERCENTAGE OF TOTAL SHORT-TERM CREDIT BASED ON 

AU counties 

County 
and 

tenure 
group 

All farmers ----------------------------Owners - -------------------------------Tenants - ·-----------------------------
Jackson 

All farmers --- ------------------·-------
OWners - ------------------------------Tenants - ------------------------------

Garvin 
All farmers ---·-------------------------· 
Owners 

-.-~~----------------------------
Tenant~~ - ------------------------------

I Pittsburg 
All farmers _ --------·------------------~ Owners ___________________________ _; ____ 

Tenants _ ------------- ------------------ I 

Open 
account 

or 
plain 
note 

Per cent 

27.9 
43.9 
16.8 

28.8 
39.4 
18.6 

38.7 
55.3 
17.5 

22.7 
40.9 
15.6 

Endorsed credit Unendorsed credit 

With WithoiOl Crop 
crop or crop Jr crop Chattel and 
chattel chat,el lien mortgage chattel 

mortgage mortgage only only mort•Jap Total 

Per cent Per cent Per cent Per cent Per cent Per cent -----
7.8 2.0 5.4 8.5 48.4 100 
5.8 2.0 2.8 14.1 31.4 100 
9.1 2;0 7.3 4.6 60.2 100 

9.0 2.7 5.4 8.0 46.1 100 
9.9 2.1 6.3 11.9 3D.4 100 
8.1 3.4 4.5 4.1 61.3 100 

7.9 0.4 0 5.6 47.4 100 
3.3 0 0 9.9 31.5 100 

14.0 0.9 0 0 67.6 100 

6.7 2.0 7.8 10.2 50.6 100 
2.3 3.4 0.2 20.4 32.8 100 
8.3 1.5 10.7 6.3 57.6 100 
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Table l~Farmers Classified by Surveys and Use and Non-use of Credit 

All surveys Jackson County Garvin County Pittsburg County 

Farmers Farmers Farmers Farmers Farmers Farmers Farmers Farmers 
using not ual118 using not usiDJ ualDg not using using not using 0 Tenure credit credi* credit credit credit credit credit credit i's' -AU Operat;ors Q 

Number of farmers 355 94 100 53 66 13 179 28 ~ --------- Q 
A~.acres 1n crops ------- 73 82 84 83 72 70 66 83 ;:! 
Per cent of all crops In cotton 67 58 76 65 51 31 66 60 Q 

Ave~~ sales per farm. ($) __ 1328 1637 1766 1896 1295 1651 1068 1104 IJio. 
Pel' · nt cotton is of ave. sales 84 81 92 88 53 39 88 84 

l Average net worth of farmer __ 2479 7790 3580 6872 3431 12825 1432 6962 
Ave. yrs.· as a farm operator (') 16 20 15 19 18 26 16 19 
Value of land per acre <'>---- 2479 7790 68 78 59 89 39 44 ... 

Owners i Nurhber of owners----------- 96 52 41 33 24 8 31 11 
A~ ~ in crops ---- ___ 87 90 86 79 79 67 93 139 ... 
Per · ·t·orau crops In cotton 63 57 72 63 44 31 65 54 t:oJ 
Average sales per farm. ($) __ 1959 1886 2508 2099 1831 1733 1307 1344 ~ 
Pel' cent cotton Is of ave. sales 78 79 91 87 41 34 81 79 (I) .... 
Average net worth of farmer _ 6855 12790 7936 10028 7600 18607 4790 15842 i Ave. years as a farm operator<'> 20 26 18 25 23 37 20 23 (I) 

Tenants ;:s 
NUmber of tenants ---------- 295 42 69 20 42 5 148 17 .... 
Average acres In crops ------- 68 71 82 90 68 75 61 46 tl:l .... 
Pel' cent of all crops in cotton 69 61 79 68 55 31 67 60 Q .... Average sales per farm. ($) ____ 1098 1320 1324 1560 1001 1536 1019 927 § Per cent cotton is of ave. sales 87 83 93 90 65 47 90 89 
Ave. net worth of farmer _____ 848 1636 953 1487 1054 3672 739 1216 
Ave. yrs. as a farm operator <'> 15 15 13 11 16 16 15 19 

(') Sum of years as a cropper, share or cash tenant, and owner. 
11) This figure applies only to the value of farm estate owned, 1nclud lng lmprovemenu. 

Is omitted. 
Real estate not connected with the farm operated 
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Rea&oas for the Need of Short-term Credit 

cotton farmers as we have seen usually are not able to finance themselves. 
Occasionally a cotton farmer is able to finance hirilself, either because his in­
come is more or less continuous through the year, or his expenditures of cash 
are small, or because his accumulated wealth is large". Considerable insight 
may be had on the credit problems of these farmers by comparing the farmers 
who used seasonal credit with the other one-fifth of them who used none. 
<Bee Table 10). 

Irregularity of Income 

The need for seasonal credit depends partly upon the extent to which sales 
of farm products are distrtbuljed throughout the year. The man who grows 
nothing but cotton and receives his whole C8lSh income in the fall is more 
likely to use credit than the man who sells other crop and livestock products 
and receives an income every month in the year. 

The farmers of Jackson, Garvin, and Pittsburg counties who used no 
short-term credit received 81 per cent of their cash income from sales of 
cotton. Those who used credit obtained 84 per cent of their income or three 
per cent more from sales of cotton. A simUa.r difference between credit users 
and others, ranging from one per cent for the Pittsburg tenants to 18 per cent 
for the Garvin county tenants, appears for each tenure group in each county 
(See Table 10). Although these differences are not great enough to account 
for the use or non-use of credit by many of the farmers concerned, they do 
indicate a different organization of farms for the credit using farmers as com­
pared with the non-credit using farmers. 

Net Wealth Compared 

Comparison of the net wealth of credit using and non-credit using farmers 
reveals the fact that those not using credit (both for owners and tenants> are 
financially much better off than those who resort to credit. In Jackson county 
all farmers using credit were worth only about one-half as much as those not 
using credit; and in Pittsburg county the non-credit farmers were more than 
four times as wealthy. 

The same tendency is shown more clearly by returns from a questionnaire 
covering the 1926 operations of 372 Oklahoma cotton farmer~;~ <See Appendix, 
Table V>. Farmers who specialized most in livestock production were least 
dependent on credit.. A smaller proportion of these farmers, as compared with 
those who had less Uvestock, used seasonal credit, and the amount of credit 
used by them was less, both in dollars per farmer and in relation to total 
sales. 

Size of Cash Expenditures 

Other things being equal, one would expect farmers whose seasonal ex­
penditures of cash were largest to be most dependent on seasOnal credit. 
Such evidence as was obtained cove$g the family living expenses of -Garvin 
county growers, suggests that "other things" were not equal; for those who 
used no credit in 1926 spent more cash per household and per . person than 
those who used credit <Table 11). It will be noted later that there was a wide 
difference in ·the net wealth of credit users and non-credit users in 'Garvin 
county ·and this fact is pertinent in explaining 'the larger :·outlay for famUy 
U\lfttg of the ncm-credlt users over ·the credit users. 

uother reasons are poulble. Pol' .. lnstance, ;Inherited-.,... milbt"-enable a ·co'ttou :farmer 
to finance hlnuelf. 
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Table 11-FamDy LiviD~ Expenses In Garvin County of Farmers Who Used 
Short-term Credit in 1926 and of Farmers Who Used None. by Tenure 

Terture and use of credit 

All farmers 
Using credit ___ ---------------------------
Using no credit----------------------------

Owners 
Using credit -----------------------------­
Using no cteCHt---------------------------

Tenants 
Using creCtit -----------------------------
Using no credit --------------------------

Averqe Family Living Expenses 

Per Household 

Dollars 

653 
833 

868 
915 

530 
701 

Per Person 

Dollars 

114 
183 

153 
215 

92 
140 

Tabulations for the Garvin county area show that the credit-using 
farmers produced a somewhat smaller part of their total food and feed re­
quirements than did the farmers who used no credit, although this differ­
ence is not marked except with feed production for owners. Had they 
produced as large a part of these requirements, their cash expenses might 
have been even less11• 

Wealth and Savings 
The farmers who used no seasonal credit, being more wealthy than those 

who did use credit, were able to finance themselves in spite of large 
expenditures for family living. It is natural to expect the standard of liv­
ing to increase with wealth. This relationship is clearly shown by the re­
sults of two surveys made in 1924 in Jackson, Greer, and Bryan counties, 
covering 345 farms. Both the family living expenses in cash per person and 
per household and the total family living, including products of the farm, 
revealed a tendency to increase with net wealth, both for owners and for 
tenants. 

Table 12-RelaUon Between the Net Worth and the FamUy Llvlq of Farmers 
In Bryan, Jackson, and Greer Counties In 1924, by Tenure 

Cash expenses Total famUy llvng 
for Including products of 

famUy living the farm 
Net worth Number 

and of Per house- Per Per house- Per 
tenure farmers hold person hold person 

Dollars Dollars Dollars Dollars 
Owners 

$1-$6,000 - --------- 33 512 140 760 207 
$6,001-$12,000 - ----- 26 761 147 1,0SO 198 
OVer $12,000 -------- 3S 871 226 1,265 328 

Tenants 
$1-$900 - ----------- 105 414 92 543 129 
$901-$1,700 - -------- 78 516 112 656 136 
OVer $1,700 ------- 68 693 125 1,128 198 

•• Belf-aufflclencj ratio8 for tooele and feeds used by Garvin county farmers who used 
short-term credit and those who used none, by tenure, are shown In 
AppendiX, Table VI. The "self-sufficiency ratio" Is the relation between the value 
of certain farm products produced and used on the farm and the total value of all 
such products consumed, whether bought or produced. The commodities selec&ed, 
such aa port, beef, and dairy and poultry products, are ones which are eaaUy pro­
ducible on the farms of the community. Products were valued wherever poaalble at. 
prices for which the farmer stated he could have aold. 
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Data on the cash savings and the net wealth of the farmers Interviewed 
show a distinct relationship to the use of seasonal credit. Of the farmers 
who financed themselves, 61 per cent reported cash on hand at the beginning 
of the year as compared with 41 per cent of the farmers who used seasonal 
credit <Table 13). Furthermore, of those who had cash, the farmers who used 
no credit had on the average $909 in cash, while those who employed credit 
had an average of but $251. 

Most of the farmers interviewed had few assets of the kind that are easily 
converted into cash <See Appendix, Table IV). Especially was this true with 
tenants who had no investments whatever in stocks, bonds or mortgages. 
OWners had few such secudties, except in Garvin county, where the $500 
average was due to the possession of $16,000 of investments by three of the 32 
owners interviewed. 

Not only did the farmers who used no short-term credit have more cash 
on hand than the credit-using farmers. but the average net wealth of the 
former, or assets minus debts, was three times greater than the net wealth of 
the latter <Table 10)11• This difference appears more clearly when owners and 

Table 13-Cash on Band of Farmers Who Used Short-term Credit Compared 
With cash Reported by Those Who Used No Credit 

Number of farmers Average 
cash on 

County, tenure, Number Per cent hand at 
and Total who had who had beginning 

use of credit number cash cash of year• 

All Counties 

AU farmers 
Farmers who used credit_ _____ 355 147 41 251 
Farmers who used no credit ____ 94 57 61 909 

Owners 
Farmers who used credit ______ 96 44 46 370 
Farmers who used no credit __ 52 30 58 1,217 

Tenants 
Farmers who used credit------ 259 103 40 200 
Farmers who used no credit ___ 42 27 64 567 

.Jaekson 
All farmers who used credit ___ 110 30 27 289 
All farmers who used no credit 53 22 42 551 

Ganln 
All farmers who used credit ____ 66 40 61 365 
All farmers who used no credit 13 11 85 2,415 

Plitsbaq 
All farmers who used credit ____ 179 77 43 177 
All farmers who used no credit 28 24 86 549 

•Ail averages apply only to farmers who reported cub on halld. 

- • .1- • 

'"As far as the owners are concerned, this difference In net wealth 18 chiefly the reflection 
of the greater -amount of land owned by the farmers who used no short-term credit. 
Although. thHe farmers operated with their own labo'r Uttle more land Oli the averqe 
than their credit· ulna nellrhbOn. .they: leased. more to tenants. . · 
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tenants in each county are taken separately (Table 10>. In every case the 
farmers who used no short-term credit were as a group wealthier. The dif­
ferences of net wealth in favor of those using no credit ranged from 25 per 
cent for the Jackson county owners to 350 per cent for the Garvm county 
tenants (See Table 10). The question then arises whether these relatively 
well-to-do farmers, about one-fifth of the total number, acquired their prop­
erty by inheritance or by their own labor and saving. 

The available evidence secured in this survey leads one to believe that 
very little of the property of Oklahoma cotton growers was inherited. Of the 
owners interviewed in Garvin county only one had inherited land. The 
other 31 had bought or homesteaded all their holdings. No data on this 
point were obtained for the Jackson and Pittsburg districts. But of the 
total net wealth on January 1, 1925, of 759 owners and tenants interviewed 
in connection with the cotton marketing surveys in eight Oklahoma counties, 
referred to above, only 6.4 per cent was inherited property. The owners 
inherited 5.9 per cent of their wealth and the tenants, 8.3 per cent. The 
farmers who used short-term credit in 1925 inherited 12 per cent of their 
wealth as compared with 4.4 per cent inherited by the farmers who used no 
short-term credit (Table 14>. The latter had an average net worth less in­
heritance of $6,718, the former an average of $2,282. When owners and 
tenants are examined separately as to net worth, a similar difference ap­
pears. The conclusion is that the farmers who finance themselves are able 
to do so largely because they have earned and saved more than the usual 
amount of money. 

Table 14-Comparison of Net Worth Less Inheritance, Years as Farm 
Operators, and Average Amlaal Accumulation of Wealth of Report-

Inc Farmers Who Used Seasonal Credit and Farmers Who 
Used None In 1925 In Eight Oklahoma Counties* 

Average Average Percentage 
'tenure net years AdJusted of net 

and worth as annual ac- worth 
use of less farm cumulation which was 
credit Inheritance operator of wealth•• Inherited 

Dollars Years Dollars Per Cent 

AD farmers 
lJsing credit ------------------ 2,282 17.3 138 12.0 
lJsing no cred!t _______________ 

6,718 21.2 282 4.4 

Owners 
lJsing credit ------------------ 6,219 20.3 305 13.0 
lJsing no ~t-------------- 10,952 24.3 446 4.2 

Tenants 
lJsing credit ----------------- 1,153 16.4 77 10.3 
lJsing no ared!t-------------- 1,748 17.6 99 5.4 

•The counties are Mcintosh, ltlowa, Greer, TWIDBD, Carter, Love, Stephens, and Jefferson. 
Net worth less Inheritance was reported by 71111 farmers: :rears as farm operator by 
11M farmers; and average annual accumulation of wealth .by 848 farmers . 

.. The adJusted average annual accumulation of wealth II the average annual rate at which 
the Individual farmer has accumulated ciiY!ded by a ·figure representing the rate aC 
which average accumulation has been accomplished by all operators at the given eam­
lng life stage of the operator In question. In other words, rate of accumulation YBrles 
at cllfterent earning life stages. The average rate of accumulation of all operators ID 
each 11-year st81e of earning life was expreased as a percentage of the average accumu­
~tlon rate of. Bll farmers Irrespective of stage of eamlng life. The average annual 
rate for each farmer Wl\8 then diTided by the percentage Just described. 
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The question may be pushed still further. How did these farmers who 
used no seasonal credit succeed In accumulating so much wealth? Were they 
older than the rest and can their greater wealth be explained by their greater 
age? Or were they better managers and more carefUl savers? 

In the first place, it appears that of 824 farmers covered by the 1925 
marketing study, thole who used no seasonal credit had been fa.rJ:Dblc on the 
average 21 years, or about four years longer than those who used credit 
(Table 14). In Pittsburg county there was a difference of three years (Table 
10). In Jackson county, the difference In favor of the non-credit-using 
:farmers was over four years, and in Garvin county, eight years. Nevertheless, 
this dlstlnctlon does not alwsys hold true, as wUl be shown later in connection 
with data based on a survey in 1924 in Jackson and Bryan counties. 

These differences In the length of earniDg period are not adequate to ex­
plain the differences In wealth. ldnce the farmers who used no seasonal credit 
had accumulated wealth more rapldly than had the credit-uslDg farmers. 
Considering the eight counties of the marketing study as a whole, the credit­
using owners accumulated an average amount of wealth of $305 per year 
during their earn1ng ute. This figure makes allowance for the effects of age 
on the rate of accumulation. On the other hand, the owners who used no 
credit accumulated $446 annually. The corresponding tJgures for tenants were 
$77 and $99. The 1924 survey in Bryan, Jackson, and Greer counties indicated 
a s1m1lar relation, the average yearly accumulation being $279 for the credlt­
uslnl owners and $43.1 for those who financed tbemselves. Por tenants, the 
fjgures were $108 and $170 respectively <See Table 15). 

It aJ)pears, then·, that the credlt-uslnl farmers had not accumulated 
wealth as rapidly as the farmers who used no seasonal credit In 1924 and 1925, 
It does not follow, however, that such credit 1s a hindrance to progress, for the 
same farmers who financed themselves in 1925 may have borrowed money for 
crop production in earller years. There 1s nothing to prove that the use of 
credit did not increase their profits and hasten the coming of the time when 
they no longer need it. At the same time, there 1s Uttle doubt that seasonal 
credit often retards farming progress, eltber through unwise expenditures by 
the borrower or through the burden ot high interest charges. However that 
may be, it would seem that the farmers who financed themselves were either 
more efficient or more thrifty than those who were dependent on seasonal 
loans. 

Table 15-Avenp Annual Aceum.ulation of Wealth bJ Credit-~ and Non­
credit Udng Farmers In BrJan, Jackson and Greer Counties, 

AD·rarmers 

by Tenare (1924 SarveJ) 

Tenure and 
uae of 
Cl'edtt 

Using credit --------------------------
Using no Cl'ldR-.----------------------

Owaen 
Using credit ------~-------------------­
Uidng no credit ------------------------

Tenant. 
Uldng credit --------------------------
Using no GnldiL--------------------

NuJDber 
of 

farJDers 

NuJDber 

195 
143 

37 
5'l 

158 
86 

Average annual 
accUJDulatloa 

of wealth 

140 
274 

279 
431 

108 
170 
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The results of this .study, however, do not bear out the assertion some­
times made that the farmers who do not use credit are "stingy" and restrict 
their standard of living in order. to operate on a cash basis; for it has been 
shown that these farmers spent more as well as saved more (Table 11). They 
spent more on family living both per famUy and per person than the credit­
using Iarmers. It· is well known that living standards vary in close harmony 
with abUity to pay. AbWty to pay varies with the productive efficiency of the 
farmer, which is partly dependent upon the savings of the farmer but chiefly 
upon his managerial capacity. 

To summa.rize, therefore, it appears that cotton farm~rs who eam the 
most ar.~ a!Jle to spend and ~~ave .the most and are. least dependent upon the 
use of expensiv!l seasonal credit. In part because using little such credit, es:­
pecially store credit, they can save and spend more than those who pay high 
interest rates for the use of seasonal credit. Furthermore, there is probably 
less likelihood of wasting· one's own money than borrowed money.' Greater 
eamings·and savings mean less·credit, and less credit of the kind under dis­
cUssion means somewhat greater earnings and savings. But it does not follow 
that :such credit is always a bad thing. It may be ·.the only stepping stone 
by which some farmers can advance to an independent position or to a·posi­
tion from which they can command mortgage credit at low rates of interest. 
After all, the important ·consideration in the use of credit is the same as that 
of· any-other purchase, for credit is only the purchase of the use of wealth, 
viz;,- will· it· cost less· than ·it· will ·return 'l This question· ca,n more readily be 
answered by the farmer borrowing for farm production purposes than 1ty the 
farmer borrowing for living purposes~ In fact the question seldom ·occurs to 
the cqtto.n .farD)er who is forced. to resort to living credit, although doubtless 
his flnanclal p_rogress is often checked by his inabWty to apply this test to his 
bQrrowing. 

Short-term loans, the use of which promises to create a future profit 
w~ch can be roughly estimated in advance, clearly can be made to the benefit 
·of' the financial progress of the borrower. Similarly this is true for emerg­
ency loans which prevent a serious loss from unused land, labor, and equip­
ment. Such loans wm always be· advantageous. But it will probably be agreed 
that most cotton farmers in Oklahoma would profit by any readjustment in 
their business which would enable them to reduce or entirely to dispense with 
their present seasonal credit which is used mainly to maintain customary 
standard of living'•. Especially does this apply to loans where interest 
rates are relatively high compared with returns on first class securities, which 
is normally the case with credit used for living expenses on cotton farms. 

Relation of Years of Fannin&' Life to the Use of Credit 
It has already been observed that the farmers who used no seasonal credit 

were older in farming experience than those who used credit. This was found 
to be significant only for the owners, however. In fact, the reverse. was true 
among 254 tenants interviewed in Bryan, Jackson, and Greer counties in 1924, 
88 of whom used no credit, although owners who did not use credit were 3.6 
years older than those using credit, non-credit-using tenants were found to 
average 3.4 years younger than credit-using tenants. 

There is, however, evidence of a tendency for farm owners in the 
cotton growing districts of Oklahoma to become independent of Short-term 
credit as they grow older. 

For the purpose of showing this tendency, 1,621 farmers in 11 districts, 
including Jackson, Garvin, and Pittsburg counties, and those included in the 

11Thlll assertion might need to be qualified to fit the case of a few farmers who could get a 
higher return on savings permanenUy Invested than the Interest rate they would have 
to pay on current short-term borrowings. It would profit sucli farmers to continue 
the use of seasonal credit rather than reduce their permanent Investments. 
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marketing and tenure studies referred to above, were grouped together (See 
Table 16). Of 127 owners who ha!f been operating a farm as tenant or owner 
for less than 14 years, 55 per cent used short-term credit. Of 243 owners who 
had been farming from 14 to 26 years, 39 per cent used credit; and of 203 
owners who had been farming over 26 years, only 29 per cent used sce.sonal 
credit. Therefore, the percentage of those who used credit decreased consist­
ently as years of farming experience increased. 

The older group of owners was also the wealthier, as indicated by their 
net worth of $12,000, and this fact probably explains the ability of many of 
them to finance themselves. The owners who continued to use credit in 
their old age, however, used just as much on the average as the younger 
groups. The middle-aged group operated the largest farms and those in 
this group who had credit used the largest average amount, or $531. That 
there was no clearly defined relation between this decreased use of credit 
with greater age and the size of the farm is indicated by the fact that the 
size of farm does not vary in accordance with the amount of credit used or 
the net worth per farmer. 

In striking contrast to the owners, the older tenants were more de­
pendent on seasonal credit than were the younger tenants. Although the 
proportion of those who used credit remained fairly constant at about 70 
per cent, the average amount of credit increased from $230 for the youngest 
group of tenants to $430 for the oldest. 

It would be an error to assume from these data that tenants become 
more and more dependent on credit as they grow older, for such an assump­
tion from these data is not warranted. To the more competent farmer&, 
tenancy is an agency of progress toward ownership; and normally after the 
more successful tenants have farmed for a few years they pass into the 
ownership status, leaving behind as tenants in the older age groups less 
financially successful tenants. In all probability these older age group 
tenants have always been excessively dependent on credit-possibly more 
dependent than they are in their older stages. 

Table 16-Relatioa Between Years as Farm Operator and Use of Seasonal 
Credit by 1,621 Cotton Growers in 11 Surveyed 

Districts in Oklahoma 

Avere.ge Avere.ge Avenge 
e.mount net crop 

Tenure Pe.rmers who used credit of worth e.cres 
e.nd Tote.l credit per per 

yee.rs number Per cent used fe.rmer fe.rm 
u fe.rm of of &.11 
opere. tor fe.rmers Number fe.rmers Dolle.rs Dolle.rs NIUilJl~ 

Owners 
1-33 years 127 70 55 435 6,920 84 

14-26 years 243 95 39 531 9,547 104 
Over 26 203 58 29 493 12,030 95 

Tenants 
1-8 years 344 250 73 231 1,064 59 
9-18 years 336 244 73 349 1,599 77 

Over 18 368 257 70 430 2,007 85 

Comparison of Credit Conditions Among Owners and Tenants 
There are several Important differences between farm owners and tenants 

in the use of seasonal credit and the terms upon which it is obtained. Within 
the tenancy status, each form of tenure has a different credit basis. Croppers, 
who usually own no livestock or machinery, generally use the crop lien as a 
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basis for credit. Frequently they must also secure the landlord's endorsement, 
a practice which varies greatly In different parts of the South. Cash and 
share tenants have a sounder basis for credit than croppers, since they have 
larger accumulations of wealth, Including their own livestock and machinery, 
and are known as better business risks. Owners have the advantage of landed 
property and other wealth, which, In case of emergency, can be sold or mort­
gage4 to Insure the payment of seasonal loans. 

A larger proportion of the owners than of the tenants get along without 
such loans (Table 4). Grouping together the three districts surveyed, 35 per 
cent of the owners and only 14 per cent of the tenants financed themselves. 
Less dependence on short time loans by owners is possibly explained by the 
facts that owners have accumulated more capital than tenants, that they are 
less dependent on a slngle cash crop, and that they possibly In a few instances 
may use a portion of their farm mortgage credit for production purposes. 
Both their total working assets and their cash on hand averaged 'Well over 
twice the assets and cash of the tenants. cotton averaged 78 per cent of the 
total sales of all the owners in Jackson, Garvin, and Pittsburg counties, and 
87 per cent of the total sales of the tenants <Table 3). 

The importance of the third factor, the use of farm mortgage funds for 
crop-producing purposes, Is hard to measure. Of 52 owners who used no 
seasonal credit, however, 29 had no mortgage debt and 17 others reported that 
such debt was used for the purchase of land or the payment of other mortgage 
debts. The use of long-term loans for short-term purposes would therefore 
seem to be of minor importance In explalnlng the fact that a larger proportion 
of owners than of tenants financed their seasonal needs. 

Owners who used credit received over 50 per cent more credit per person 
than the tenants. For each acre in crops, the owner-operators used $8.60 of 
short-term credit and the tenants, $6.10. For each acre In cotton, the same 
credit amounted to $13.80 for the owners and $9.80 for the tenants. The larger 
use of credit by owners may In some cases be due to their loans to tenants. 
However, In Garvin county, the only district for- which these data are available, 
only eight In 24 credit-using owners had tenants on their farms, and of these 
eight, only one made any direct loans to tenants in 1926. In this district ad­
vances to tenants do not explain either the use of credit by owners or the 
amount of credit used. 

Another probable explanation of the larger per acre use of credit by 
owners who use credit may be that they borrow for livestock production to a 
larger extent than do tenants. It stands to reason that this Is the case since 
crop production Is an annual affair whereas the cycle of livestock production 
frequently Is completed only after a series of years. Tenants cannot a.s readily 
undertake livestock production enterprises as can owners and doubtless the 
higher credit of owners per acre of crops Is explained in part by this difference 
In tenants and owners. Also since, as it has been shown, owners used con­
siderable credit for puscbase of land, this in part probably explains the dif­
ference in use of credit by owners and tenants. 

With respect to the term of credit, the owners of the three counties bor­
rowed for an average period of 7.1 months and the tenants for 7.3 months 
(Table 5). In Pittsburg county, however, the tenants used credit for a shorter 
term than the owners. 

A more significant difference between owners and tenants Is shown by the 
use of merchant credit. In Jackson and Garvin counties, few of the farmers 
were dependent on merchants for an appreciable amount of their seasonal 
credit <Table 6). But In the Pittsburg county district half the total short­
term credit was supplied by merchants. The owners Interviewed, of whom 52 
per cent patronized these stores, obtained 32 per cent of their total short-term 
credit from this source. Pittsburg county tenants, 68 per cent of whom used 
merchant credit, secured 57 per cent of their total short-term credit from such 
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stores. This greater resort of tenants to merchant loans is typical of the 
South. In all the cotton-growing districts of North and South Carolina, 
Georgia, Arkansas, and Oklahoma, surveyed in 1926 by the Experiment 
Stations and the United States Department of Agriculture, where merchant 
credit was widely used, it appeared that owners secured a relatively greater 
part of their short-term credit from banks and a smaller part from merchants 
than did tenants. 

Another important difference is found in the purposes for which credit is 
obtained by farm owners and tenants. Tenants generally use a larger part of 
their seasonal credit for the purchase of food, clothing, and other family needS. 
Averaging the three districts covered in this study, the owners used 24 per cent 
of their short-term credit for living expenses, as compared with 69 per cent for 
such expensese used by the tenants {Table 7). Twenty-three per cent of the 
owners' credit was for the purchase of land and the rest for farm operating 
expenses and the payment of debts. 

Finally, the security for credit differs ~tween owners and tenants. 
About 44 per cent of the owners' short-term credit was obtained on plain note 
{or, in case of merchant credit, on open account) without any mortgage or 
endorsement {See Table 9). Only 16.8 per cent of the tenants' credit was thus 
obtained. About eight per cent of the owners' credit was endorsed and 5.8 per 
cent secured by crop and chattel mortgage, whereas 11.1 per cent of tlie ten­
ants' credit carried one or more endorsements and 9,1 per cent was secured by 
crop and chattel mortgage. The fact that more security is required of tenants 
reflects the greater risk of making loans to them. 

Tbe Carry-over of Shori-tenn Credit 
The abUity of cotton farmers to pay their short-term debts which fall due 

in October or November dependS chiefly on the value of their cotton crop. 
When the returns from cotton are small, either by reason of a poor yield 
or of a low price, the growers find it difficult to meet their obligations. The 
result is an increased renewal or carry-over into the following year of loans 
many of which must wait for payment untn another crop of cotton is 
harvested. 

It so happened that in the years for which these studies were made in 
Jackson and Garvin counties the cotton returns were unusually poor, 1925 
being a bad crop year in Jackson county and 1926 a bad year in Garvin <See 
Figure 2). In each case the previous year had been good. The effect of this 
change of fortune was to increase the carry-over of cash loans in the Jackson 
district from 14 per cent at the beginning of the year to 26 per cent at the 
close of 1925. In the Garvin district the carry-over rose from 14 per cent at 
the beginning of 1926 to 37 per cent at the close. In Pittsburg county, on the 
other hand, the year 1925 was a favorable one for cotton. As a result, the 
carry-over of seasonal credit declined during the year from 37 per cent of the 
total cash credit used to 18 per cent. 

Not all of the cash credit outstanding at the end of the year, however, 
was overdue at that time. Of the total cash credit used during the year, 22 
per cent in Jackson, 31 per cent in Garvin, and 15 per cent in Pittsburg county 
was outstanding and overdue at the close of the year (See Table 17>. 

The carry-over of merchant credit was less than the . carry-over of cash 
credit, there J;leing nine per cent overdue at the end of the survey year for the 
three districts as a whole as compared with 22 per cent of the cash credit". 
Except in Garvin county the carry-over of short-term credit, both cash and 
merchant, was greater for tenants than for owners. In the Garvin district, 
however, a larger part of the owners' than of the tenants' cash loans were 
overdue at the close of 1926. 

IIData were lac:ltlng on the merc:ha.nt credit outstanding at the beginning of the year. 
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Table 17-8hort-term Credit Outstandiq and Overdue at the Close of the 
Year in Per Cent of Total Short-term Credit Used Darin&' 

Year, by Kind of Credit and Tenure of Operator 

All counties 

County 
and 

tenure 

All farmers -------------OWners - ------------------Tenants - -----------------
Jackson (1925) 

All farmers ----------------Owners - ------------------
Tenants - -----------------

Garvin (1926) 
All farmers ----------------Owners - ------------------Tenants - -----------------

Pittsburg (1925) 
All farmers ----------------Owners - ------------------
Tenants - ------------------

TYPE OF CREDIT 

Total 
short-term credit Cash credit 

Per cent 
overdue 

19 
19 
18 

20 
16 
25 

31 
32 
29 

12 
11 
12 

Per cent 
overdue 

22 
22 
22 

22 
17 
26 

31 
33 
29 

15 
16 
15 

Merchant 
credit 

Per cent 
overdue 

9 
1 

11 

11 
5 

15 

24 
0 

39 

8 
0 

10 

This problem of overdue loa:qs is a very serious one in rural communities 
because of the inherent uncertainties of farming, especially in regions which 
.specialize in the production of a single cash crop. Theoretically, perhaps, 
farmers could borrow each year as much money as could be repaid from 
:average crop returns, saving enough from the good crops to cover the deficit 
from bad ones. But many farmers normally borrow as much as this without 
accumulating a reserve of savings for emergencies. The consequence is that 
in bad crop years many debts remain temporarily or permanently unpaid and 
the functioning of the credit agencies is impaired. 

How do the local banks handle such a situation? Have they prepared for 
it in advance by diversifying their loans and investments and by discouraging 
large loans to farmers during good crop years? Have they been able to follow 
such a policy and still finance all the farmers' legitimate credit needs? The 
banks try to meet conditions as they find them. They must expect to find 
that not infrequently a large proportion of their seasonal loans turn out to be 
long-term loans because of the necessity of renewal. Does this involve a risk 
too great for local agencies? The number of rural bank failures in recent 
years lends emphasis to this question. Is there a need for branch or group 
banking with diversified loans covering a wide area? Or can some means be 
devised for carrying the risk by insurance? These and related questions call 
for a great deal more of concerted thought and study than has yet been given 
to them. 

THE COST OF SHORT-TERM CREDIT 
In describing credit practices in Oklahoma as reported by the farmers and 

business men of the selected communities this study can picture the situation 
1n only a single year. It provides little measure of changes in credit practice 
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from year to year. It Is believed, however, that the cost of short-term credit 
to the farmer does not vary greatly over short periods of time except as a 
result of changes in the amounts and kinds of credit used. 

Considerable allowance must be maae for inaccurate reports. All the 
tables and charts are based on information obtained from farmers who did not 
always know what the interest charge really was. In fact, the interviews with 
credit merchants in Pittsburg county showed that the cost of. merchant credit 
there was greater than the farmers realized. In Garvin. county, however, and 
in most of the districts covered by the studies in other states, the reports of 
merchants agreed closely with the reports of farmers. There is less prob­
ability of .error in the reports of interest on bank loans. 

Knowledge of the facts Is particularly· important where the cost of credit 
is high. When many farmers· are unable, year .in and year out, to eaQl, a 
satisfactory livelihood from the son, high interest rates on short-ter.m loans 
become a heavy burden. Indications are that the amount of such interest 
payable in Jackson and Pittsb)U'g counties in 1925 and in Garviri. county_ ~ 
1926 averaged at least $46 per_ borrower (See Table 18> .. In Garvin ~urit;y 
where income data were obtained for 1926, which. was a year of relatively low 
income for farmers, the average amount of interest exceeded the average net 
income of the operators. A lowering of the interest charge would be of real 
benefit to the cotton grower. As a basis for·determining the possibilities and 
methods of bringing about such reduction analysis of the facts is essential. 

Table 18-Annual Cost of Short-tenn Credit, Based on the 
Period of Actual Use 

Total short-term credit Merchant credit Cash credit 

Weighted Average Weighted Average Weighted Average 
County average amount of average amount of average amount of 

and Interest Interest Interest Interest interest Interest 
tenure rate payable rate payable rate payable 

Per cent Dollars Per cent Dollars Per cent Dollars 

All farmers 16.7* 46 34.8 55 11.4 30 
All owners 11.9 43 18.4 28 11.0 39 
All tenants 19.3 47 38.5 62 11.6 27 

Jackson 
All farmers 10.6 37 11.5 17 10.5 34 
OWners 10.5 46 13.8 20 10.3 44 
Tenants 10,7 31 10.3 5 10.8 28 

Garvin 
All fa.rmers 11.4 24 11.7 12 11.4 23 
Owners 12.2 31 20.6** 20 11.7 30 
Tenants 10.9 20 5.3** 6 11.2 20 

Pittsburg 
All farmers 24.2 61 39.8 65 12.7 31 
OWners 14.7 47 20.1 34 12.5 39 
Tenants 26.6 63 43.1 71 12.7 29 

•The simple averages of the weighted rates for all counties a.re a.s follows: All farmers 
15.4 per cent, owners 12.5, tenants 16.1. 

••These data. !lOt lllftlftcant due to fact that only a few farmers used merchant credit Ill 
Garvin county. 
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The average interest rate on all short-term loans in the three districts was 
about 17 per cent per annum (Table 18)11• These short-term loans combine 
cash loans, the cost of which was 11 per cent, and merchant loans, the cost of 
which averaged 35 per cent. Because of this great difference in cost, the two 
types of short-term loans will be discussed separately. 

The Cost of Cash Credit 
The rate of interest on cash loans, on an annual basis, varied for individ­

ual farmers from nothing at all to 40 per cent, but more than thret:!-fourths of 
the farmers paid rates of from 10 to 15 per cent (See Appendix, Table VI>. 
·The local bankers sometimes charged 10 per cent per annum for the time the 
note ran and sometimes 10 per cent of the face of the note regardless of the 
time. In Jackson county a per annum rate was customary, in Pittsburg 
county a flat rate prevailed, and 1n Garvin county both per annum and flat 
rates were conunon. 

Sometimes a flat rate of more than 10 per cent on cash loans was reported, 
and occas1onally a per annum rate of less than 10 per cent, especially 1f the 
loan was large. Two out of three bankers interviewed 1n Garvin county gave 
preferential rates to large loans, the spread being 2 per cent. Frequently, the 
interest was deducted in advance. 

The Cost of Merchant Credit 
The cost of merchant credit to individual farmers varied even more widely 

than the cost of cash credit, ranging from nothing to 233 per cent per annum. 
Accordlng to their own reports, more than one-half of the farmers interviewed 
paid rates of 20 per cent or more (See Appendix, Table VU). About one-fourth 
of them paid from 20 to 39 per cent. 

It Is noteworthy that 26 per cent of all those who used merchant credit 
received goods at cash prices and paid no interest". In Pittsburg county, 
however, only 16 per cent of the farmers were in this category. About one­
half the total volume of merchant credit in each of the other two districts, 
where such credit was relatively little used, was advanced free of charge, but 
in the Pittsburg district only nine per cent of the merchant credit was ad­
vanced without Interest (Appendix, Table VII>. 

Those who did pay interest for store credit usually paid a flat 10 per cent 
or more. Extremely blgh annual rates result when flat charges are applied 
to lines of credit which run for short periods of time. The Interest rate on a 
loan running for two months and bearing a flat charge of 30 per cent would 
equal 180 per cent per annum. For this reason very blgh rates of interest on 
store credit are usually associated with short terms. As 1n the case of bank 
credit, large loans often got the benefit of the lowest rates. 

In the Pittsburg community, the bulk of the merchant credit was extended 
on the basis of unendorsed notes secured by crop and chattel mortgage. 
Upon s1gn1ng a note for $100, the farmer would receive coupons entitling him 
to buy goods at tlmle prices to the value of $90. Special inquiry revealed the 
fact that these time prices ranged from 10 to 40 per cent above cash prices, the 
average difference for selected commodities being 25 per cent. 

IO'l'hls Includes both cash and merchant credit. Por each separate loan the yearly equival­
ent of the principal was first computed. Thus the yearly equivalent of a $100 loan 
repaid after 8 months would equal tiiO. Then the actual Interest charge In dollars 
was found, Including time prices for soods bought on credit. Thus, If the Interest rate 
on the above loan were 10 per cent per annum, the amount of Interest would be $5. 
If the rate were 10 per cent flat, regardless of term, as was often the case for mer­
chant credit, the amount of lntereat would be $10. Plnally, the aum of all the 
separate Interest charges was divided by the eum of all the annual equivalents to 
get the weighted average Interest rate on an annual baslll. 

IT8tore accounts running for more than 30 days were classed as credit whether Interest was 
charged or not. 
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What then would be the rate of interest for a six month's term? For a 
$100 note the farmer gets coupons for $90 worth of goods at time prices. The 
cash price of these goods is $72. In other words, the farmer pays $28 interest 
on $72 worth of comomdities, or 39 per cent flat. Since 39 per cent for half a 
year is the same as 78 per cent for a full yea!", the rate of interest would be 
78 per cent per annum. When farmers bought supplies on open ~aunt in­
stead of using coupons, the rate of interest was not materially less, for a 
flat 10 per ·cent was added at the end of the season to the amount of the bill 
reckoned at time prices"'. 

This estimate is more than twice the average of 35 per cent derivea from 
the farmers' reports (Table 18). There is, therefore, ground for believing that 
the farmers were charged more than they realized. This belief is strengthened 
by a detailed examinatiOn of the farm schedules. Of 110 Pittsburg county ten­
ants giving information on the COBt of merchant credit, 55 said that the mer­
chant from whom they bought supplies on time offered no discount for cash. 
wnile 34 named a definite discount, 13 reported a discount of unknown 
amount, and 8 replied they didn't know whether there was a discount or not. 
The average interest rate paid by the 34 who 'l"eported a discount was over 80 
per cent, a figure which agrees pretty closely with the suggested 78 per cent 
derived from the lists of cash and time prices quoted above. The discount for 
the 13 schedules indicating a discount of unknown amount was conservatively 
estimated at 20 per cent. The chief problem was how to interpret the 55 cases 
of "no discount." 

These 55 tenants apparently had no charges on merchant credit other 
than the flat 10 per cent common to all. It was thought that possibly they 
were the more well-to-do farmers, the better credit risks. But their average 
net wealth was found to be little more than half the net wealth of the tenants 
who reported a discount. If anything, they were the poorest risks. The most 
probable explanation is that a majority of these tenants paid the equivalent of 
time prices even on cash purchases. Either they could not get a discount for 
cash by demanding one, or they did not know one existed, or they did not dare 
to ask for a discount in cash transactions, or they dj.d so little cash business 
that the question of a. discount was never raised. In other words the mer­
chant possibly had two sets of cash prices, one probably as high as the level 
of time prices. These 55 farmers, most of whom may have been among the less 
desirable customers, or the weakest in bargainlng power, were discriminated 
against, not in 1;bf$' credit but 1n their cash purchases. A few of them, how­
ever, may have been exceptionally good risks, paying no higher cash price 
than any others and no time price other than the flat 10 per cent. This 10 
per cent is the only charge which can be treated as a strictly credit COBt. 
Biit if the higher cash price could be accurately determined and computed as 
a credit charge, it is our opinion that credit cost for this ·group of tenants would 
approximate the 80 per cent average of the discount-reporting group. 

Comparison of Costs In the Three Districts 

The. cost of short-term credit was found to be more than twice as high in 
Pittsburg county as 1n either of the other two districts, the average rate being 
24.2 per cent in Pittsburg, 10.6 per cent in Jackson and 11.4 per cent in Garvin. 
This difference was not due to cash credit, for the rates on cash loans varied 
little between districts. It can be explained only by the large volume of mer­
chant credit used in Pittsburg county and the high cost of such credit. 

Thus it appears that in the districts where farming conditions are most 
difficult, where farms are smallest28, and the people are poorest, the farmers 

:ISparmers whose debts were carried over from one year to the next were charged an addi­
tional flat rate of lG per cent. 

"'Bee the Census data of Table 1 for comparison of size of farm by counties. 
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are most dependent on expensive merchant credit for the support of their 
families between harvests. The use of such credit, arising out of these un­
fortunate conditions, has a tendency to perpetuate the conditions by retarding 
the economic progress of the farm population. 

Differences Between Owners and Tenants 
Interest, unlike some taxes, is not assumed to be levied according to "abUity 

to pay." The farm owners of Jackson, Garvin and Pittsburg counties paid on the 
average 11.9 per cent interest on their total short-term loans, whUe the tenants, 
who did a smaller farm business, paid 19.3 per cent <See Figure 3). With a 
smaller expenditure for interest, the owners obtained credit averaging $610 
and the tenants obtained less than $400 each, the time for which the credit 
was used being roughly the same. 

Cash credit cost the owners 11.0 per cent per annum and the tenants, 
11.6 per cent. Merchant credit cost the owners 18.4 per cent and the tenants, 
38.5 per cent. Because the tenants used more merchant credit than the 
owners and because this and other kinds of credit; cost them more, the rate 
they paid on all short-term loans was over seven per cent higher. 

The foregoing description of the cost of short-term credit has shown that 
merchant credit costs the farmer by far more than cash credit, that the cost 
of both kinds of credit varies greatly between districts, and that tenants 
usually pay a higher rate than owners. It remains to find reasons for these 
and other differences in credit costs. 

Analysis of Differences In Credit Costs 
Where interest rates are high, one expects to find an unusually high de­

gree of risk. Possibly, therefore, credit merchants charge high rates in order 
to cover heavy losses in their credit business. 

The evidence, such as it is, lends weight to this opinion. Estimates were 
obtained from six merchants in Garvin county whose credit sales to farmers 
from 1923 to 1926, inclusive, equaled 24 per cent of their total sales to farmers. 
These merchants charged on the average the equivalent of 19 per cent inter­
est20. Their losses on farm credit sales during this 4-year period, however, 
equaled 28 per cent on the same basis, making an equivalent of a net loss of 
9 per cent interest. 

Three of the merchants made a net gain in interest <over and above 
losses) which averaged 12 per cent per annum. Yet their credit charge 
was no les,s than that of the others--a. flat 10 per cent of the bill with an 
additional 10 per cent per annum on overdue accounts. Some merchants, by 
careful selection of customers or close supervision of credit sales, succeed in 
avoiding iosses and in securing the full benefit of the high interest rates 
prevailing in the community. Their credit customers then pay rates that 
reflect risks which they do not represent. The customers are penalized by a. 
credit system which, by requiring all to pay the same interest rate, compels 
the good risks to pay for the bad ones. Many of the more reliable customers 
should be able to get loans from banks at much lower rates of interest and 
this possibly is the most practical way of obviating the penalty of unduly high 
interest. 

In view of the fact that 86 per cent of the credit sales to farmers, as re­
ported by the merchants, were on open account, the question arises whether 
losses could not be avoided by taking more security or by requiring endorse-

""l'lme prices and Interest charges as reported by the merchants were Included, as well as 
an estimate of the additional charges on overdue accounts. The credit sales to 
farmers, reduced to cash prices, were used In conjunction with the term of these 
sales, as reported by the merchants, to estimate the annual equivalent. The total 
Interest charges of all the merchants divided by the total annual equivalent equaled 
111 per-'· 
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menta. In many rural communities the endorsement of bank loans is a cus­
tomary practice, but the merchant hesitates to ask for endorsement because 
he fears the loss of his customers' business. If farmers were wllllng to co­
operate with the creditors and with one another in providing ample security, 
they could probably reduce the cost of their merchant credit. 

It should be noted, however, that credit merchants must meet other ex­
penses incident to their credit business in addition to those due to bad debts. 
Frequently the credit they extend to farmers prevents them from taking ad­
vantage of cash discounts offered by wholesale dealers. Furthermore, there 
are the expenses of bookkeeping, supervision of loans, and examination of 
security. 

Commercial banks lose a much smaller part of their loans to farmers than 
do the merchants. Of two bankers interviewed in Garvin county, one re­
ported no losses since 1922. The other had charged off since 1923 between 1 
and 2 -per cent of his total loans and discounts. A merchant often can afford 
to lose much more than this if the extension of credit increases his total sales, 
because hiS income comes 'chiefly from the profits of sale rather than from 
interest on credit. What he loses in interest he can recover on the cash price 
of b1s goods. The banker, on the other hand, fs cbiefly dependent on interest 
eamlngs for the maintenance of his business and cannot afford to lose more 
than a small portion of b1s loans. 

For this reason, the banker fs usually much more discrlminattng than the 
credit merchant in the selection of hfs customers and fs more exacting in the 
matter of security. Of the total cash credit used by the farmers interviewed, 
almost all of which was obtained from banks, 76 -per cent was secured by crop 
or chattel mortgage, with or without endorsement <See Appendix, Table VIII>. 
Only 62 per cent of the merchant credit was thus secured, the rest having 
been extended on open account (Appendix, Table IX). Although the risks of 
merchant credit are probably greater than the risks of an equal amount of 
cash credit, even on the same security, the merchants actually required less 
security. 

Diacrimlnatlon in the selection of customers for cash loans may be shown 
by comparing the tenure status of the Pittsburg farmers who US!!d nothing but 
cash credit with that of other farmers in the same county who used nothing 
but merchant credit <See Table 19). Of .those who USed cash loans, 20 per 
cent were owners, while of those who used merchant credit, only 12 per cent 
were owners. It has already been noted that the tenants of the Pittsburg 
county district obtained 57 per cent of their short-term credit from local 
stores. whne the owners of that district obtained but 32 per cent from this 
source. Farm owners are generally considered better credit risks than tenant& 
both because they have land which may, in case of necessity, be mortgaged or 
sold to pay short-term debts, and because their ownership of land tends to 
make them more stable and responsible members of a community21• 

It will also be noted that the farmers who used only cash credit had larger 
farms. received a smaller percentage of their income from sales of cotton. 
were wealthier, and had more cash on hand at the end of the year than the 
farmers who used only merchant credit. Each of these statements holds. 
true also of the tenants taken as a separate group. 

To summarize the facts on cost of credit it appears: 

21The owuera Interviewed ln the three dl"rlcts ha4 "a;ved on the average about 5.4 ;vea.rs 
In each place since the;v beJan farmlDJ for themselves, whereas the tenant& had 
sta;ved oDl;v 1.11 ;veara. 



Table 19-Comparfson of Farming Practices and Wealth of Pittsburg County 
Farmers Who Used Cash Credit Only With Those Who 

Used Merchant Credit Only 

Average 
Xlnd Number of farmers Average Total sales per farm net 

of erop worth 
credit aeres Per eent Jan. 1, 
used All farmers Owners Tenants per farm Average cotton 1926 

Number Number Number Number Dollars Per eent Dollars 

Farmers who used cash 
credit only 44 9 35 78 1,206 83 1,819 

Farmers who used merchant 
credit only 69 8 61 53 912 89 1,111 

0 Thls average applies to farmers who had eash on hand. About the same proportion In each group reported cash on hand. 

Average 
eash 

on hand 
Jan. 1, 

1926° 

Dollars 

254 

118 
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First, that a large part of the difference between the cost of bank credit 
and the cost of merchant credit may be explained by the difference of risk. 
Bankers, who live upon interest earnings cannot afford to take as many 
chances in making loans as merchants whose incomes are largely derived from 
profits on commodity sales. Therefore the bankers exercise greater care in 
selecting customers and in making loans, have fewer losses from bad debts. 
and can afford a lower interest rate. Hence banking rather than merchant 
credit should be encouraged as the better means of financing profitable types 
of farming at rates of interest commensurate with the risk. 

Second, the higher interest rates in the Pittsburg district were seen to be 
due to the greater use of merchant credit and the higher cost of such credit. 
Geographical differences such as son and climatic conditions help to explain 
these variations in the cost and type of credit used. son and elfmate in 
Pittsburg county are least favorable to cotton production and boll weevn dam­
age is greatest. Consequently the Income of the cotton grower has been small 
and uncertain, making the credit risk In many instances too great to attract 
the banker. The same conditions discourage and hinder the accumulation of 
savings which constitute the basis of bank deposits and the scarcity of deposits 
results in a scarcity of loanable funds, except where means have been found 
for attracting an adequate volume of outside capital. The need for seasonal 
credit is great because of thla same lack of savings and a large part of this 
need has been filled, at a high cost, by the credit merchant with resulting 
Injustice to individuals who regularly pay their debts. 

Third, the cost of credit to owners and tenants varies widely. Reasons for 
the fact that tenants frequently pay higher rates of interest than do owners 
have been suggested above in the comparison of bank and merchant credit. 
The ownership of land reduces the risk by adding a new basis for credit and 
by encouraging stabnity of tenure and responsibntty In business affairs. 

Fourth, the remaining differences in credit costs are difficult to account 
for. After explaining differences in interest rates between banks and mer­
chants, between one district and another, and between owners and tenants, 
there remain many differences of rates to Individual farmers which are unac­
counted for. Analysis of these remaining differences soon brings one ~ the 
point where one needs to know the circumstances of each individual loan. A 
few things may be said, however, which help to explain some of these dif­
ferences. 

There is evidence that bankers and merchants both gave preference to 
large loans, and some favorable Interest rates may be explained by the size of 
the loan. One of the bankers interviewed stated that he gave a two per 
cent preferential rate on loans in excess of $250. The farmers' reports showed 
little relation between rate of Interest and size of cash or merchant loan for 
loans under $500. Loans of over $500 were usually obtained at relativelY lower 
cost. 

Also, the abnormally high rates of Interest were generally the result of 
customary flat charges on loans which remained outstanding for a short 
period of time, as noted above. Conversely, some of the lower rates resulted 
from low flat charges on loans which ran the full year. As a rule no addi­
tional charge was made for unpaid merchant credit untn the beginning of the 
new year. This practice offers no inducement to prompt payment, to say the 
least. 

other causes of differences in credit costs are not clearly shown by the 
data. Some of these differences are probably due to errors of estimate on 
the part of the farmers. Others are due to the general credit standing of In­
dividual borrowers. There may be some cases where advantage 1s taken of 
the ignorance of customers to charge them an unduly high rate. One would 
expect to find such cases more frequently in Pittsburg county than in Jackson 
or Garvin. 
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Bow Interest Bates May Be Reduced 

The foregoing analysis of differences in credit costs throws light on the 
methods which must be employed if these costs are to be reduced. 

First of all, there is the fundamental factor of risk to be dealt with. 
Only by reducing the risk can some types of loans be made attractive enough 
to merit a. lower rate of interest from 1nvestors. The problem of lessening 
the risk is not easy, for it Involves changes fn farming practice and changing 
the saving customs of the farmers. Thus, fn Pittsburg county, particularly, a 
more stable and profitable type of farming is needed. Successful boll weevil 
control would go far to improve credit conditions. 

Some farmers may ffn~ it_,possible .to improve their standing as credit 
risks by reducing the .amount of their credit. This plmf usually requires care­
ful scrutiny of expenditures fn order to effect economies and generally could 
not be applied where no savings could be made without injury to the well­
being ot the farm fiUnfiy. Greater diversification, however, and the produc­
tion on the farm of more of the foods and feeds consumed , would also tend to 
reduce the amount of credit needed, although such practices should not be 
undertaken without careful consideration of other factors whether or not such 
changes conform to economically sound farm organiza~on requirements. 

Reduction fn the amount of credit would be of greatest benefit if it made 
the farmer less dependent on the credit merchant, not. only because it would 
effect a direct Interest saving, but also betause it would tend to reduce the rate 
of interest fn the community. In districts where the volume of store credit is 
relatively small, the rate of interest on such credit tends to be low, because 
losses do not bulk large. Furthermore, .farmers who borrowed less from stores 
would, fn many .instances, be able to borrow somewhat more from banks, 
though their total Indebtedness would probably be reduced. The shifting of 
part of their store credit to banks would save them something in Interest and 
by Increasing the size of the bank loans would give more of them the benefit 
of preferential rates on large loans. 

The shift from merchant credit to cash credit should be easiest for those 
farmers who are already bank customers. Thus in Pittsburg county, 59 of 
179 borrowers used both cash and merchant credit. For their cash credit. 
they paid an average rate of interest of 12 per cent and for their merchant 
credit <according to their own estimates) 29 per cent. These farmers should 
find it possible to transfer at least a part of their store credit to the ba,'nk. 
thus reducing the amount of bank credit used by the merchants and free­
ing a corresponding amount of bank credit for the use of the farmers. 

Where it is found that local banks are unable, because of a lack of loan­
able funds, to handle the reasonable credit needs of a community at pre­
vailing rates of interest, means should be sought for drawing capital Into 
the community from outside, as, for example, by the formation of an agricul­
tural credit corporation under the Intermediate credit system. In some locali­
ties the banker himself has taken the initiative and offered his services free of 
charge fn organizing such a corporation to take advantage of the discount­
ing facilities of the Federal ~termediate credit banks. In other regions part 
of the farmers' credit needs are met by a credit corporation managed by a 
cooperative marketing association. The United States Department of .Agri­
culture is now engaged ln a study of the services of such corporations. An 
alternative method of increasing the local supply of loanable funds which 
deserves more attention 1& through.:branch or group banking. 



Parm mortgage debt outstandlna 
at beginning of year Parm mortPJe debt outatandlna at end of J.U 

l"armen 
with Ratio of 

mortgage Average debt to 
at Average Parmen Average value of value of 

begtnnlna Total per with Total per mortgaged mortgaged 
County of Jear amount farmer mortgage amount farmer farms land 

Number Dollars Dollars Number Per 4,l1Ult Dllllara Dollars :Dclllara Per eem 

AJI farmers ------------ 97 296,992 3,062 103 66 299,178 2,905 9,581 30.3 

Jackson (1925) ----- 52 133,472 2,567 55 69 131,557 2,392 7,652 31.3 

Garvin (1926) ------ 22 89,020 4,046 25 76 95,121 3,805 16,614 22.9 

Pittsburg (1925) ---- 23 74,500 3,239 23 55 72,500 3,152 6,548 48.1 

•Tills table Includes four tenants In Jackson countJ who became owners during the survey year, and three farmers who were clasaed as 
tenants In this stUdJ but who owned some land theJ dld not operate. 
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Thus far emphasis has been laid on the desira.billty of reducing risks. 
But many risks of farming wlll remain even after all possible reduction has 
taken place. Risks may be distributed, as well, by being spread among so 
many people that the cost to each one 1s small. The local banker or credit 
merchant does most of his business In a single community. If the farmers 
of that community are all dependent on cotton for a livelihood and have 
little income from anything else, the lender has most of his eggs In one 
basket. That Is one of the principal reasons for the numerous bank failures In 
agricultural regions. Were the rural bankers to play absolutely safe they would 
have to loan much of their money altogether outside their community even 
during the growing season. But, as it is, they find it hard enough In many 
cases to meet all the reasonable credit requirements of the farmers in their 
local1ty. A small country bank may fail because of a succession of bad crop years 
even though, if given time enough, it could collect all its outstandlnl loans. 
Even 1f actual failure does not occur the bank's services to the farmer are 
practically stopped for the time being. Banks In neighboring communities 
or states may have had no such difficulty. The situation seems to call for 
some method of distributing the risk, either by spreading the capital and 
credit over a wide area or by some form of specialized insurance. 

FARM MORTGAGE CREDIT 

Of the farm owners interviewed In the ·three counties, 66 per cent reported 
a mortgage on the farm at the end of the year. The amounts of the mort­
gages, ranging for Individual farmers from $400 to $24,900, averaged at this 
time $2,905 per farm, or roughly 30 per cent of the value of the mortgaged 
land (See Table 20). 

The largest proportion of mortgaged farms was found in Garvin county 
where 76 per cent were mortgaged, and the smallest propartlon in Pittsburg 
county where the percentage mortgaged was 55. Mortgages as a percentage 
of value of farms were largest In the Pittsburg district, being 48 per cent of 
the value, and smallest in the Garvin dlstrtct, where they constituted only 23 
per cent of the value of the land. 

Mortgage data from the 1925 Census on farms operated by their owners is 
given for the three counties in Table 21. The figures for the total debt, how· 
ever, and for the percentage of farms mortgaged are subject to considerable 
error on account of the probable failure of many farmers to report mortgages 
that really existed. In the 1920 Census for Jackson, Garvin, and Pittsburg 
counties, eight per cent, 21 per cent, and 28 per cent, respectively of the total 
number of full-owner and part-owner farms were not reported upon as to the 
existence or non-existence of mortgage debt. Farms with mortgage unknown 
may have been Just as numerous in 1925. 

Comparison of the survey data with the Census shows that the mortgaged 
ta.rma surveyed in Garvin county were far above the average in value as shown 
by the Census, whlle they were mortgaged for an abnormally low percentage 
of. their value. The surveyed farms in Jackson and Pittsburg counties were 
not greatly different in these respects from the Census averages. 

Of the total mortgage credit of the farmers interviewed, 78 per cent was 
obtained from mortgage or Insurance companies•, seven ·per cent from the 
Federal Land Bank of Wichita, five per cent from the Oklahoma State School 
Plmd8. two per cent from commerc1al banks, and eight per cent from individ­
ual lenders <Table 23). In Pittsburg county, pract1callY all the loans were ob­
tained from mortgage and insurance compa.n1ea. no Ulle whatever being made 

a.Ro separation Ia poutble, lllnoe tile farmers dld not dtatlnrutah between .the dlffei8Dt klnda 
of ''loan" or "tnveatment" COIIlpanlell. 
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of either the Federal Land Bank of Wichita or the School Funds. The largest 
use of Federal fann loans was made In Garvin county, where 16 per cent of 
the total mortgage credit was of this kind. 

Table Z1-Mortpge Debt In 1925 on Farms Operated b,- Their Owners In 
Jacbon, Garvin, and Pittsburg Conntles, from the 

Censns of Agrleultnre 

FUJI-owner farms mortgaged Jackson Garvin Pittsburg 

Number reporting amount ______ 301 478 523 

Per cent of all reporting farms_ 40% 54% 45% 

Average amount of mortgage ___ $2,830 $2,950 $2,042 

Average value of mortgaged farms ______________________ 
$8,809 $5,971 $4,376 

Ratio of mortgage to value ______ 32.1<f0 49.4% 46.7% 

Table Zz-Parposes of Farm Mortgage Loans, b,- District and Source 

PURPOSE 

114ak1ng 
District and source Buying Paying Improve- Other All 

of credit land debts ments purposes purposes 

Per cent Per cent Per cent Per cent Per cent 

District: 
All counties -------- 92 5 2 1 100 
Jackson county _____ 97 1 2 0, 100 
Garvin county ______ 94 2 1 3 100 
Pittsburg county --- 80 15 3 2 100 

Source: 
Mortgage and in-
surance companies - 91 5 3 1 100 
Federal land banks __ 100 0 0 0 100 
State school funds __ 85 6 0 9 100 
Commercial banks __ 100 0 0 0 100 
Individuals· - ------ 96 4 0 0 100 

•Including one merchant. 

The principal part of the mortgage credit, or 92 per cent of the total, was 
reported to have been uSed for the purchase of land. In many cases an exist­
Ing mortgage was assumed at the time of the purchase. Undoubtedly some of 
the loans extended primarily for buying land were used in part for unreported 
purposes such as the payment of outstanding debtsu. In the Pittsburg dis­
trict, 15 per cent of the total mortgage credit was borrowed in order to pay 
other debts <See Table 22). 

liThe Ninth Annual Report of the Federal Farm Loan Board Indicates that of the total 
mortgage loans of the Pederal Land Bank of Wlchlta, made In Oldalloma up to Oc­
tober 11, 11121, 'J'l ~r cent were eztended for the payment of mortgages or other debts. 



UI eountles 

Jackson 

Table 23-Distrlbutlon of Farm Mortgage Loans by Source for Jackson, 
Garvin and Pittsburg Counties"' 

SOURCE 

Mortgage 
a.nd Federal Bta.te Com-

Insurance la.nd school mercia.! 
District Fa.rmers companies ba.nk t'F~ ba.llka 

Number Per cent Per cent Per ~~ Per cent 

--------------------------------- 104 78 7 5 2 

county ----·--------------------- 56 71 5 8 3 

Garvin county --------------------------- 25 72 16 4 2 

Pittsburg county ------------------------- 23 97 0 0 1 

Indlvld- All 
uals IIOIU'IIN 

Per cent I?~Jr 9fl6 

8 100 

13 100 

6 100 

2 100 

•This ta.ble covers the orlglna.I amount of a.ll loa.ns outstanding at the beginning of the yea.r and all loa.ns made during the survey yea.r. 
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In the districts covered by this survey, the mortgage and Insurance com­
panies seemed to have been active in promoting land ownership. However, 
much of the land acquired with the aid of mortgage 1oans was bought at high 
prices. About one-half of the total mortgage debt outstanding on January 1, 
1928, was incurred during the period 1918-1923, inclusive, when land values 
were high. Fourteen per cent of the debt was incurred during the two peak 
years of 1920 and 192111• 

Changes In Mortgage Debt Daring the Year 

The number of farms mortgaged increased during the survey year from 
52 to 55 in Jackson county and from 22 to 25 in Garvin county while the aver­
age amount of mortgage declined (Table 20). New mortgage loans were taken 
out by seven Jackson county and six Garvin county farmers. No new mort­
gages were taken out in Pittsburg county during that year. The seven Jack­
son county farmers borrowed in order to buy land; in fact, at the beginning 
of the year, four of them were tenants and owned no land whatever. Of the 
six farmers securing mortgages in Garvin county, three used their loans to buy 
land, one for living expenses, one for paying an old mortgage, and one for land 
and educational p1111Joses combined. Some of these loans in Garvin county 
probably reflect the depression of cotton prices in the fall of 1926. Also it is 
probable that less borrowing would have been necessary in 1925 in Jackson 
county if the yield of cotton had not been so low <See Figure 2). 

A better indication of the effect of low cotton returns on mortgage in­
debtedness in the course of a single year is the movement of the total mort­
gage debt which increased about eight per cent in Garvin county and declined 
three per cent in Pittsburg and one per cent in Jackson (Table 20). Of the 
total outstanding at the beginning of the year, moreover, only 1.3 per cent was 
paid off before the close in Garvin county, compared with 2.7 per cent in 
Pittsburg and 11.7 per cent in Jackson. The new loans made during the year, 
on the other hand, were, for the same counties, 8.1 per cent, zero, and 10.3 
per ceat respectively. Liqui!iations were smallest and the increase in total 
debt greatest in a year of abnormally low cotton Pricea11• 

The new loans made during the year on mortgage security were not ob­
tained primarily from mortgage and insurance companies. There was a shift 
to individual lenders on the one hand and to the State SChool Funds and the 
Federal Land Bank on the other. The number of loans in the sample was too 
small, however, to lend much significance to this apparent tendency. 

Cost of Mortgage Loans 

The interest rate on mortgage loans, including commtssfon charps, aver­
aged about seven per cent per annum <Table 24), but the rates for individual 
farmers ranged from 5 to 10 per cent. In each county, six per cent was the 
most common rate of interest, with the frequent addition of a commission 
equivalent to one or two per cent per annum. for the period of the loan. The 
average per annum cost of second and third mortgage loans was 7.9 per cent, 

"'See the "Parm :Real Estate Situation, 1917-28,"' Circular No. 80, t1nlted States Department 
of Aarlculture, pap 9, for an Index number by years of the estimated value per acre 
of land. 

"""n view of the low value per acre of cotton In 1915 In .Jacii:IIOJl county, as Bhown by Plgure 
2, one m1ght have expected the mortgaJe debt to have lncreaaed u It did In Oarvln 
county. The explanation for the ·decline may be that the farmers had savlnp avail­

able to meet their debts, or that previous Jood crop years In Jackson county had given 
farmers a better credit standing with bankers who did not demalld ezteDSlve fund1nJ 
of abort-time loans Into mortJaae Indebtedness. 
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Table 24-The Average Per Annwn Cost. Including Interest and Commission, 
of Farm Mortgage Credit, by District and Source of Credit• 

Total mortgage l"lrst mortgage Sec:ond and third 
District loans 

and 
loans mortgage loans 

source of Average Average Averaae 
credit Loans cost Loans coat Loans coat 

Number Per cent Number Per cent Number Per cent 

All eoanties 
All sources 126 7.1 112 7.0 14 'l.9 

Mortgage and 
insurance 
companies 88 7.2 83 'l.1 5 9.1 

Federal land 
banks 7 5.7 7 5.7 0 

State school 
funds 9 5.3 9 5.3 0 

Commercial 
banks 4 8.9 4 8.9 0 

Individuals 18 7.3 9 7.4 9 7.2 

Jackson county 69 6.9 60 6.9 9 6.9 

Garvin county 31 6.9 27 6.4 4 10.3 

Pittsburg county 26 7.8 25 7.8 1 7.5 

•The cost figures of this table are aJiaple averages of the rates on Individual loans. 

but 88.9 per cent of all loans were secured by a first mortgage. The average 
cost of mortgage credit was notably higher in ·Pittsburg countl' <7.8 per cent> 
than in either of the other counties <8.9 in Garvin county and 6.9 per cent In 
Jackson county). 

When the average rates of mortgage interest for each county 1D 1920, ac­
c.ording to the CeDSUB of AgrlcUJ.ture, are put upon a map of Oklahoma, it Ia 
Interesting to. note how the rates Increase as one moves from the w.e.tem cot­
ton-growing counties to the .eastern. The rates In the three counties studied, 
having. varied from 6.3 per cent In Jackson comity to 8.7 per cent In Garvin 
and 7.4 per cent in Pittsburg, are typical of the above tendency, which prob­
ably: refiects in large measure the pol.tcy Of farm mortgage agencies of adjust­
ing the rate to the risks and other costa ·of doing business. Because· of soll 
and weather cOnditions, these risks and' coats are in general greatest in the 
eastern counties of the state where the Income· from farming .and the- value of 
the land are more unstable. Moreover, the average size of loan Ia notably 
ama.ller and the cost per dollar loaned greater in the eastern district. 
Plnally, there Ia ·a tendency for .the high~· ·interest :ra.tes to be associated with 
loans which ·have the smallest margin 'of security, or; 'in otheJ,' ·wa,rdS,. with 
those which are large In proportion to the value of the mortgaged land. 

The relation between the rate of interest 8nc:l the size of loan and -margin 
ofBecurlty Ia shown in :nw1e 25. •Of _coUrse tl.let'a ve ·some. counties whiqh vary 
widely from the average relation here 'Indicated. ·some, for example,"m wblch 
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interest rates are low, have good farming land wbich 1s heavily mortgaged,. 
The same causes which lessen the risks of lending justify both a low rate of 
interest and a smaller margin of security. On the other hand, there are some 
counties in which the uncertainties of farming, together with the poverty of 
the people, lead both to high interest rates and to a cautious policy on the 
part of loaning agencies expressing itself in a low ratio of debt to value. In 
fact, we should expect to find, and do find, low interest rates associated with 
high land values for the country as a whole, and high rates associated with 
low values20• For the state of Oklahoma alone, however, the 1920 Census does 
not show any relationship by counties between the rate of interest and the 
value of land (improved and unimproved), or between the value of the land 
and the ratio of debt to value. If the value of the improved land in farms 
were given separately, a relationship might appear. 

Table 25-Relation of Interest Bates on Farm Mortgage Loans to the Size of 
Loan and the Ratio of Debt to Value in 47 Cotton-growing 

Counties in Oklahoma, 1925* 

R&te 
of 

Interest 

Per cent 

6.0-6.4 
6.5-6.9 
7.0-7.4 
7.5-8.0 

*From the Census of Agriculture. 

Number 
of 

counties 

Number 

14 
10 
17 
6 

A ver&ge size 
of mortg&ge 

lo&n 

Doll&rs 

$2,284 
1,858 
1,764 
1,637 

Aver&ge r&tlo 
of mortg&ge 
debt to value 
of mortg&ged 

l&nd 

Per cent 

26.8 
29.6 
31.6 
32.0 

The growth since 1920 of the Federal Farm Loan System has probably 
had a tendency to equalize the average rates of interest between different 
parts of the state. The rates on loans from Federal and joint stock land 
banks are limited by law to six per cent, and they do not vary at a given 
time between farmers in different parts of the same district. If the risks are 
greater in a certain territory, the land banks must either make no loans there 
or use special care in selecting borrowers, in appraising the land conserva­
tively, and in tegulating the amount of the loan. The only other alternative 
would be to make loans just as freely in such a territory as in any other, with 
a correspondingly large proportion of foreclosures. Resulting losses to the 
bank in cases where the market value of the land fell below the amount of the 
loan, whether because of inaccurate appraisal or poor management, would 
then have to be made up out of gains derived from loaning operations in other 
territories. Such a policy could not be justified from a sound business stand­
point. 

As yet, however, the Federal Loan System does not seem to have made as 
much headway In Oklahoma as In the country at large. On January 1, 1920, 
the loans of the Federal land banks were approximately three per cent of the 
total farm mortgage loans in the state17• 

"'Bee the. &rtlde on "P&rm Mortgqe Interest R&tes" by Cl&r& P. Wltrder In the Journal of 
L&nd &nd Public UtUity Bconomlcs, J&nu&ry, 1112&, which &nalyzes v&rl&tlons In Inter­
est r&teil &s shown b:r the Census, by counties. 

"'The &mount lo&ned b:r the Peder~ l&nd b&nks since org&nlz&tlon, && reported on Novem" 
ber so,.•111111, In the third &nnual report of the P&rm Loan· Bo&rd ($&,4'18,100), w&a 
dlvlde4 by the total f&rm mortsqe debt J&nU&ry 1, 11120, && estlm&ted by the Bure&u 
of _.the ~sus &nd the Bure&u of AIJrlcultural Economics <•188,880,000). 
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Eight years later, on December 31, 1927, this percentage for Oklahoma had 
advanced to seven, as compared with 12 per cent for the United States as a 
whole". On the same date, the farm mortgage companies held 30 per cent 
of the total ~rtgage loans in Oklahoma, the school funds and miscellaneous 
agencies, 35 per cent; farmers (48 per cent of whom were retired), 10 per cent; 
other individuals, nine per cent; insurance companies, seven per cent; and 
commercial banks, two per cent. 

Term of Mortgage Loans 

Fifty-six per cent of all the mortgage loans of the farmers interviewed 
ran for periods of six to 10 years, inclusive. Another 30 per cent of the loans 
ran for one to five years. leaving only 14 per cent which had terms of more 
than 10 years. Most of these longer-term loans were obtained either from the 
Federal Land Bank or from the state School Fund. 

Farm Mortgage aDd Seasonal Loans Compa.red 

For the owner of land, the utwzatton and repayment of farm mortgage 
credit is a far more important problem than that of personal and collateral or 
short-term credit. For the owners interviewed in this study, mortgage credit 
represented 80 per cent of their total indebtedness; cash credit, 17 per cent; 
and merchant credit, three per cent. It has already been shown that there 
is no hard and fast line between the purposes for which mortgage and short­
term credit.are USed, although the former is more largely applied to the pur­
chase of land and the latter to operating and living expenses. Furthermore, 
there is sometimes a Elhift from one type of loan to the other, as when a short­
term loan is obtained in order to meet a mortgage payment, or, more often, 
when a farm is mortgaged to repay an outstanding short-term debt. Just 
previous to 1930, a great deal of personal credit. was funded into mortgage 
credit and so shifted from commercial banks and other local creditors to farm 
mortgage agencies. A short-term loan which has been renewed and cannot be 
repaid in the immediate future is in effect a long-term loan. Changing it 
into a loan based on the security of land is merely recognition of this fact and 
is a means of securing the benefits of a lower rate of interest. 

The average rate of interest on first mortgage loans, as shown ln Table 
24, was seven per cent. The average rate on all short-term credit for owners 
was 11.9 per cent. However, the frequent practice of charging flat rates on 
seasonal loans, partlcula:rly on merchant credit, makes the annual cost of such 
loans much higher the first year than in subsequent years in cases of renewal. 
The banks usually charged 10 per cent per annum on overdue loans. The dif­
ference in interest secured by changing to a mortgage loan, would then aver­
age from three to four per cent. It should not be thought that this difference 
in interest rate is a net saving to the farmer who shifts from a short to a 
long-term loan. The former 1s usually entirely flexible and interest can be 
stopped at almost any time the farmer has funds to meet his debt payments. 
The long-time loan frequently can not be reduced by payment since it is more 
rigid in payment date requirements. Consequently interest 1s often paid when 
the farmer could easily stop it· if he were permitted to make payment. 

Furthermore, we have seen from Table 5 that the average" term of short­
time credit was 7.4 months for owners. Interest, therefore, 1s not paid on an 
average 4.6 months of the year; whereas, interest on a short-term loan con­
verted into a long-term loan must be paid 12 months in the year. A farmer 
who 1s burdened practically 12 months in tl)e year with short-time loans may 
wen consider conversion of them into long time loans. . 

HThese percentages are based upon forthcoming data of the Bureau of Agricultural Econo­
mics. P'or Oklahoma the sample covere 283 mortgaged farms In three selected 
counties, or 56.8 per cent of an replying, having a total mortgage debt of .. 18,000. 
The counties were Beckham, Olmarron, and Okmulgee. 
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Whether it is wise under normal circumstances to use mortgage credit for 
operating and living expenses is, however, a different matter. Theoretically lt 
would be advantageous for a farmer who needed $500 for production credit 
each year to take out a $500 Federal farm loan at 5 or 6 per cent interest if 
he needed it throughout the year and keep it out as long as needed-say for 
33 years--instead of borrowing each year from the local bank at 10 per cent. 
Actually, however, such a farmer would be tempted to spend a part of his 
surplus income instead of saving it to finance the following year's production. 
When he borrowed from the local bank his loan would come que each fall. He 
would have to pay it in order to maintain his credit standing in the com­
munity. But with the Federal farm loan nothing need be paid except the 
semi-annual installment (for a 5'h%, 34'h year loan) of about $16. 

The crop receipts of the first year after the shift in source of credit had 
been made would form a surplus of about $500 which formerly had been used 
to pay the bank. U this money were safely kept or invested until needed for 
the next year's crop, all WOuld be welL But if lt were spent in advance, then 
the farmer might be forced to resort to additional credit. This is primarily a. 
problem of personal budgeting and thrift, and so far the experiment does not 
seem to have been tried on any large scale. 

Choosing the A~ney tor a Farm Mortgage Loan 
Many farmers could save money by exercising greater care in choosing the 

agency from which to secure their farm mortgage loans. The rates of interest 
were found to vary from five to 10 per eent. Most of the loans were obtained 
from mortgage or insurance companies at rates which including commissions, 
averaged more than 2 per cent higher than the rate of the Federal land bank 
(Table 24>. 

Loans from the Federal land bank and from some insurance companies 
have the further advantage of the amortization plan, by which a portion of 
the principal is repaid each year. This plan not only spreads the burden of 
repayment over the whole period, but it reduces the interest charge in propor­
tion to the continuous reduction of principal. The chief benefit of this plan 
is that it requires the borrower to devote a part of his income each year to 
paying off his debt, thereby to lessening his overhead expenses in the months 
following. 

In this connection it has been contended that further adaptation of making 
payments on loans other than the straight annual equal payment amortiza­
tion plan, is needed for long-time loans to farmers. Statistics on the gross 
and net income of the individual farmer show a wide fluctuation in income 
from year to year. This marked variation in the source from which loan pay­
ments must be made puts grave strains on the farmer's financial status dur­
ing yeaJ,"s of low income. To relieve this situation, lt has been suggested that 
amortization payments might be proportional to gross income which would 
obligate the farmer to make heavier payments in years of large income and 
relieve him by requiring a reduced payment during years of low income. 

DeclcJIDc When to Borrow 

Conelderation of the advtsabDlty of loans for farmers is too often charac­
terized by two undesirable extremes of viewpoint, namelJ, the viewpoint that 
complete avoidance of all credit is advtaable and the Viewpoint on the pan 
of the borrower that any loan that can be put over on the lender fa advisable 
regardless of cost and return from the loan. The one 'Y1ew overlooks entirely the 
tact that credit is an economic service, that often is worth much more to 
the borrower than 1t costa-it is a narrow vtewposm to aay the J.eaat. The 
other extreme empha.stzes the tendency of the average man toward failure to 
balance costs against returns. Both vieWPOints are unbusinesalike and useless 
in a sound determination of the advisability of a loan. 
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Determination of the advisabillty of either a long time, intermediate or a 
short time loan should be based on a careful OODSideratlon of costs and returns 
from the loan. This consideration varies 1n Importance as between the three 
classes of loans mentioned and as between loans within a class. Nevertheless, 
in nearly all cases lt is the most Important factor in determinlng the advis­
ability of a loan. U the borrower, after careful consideration, is unable to 
conclude that all costs of the new loan wlll probably be less than returns that 
are likely to now from lt, he should consider seriously any other considera­
tion indicating the advlsabDlty of the loan. The final limit in this regard 
is that no loan is advisable where the borrower cannot see a posslbWty of 
meeting the necessary payment of interest and principal. To ask for a loan 
with no assurance that the required payments can be met, ls to ask for an 
outright gift of economic value. 

The accurate estimation of the costs of a loan is far easier than the 
calculation of the returns to be derived from the loan. Even the direct re­
turns from a loan are difficult to calculate, to say nothing of the indirect 
returns. For example, a short time loan may be needed to start a certain 
crop enterprise. The haZards of nature on this crop must be taken Into ac­
count ln calculating direct returns on the loan; but suppose that the crop 
within Itself yielc:1s a net loss over costs and that only by tracing the increase 
in return to the farm business as a whole can one finally Include all returns 
that are traceable to the loan. Estimates of returns from a loan under these 
conditions would become difficult and not possible of accurate estimation. 

To elaborate still further on the complexity of calculating indirect re­
turns to a loan an instance of a loan for land purchase may be given. First 
estimates of returns must take into account the returns from the farm as 
realized at present and as tnnuenced by all the natural and economic hazards 
to which land income is subjected. But aside from the possibility of a large 
error in properly evaluating this, there is the possibillty that the new loan 
will change the organization of the farm and that it may or may not bring 
out latent elements of earning power in the borrower, tnus tnnuencing in­
dlrectly the income from the loan. The average borrower can at best make 
only a reasoned guess at estimating these elements of income traceable to the 
loan. 

The foregoing dlscussion is confined to the factors affecting the economic 
advisability of a ,loan. There are other considerations on the part of a 
borrower that might make a loan advisable. An extreme example is that of a 
cropper who is compelled to barrow in order to live. Consideartions of b!IJ.anc­
ing costs against money returns from such a loan are small compared with 
prevention of starvation. Domestic and social needs undoubtedly play a v1tal 
part in many agricultural loans and cannot be omitted in arriving at the 
advisability of loans. 

A few Important general facts may be deduced from this discussion of the 
advisability of a loan. One of these is that _the _factors determining the 
advisability of a loan are extremely complex; another is that each loan must 
necessarily have Its own particular set of c1rcumstances determining its advis­
abWty; third, since a loan is an economic transfer of value, costs should 
in all cases be carefully weighed against actual monetary returns both direct 
and indirect; and finally, the probable extreme economic limit, beyond which 
advlsabll1ty of the loan cannot go, is that no loan is justified where the 
borrc;~wer has no assurance whatever that he can meet the necessary payments 
of costs and principal. 

OTHER CREDIT PROBLEMS 

Credit for the HoldiDg of Cotton 
It is the usual practice of cotton growers to sell their cotton as it is ginned 

in September, October, November, or December. Of 286 Oklahoma farmers 
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replying to a questionnaire mailed from the united States Department of Ag­
riculture, 79 per cent replied that they followed this practice in 1926. Pressure 
of debts and lack of credit for holding are reasons often given for selling 
immediately atter ginning. 

Of the 286 farmers mentioned above, 31 per cent reported that they sold 
their cotton from the gin in order to pay debts. Of the farmers interviewed 
in Jackson, Garvin, and Pittsburg counties in 1925 and 1926, 83 per cent sold 
from the gin and 22 per cent reported that debts caused the early sale of their 
cotton. There was seldom any agreement with the creditors to sell the cotton 
from the gin, and creditors did not usually urge immediate sale. Nevertheless, 
the cotton was generally sold in this way as a matter of course and the pro­
ceeds used to pay debts. 

When a grower says that he sold h18 cotton early because of the pressure 
of debts, he :may mean one of two th1Dga: either that he was unable to finance 
the holding of his cotton due to lack of credit, or that he was unwilling, 
though able, to borrow money for the purpose•. 

When the difficulty of predicting the future price, even for those who 
are professional observers of the market, 1B considered, it is no wonder that 
many farmers are afraid of incurring debt in order to hold cotton for an 
uncertain rise in prlcel'. 

There are no data showing the amount of cotton which is sold from the 
lin because of a lack of credit for holdJDg it. If warehouse facilities are 
available, there should be no difficulty in borrowing money on the security 
of a warehouse receipt, particularly if the warehouse 1s Federally licensed. 
The only obstacle would then be the farmers' lack of famWarity With this 
method of procedure. Difficulty might be encountered, however, where the 
amount of money obtainable on a warehouse receipt was not enough to cover 
the farmer's seasonal debts. If an outright sale yielded the needed cash, the 
farmer would either have to sell instead of borrowing on a warehouse cer­
tificate or obtain the consent of the creditor to the renewal of part of hls 
production loan. 

This 1s one of the problems facing oooperative marketing associations. 
In years of poor cotton returns, some members find that the amount of 
the first advance from the association upon delivery of their cotton is not 
enough to cover their production debts. They must then either secure re­
newals or sell part or all of their cotton at once· for what it will bring. Cred­
itors do not generally like to grant sue!!. renewals. Sometimes they advise their 
customers not to join the Oklahoma Cotton Growers Association for this 
reason. Several Garvin county members of the association indicated that the 
method of payment for cotton was a handicap to them. Since this inquiry was 
made, however, considerable improvement in the association's method of pay­
ments has been made, and the present response to the same inquiry no doubt 
would be more favorable. 

That the debts of the growers may be an important factor in the success 
of cooperative cotton marketing is further suggested by examination of the 
deliveries of cotton to the Oklahoma Cotton Growers Association. In a 

:lOAn Arkansas credit study showed that of 52 farmers who sold cotton early In order to 
pay debts, 13 thoUiht It bad policy to borrow money In order to hOld and 11 others 
had made no effort to secure renewals of seasonal loans. See Bulletin No. 133, Ark. 
Air- Exp. Sta. 

•"For a discussion of the POIISibl~ltles of gain by holding cotton for a s.easonal rise In price. 
see "AgriCultural Reform 1n the United states:• by John D. Black. Chapter VI. It Is 
there shown that "the pouibUities of making gains from holding cotton are much 
greater in years when cotton supply Is below normal than when It Is above normal. .. 
Cotton supply here Includes the world carry-over of American cotton on August 1. 
It should be stated that this conclusion '-oes not apply to cotton held over from one 
year to the next, but only to holding within a sintlle season. 
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master's thesis, "A Business Study of Some Cotton Cooperatives," Mr. Ronald 
E. Betts has shown that from 1931 to 1936, Inclusive, the Oldahoma Associa­
tion received a much larger proportion of the cotton that was ginned late 
in the season than of the cotton ginned in the early months (See Table 36). 
This was true in each of the six years, even in seasons when the price of 
cotton rose from August or September to December. Dellveries to the Asso­
ciation for the six-year period constituted an ever lncreaslng percentage of 
total cotton ginned, by months, rlsiDg from an average of 1.5 per cent In 
August to 5.6 per cent in September, 13.'7 per cent in October, 18.0 per cent 
In November, and 28.3 per cent in December. 

Mr. Betts concludes "this indicates that during this period the members 
have been more lncllned to sell outside the association during the early part 
of the season than they have during the latter part. This condition very 
likely places the Association at a decided disadvantage in disposing of their 
cotton, as the late cotton Is very likely to be of lower grade than the earlier 
cotton, due to unfavorable weather." 

It would seem probable, since members' cotton Is doubtless ready for 
market as soon as the cotton of non-members, and since deliveries to the asso­
ciation were relatively small in the early months of the season regardless of 
price, that the debts and other financial requirements of members were 
partly responsible for sales of cotton outside the association during those 
months. 

Table Z&-ToUI DeHvery of Cotton, by Montb1, to the Oklahoma Cotton 
Growers' Association in Per Cent of the Total Cotton Ginned 

Daring Those Montbl, 1921-1936* 

Year August September October November December 

Per Cent Per Cent Per Cent Per Cent Per Cent 

1921 -------------------- 1.0 9.4 18.3 4'7.4 '79.8 
1932 --------------------- 8.9 11.3 11.6 11.0 
1923 --------------------- 1.3 u 30.9 1'7.3 24.8 
1934 --------------------- 5.3 '1.'1 11.4 14.3 
1925 --------------------- 3.1 4.'1 10.5 13.4 19.6 
1926 --------------------- 1.1 3.5 6.9 20.3 

6-year ave~----------- 1.5 5.6 13.'7 18.0 28.3 

• Adapted by permission from the thesis by Ronald E. Betts. 

The recent provision by the Oklahoma Cotton Growers Association of a 
daily or optional pool Is now helping to solve this membership problem. After 
delivering their cotton and receiving the first advanee, members may, under 
the dally pool, name the d&y on which the sale Is to be made and price fixed. 
This enables them to receive the balance of their payments soon after delivery 
of the cotton by calling the sale if cfrcumstances require it. Especially when 
the price of cotton is depressed, thiS provlslon may be of great value in 
retaining the business of needy membersft. The dally pool does not help 
farmers to gain by holding cotton In low-price years, but it does help some 

••See Okla. EliJ>. Sta. Bulletin 188, by W. W. Petrow. "So long as farmers depend on 
cotton for such a large part of their Income, and get such a small part of their living 
from the farm, they wnl have difficulty In adjusting their business to the Association 
payment~~ as made In the past. The daUy pool Is no doubt helping to correct thill 
situation as shown by the Increased deliveries to the Association since provision was 
made for this pool." 
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f~er15 ~ profit by other benefits of cooperative marketing. Ezcept for 
tbJ,s. _ .QPtion, many farmers would be compelled to sell their cotton outside 
the BSIIOCiation. 

Is More Credit Needed to Flla&nee Diversification Programs? 
A q\l!lstlonnaire sent to cotton farmers in different parts of the State in 

the spring of 192'7 by the United states Department of AgricUlture showed 
a widespreliii desire for some change in production programs. Of 263 fartriers 
who answered the questionnaire, 222, or 84 per cent, expressed a desire for 
some change. Of these 222 growers, 74 per cent wanted more livestock or more 
forage crops. 

Of the farmers who wiShed to make some changes in their cropping system, 
42 per cent reported a need for- additional credit in order to accompliSh the 
change. These farmers stated that they needed an average of $530 credit 
per person. Of the total amount of credit, 64 per cent was needed for the 
purchase of livestock, 24 per cent for equipment for livestock, and the 
remaining 12 per cent for miscellaneous purposes. 

Interviews in Garvin county throw light upon the farmer's attitude toward 
incurring debt for sUch purposes. In this county it was found that many 
gro~more than half the total number-desired to make some change in 
their farm orga.nlza.tion and that most of these farmers needed credit· in order 
to make the desired change. But, of all those who stated that they needed 
such credit, two-:thirds were not willing to increase their debt, either because 
the risk was too great or the interest rate too high. others lacked adequate 
security or thought the '!lank wo~ not be will1ng to make the loan theY 
required. Practically none of the farmers had tried to borrow the .money 
needed for carrying out the proposed ~nges, 

These facts do not show that farmers want credit in order to diversify 
their farming because they consider that greater diversification pays better. 
They do indicate. however, that farmers think that there is is an inadequacy 
of. credit. Whether or not diversification will make farmers more prosperous 
is a subject for a. study in farm organization and not a study in credit. 
It is true that each individual loan must be tested on the basis of whether 
the proposed enterprise to be instituted by the proceeds of the loan will pay 
or not. Nevertheless, the question of whether or not an increase of loans to 
promote greater diversification in a given area is a sound credit policy or not, 
is an entirely different question. It Is a question that could not be adequately 
dealt with in the scope of this discussion even 1f facts on which sound con­
clusions could be based were at hand; and such facts are not at hand. The 
fundamental question of whether new crop and livestock enterprises can be 
made profitable is one which each farmer must answer for himself, after care­
ful consideration of the possible ways of using his land and labor. 

CONCLUSION 
Some credit problems of cotton growers are common to farmers every­

where, some of these problems are confined to those who specialize in the 
production of a. single crop, others are chiefly associated with cotton, ·and still 
others are peculiar to certain cotton-growing districts. 

The question of when and how to use credit profitably is a question of 
great importance to farmers generally. In order to be financ1ally profitable, 
a production loan must increase the farm income more than enough to pay 
the interest and the principal. If the loan is used to buy machinery, then 
the resulting income must cover the operating expenses. The borrower should 
give careful consideration to the income-producing possibWties of credit and 
to the other avallable me8.Jl8 of repaying the debt in case of miscalculation. 

The relation between credit and the resulting income- is espec1ally hard 
to determine over short periods of time and for credit which is used in the 
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production of a single crop. The income received from cotton 1Q a given year 
for example, depends very largely on weather conditions. One year the returns 
are large, the next year the returns may be small. Only over a series of 
years can the effect on average income of any change in prod~ction methods 
be determined. 

Farmers who depend on one crop need to be prepared for years of poor 
crop returns. The credit agencies themselves are :In a large measure responsi­
ble for the adoption of such a program. That will overcome the credit diffi­
culty of short crop years. 

This problem of poor crops and "frozen" loans also demands improve­
ment in the policy and perhaps in the organization of the cre!Ut institutions. 
A sound policy requires greater caution in the ext~on of credit and greater 
diversification of loans and investments following good crop years. Serious 
consideration should be given to ihe possibfiities of distributing risk by 
rural bank consolidations, by branch or group banking, or by some form of 
crop insurance. 

The problem of merchant credit. is still an b;nportant one in some parts 
of Oklahoma. Its use is often a handicap to the cotton grower both because 
its cost is high and because it has a tendency to encourage careless methods 
of doing business. Lines of credit at the store are not usually payable at a 
definite time and a considerable proportion of them are ne:ver collected. 
Furthermore, the merchant is less ~ful than the banker in limiting the 
amount of credit he extends; and the farmer who does not keep account of 
his purchases may find that he has bought more than he need!!. The high 
time prices charged for credit purchases are generally paid by all the credit 
customers whether they are good or poor risks, so that the fDrmer pay 1n 
effect for the losses caused by the latter. The customers o~ stores which 
have few losses from bad debts generally pay the same interest rates as the 
customers ot stores which have heavy losses. The enterprising farmer should 
seek to free himself of these handicaps by transferring his store credit to a 
bank or other specialized credit agency, and, wherever practicable, by in­
creasing his savings, his diversification of m·ops (when not unprofitable for 
other reasons), or his production of foods and feeds. Store credit should 
be abandoned wherever it is possible and as soon as possiJ.>le, for it is 
fruitful of poor business both on the farm and in town, and is usually not 
profitable to either the farmer or the townsman. 

Closely related to the problem of seasonal credit is that of :farm mortgage 
credit. The would-be owner of land must decide whether it is more advant­
ageous for him to borrow on mortgage security for the purpose of buying land 
or to remain a tenant. If he chooses the first course, he must decide how much 
to borrow and how much to save before he makes his purchase. Both the bor­
rower and the lender need to know how much the land is really worth on the 
basis of its income-producing power in order to avoid unsound financing 
and failure to carry out the purchase in later years. Land appraisal is a 
very important line of future study in the field of mortgage credit. 

The variation in mortgage interest rates of from five to 10 per cent 1n 
the same community suggests that some farmers possibly could save money 
by shifting from the high-cost to the low-cost agencies. Many would also 
profit by use of the amortization feature of the Federal farm loans and of 
loans from some insurance companies. 

All of the foregoing credit problems are intensified in districts where 
natural conditions are least favorable to farming. Farming conditions were 
seen to be most difficult in Pittsburg county, where incomes are most uncer­
tain, farmers are most dependent on seasonal loans, and the use of merchant 
credit is most general. Credit problems are therefore part of the larger 
problem of creating and maintaining to the largest possible extent a perman­
ently profitable agriculture. 
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lable !-Percentage of Total Crop Land In Principal Crops In Jacbou, Garvin and Pittsburg ·Counties, 1909, 1919 and 19:&4 
(Estimated from the Agricultural Census) 

Alfalfa, 
County other 

and hay and 
census Grain forage Other 
year Cotton Corn Oats Wheat sorghums crops crops Total 

Per Cent Per Cent Per Cent Per Cent Per Cent Per Cent Per Cent Per Cent ---
Jackson 

1909 ------------------------- 47 27 6 3 10 6 1 100 
1919 --------------------------- 40 5 4 32 13 5 1 100 
1924 --------------------------- '11 3 2 8 9 5 2 100 

Garvin 
1909 --------------------------- 29 61 2 o• o• 4 4 100 
1919 --------------------------- 38 22 8 6 o• 12 14 100 
1924 --------------------------- 40 23 6 10 1 11 10** 100 

Pittsburg 
1909 --------------------------- 30 62 2 o• o• 15 1 100 
1919 --------------------------- 34 30 18 3 o• 13 2 100 
1924 --------------------------- 43 33 11 o• 1 12 o• 100 

•Less than % of I per cent. 
• •Including about 4 per cent broomcorn 
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APPENDIX 
Table U-Relatlon of Short-term Credit to Working Capital by Tenure, In 

Jackson, Garvin and Pittsburg Counties• 

County 
and 

tenure 

CREDIT AND WORKING CAPITAL 
OP FARMERS WHO USED CREDIT 

Average 
credit 
used•• 

Average 
working 
capital 

Including 
credit 

Relation 
of credit 

to working 
capital 

Including 
credit 

Relation 
of credit 

to working 
capital of 
all farmers 

In the 
district 

Dollars Dollars Per Cent Per Cent 

Jaebon 
All farmers ---------------- 567 1802 31.5 23.3 
OWners ------------------------ 746 2374 31.4 21.1 
Tenants ----------------------- 460 1457 31.6 26.0 

Garvin 
All Farmers ------------------ 540 2123 25.4 16.6 
OWners ------------------------ 887 3756 23.6 14.2 
Tenants ------------------- 342 1190 28.7 22.2 
~ 

All 
J'arlaers_ ____________ 

442 1356 32.6 25.5 
OWners ------------------------ 716 2201 32.5 19.3 
Tenants ----------------------- 386 1182 32.6 29.1 

""Working capital" as here used Includes all assets at the beginning of the year except land 
and buildings, but the value of household goods was· not obtained In the Jackson and 
Pittsburg surveys. Inclusion of this Item would slightly lower the percentages In 
Jackson and Pittsburg counties. 

••In this and the following appendix table, some schedules were Included which had to be 
omitted elsewhere as exceptional In calculating the average credit. Hence these 
averages do not agree with those of Table 3, and they should not be used except to 
relate to working capital. 

APPENDIX 
Table m-Relatlon of Short-term Credit to Working Capital, by Size of Farm. 

for AU:Fanners In Jackson, Garvin and Pittsburg Coudes 

CREDIT AND WORKING CAPITAL 
OF FARMERS WHO USED CREDIT 

Relation 
County Relation of credit 

and Average of credit to working 
crop working to working capital 

acreage Average capital capital all farmers 
groups credit Including Including In the 

used credit credit district 

Dollars Dollars Per Cent Per Cent 

Jaekson 
1-49 acres --------------------- 364 1021 36 27 
50-74 acres -------------------- 435 1594 27 21 
<>ver 74 acres ----------------- 733 2227 33 24 

Garvin 
1-55 acres --------------------- 264 947 28 22 
56-85 acres -------------------- 345 1600 22 10 
<>ver 85 acres ----------------- 979 3696 26 20 

Pittsburg 
1-49 acres --------------------- 251 807 31 26 
50-74 acres --------------------- 397 1194 33 27 
<>ver 74 acres ----------------- 810 2460 33 25 
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Table IV-WorkJDc Assets of Oklahoma Cotton Growers in Jackson. Ganla. and Pittab10'1r Conntles, 
on January 1. 1926, b;r Tenure 

DISTRIBUTION OF WORKING ASSBTS, 
Average AVBRAGB VALUE PER FARM 

value per 
farm or all House-

Oount:v working hold Invest-
and aiiBBta Crops Equip- goods menta 

tenure (1) (2) Livestock ment Car (3) Cash (4) 

Other 
assets 

(6) 

Dollars Dollars Dollars Dollars Dollars Dollars Dollars Dolle.rs Do~ ---------

All Farmers 
Jackson ------------- 1313 144 542 204 262 141 3 17 
Garvin -------------~ 2271 207 575 233 128 166 53'l 253 172 
Pittsburg ----------- 1111 177 430 138 60 131 5 170 

Owners 
Jackson ------------ 1638 188 667 261 297 208 6 11 
Garvin -------------- 4031 329 868 354 192 235 1011 625 417 
Pittsburg ----------- 2188 304 662 238 121 199 24 640 

Tenants 
Jackson ------------ 1044 107 439 158 233 85 0 22 
Garvin -------------- 1074 124 376 150 85 118 215 0 6 
Pittsburg -----~------ 840 145 371 113 45 114 0 52 

(lJ "Working assets" Includes the Items listed In the table. Th!s average Is a total of the several listed averages. 
(2)In Jackson and Pittsburg counties the Inventory of crops Is as of January 1, 1925. 
(8) Not obtained In Jackson and Pittsburg counties. 
141 "Investments" Includes stocks, bonds, farm mortgages, etc. 
Ul) Includes a small amount of town real estate. 
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APPENDIX 

Table V-Relation Between the Proportion of Total 1926 Sales, Which Were 
Sales of Livestock Products, and the Use of Short-term Credit• 

Percentage of Average 
total sales Average total 

which were credit sales per Relation 
sales of Farmers used farmer of credit 
livestock who per who used to total 
products Parmer& used credit farmer credit sales 

Number Number Per Cent Dollars Dollars Per Cent 

All Farmers ___ 372 237 64 471 1,182 40 
Less than 
2o% ------ 174 125 72 502 1,254 40 
20-39o/o --- 98 61 62 523 1,251 42 
40-100% -- 100 51 51 332 924 36 

•This table ls based upon returns from a questionnaire mailed .to farmers In different 
parts of the cotton belt of the state. 

APPENDIX 

Table VI-Belf-safflcieney Ratios for Foods and Feoecls Used by Garvin County 
Farmers Who Used Short-term Credit and Those 

Who Used None, by Tenure 

'l"enure and use of 
credit In 

Garvin county 

Number 
of 

farmers 

J~~verags self-sufflclenc:t 
ratio for• 

Poods l"eeas 
--------------------------

All Farmers 

u~ creCHt -----------------------------­
Using no creCHt ---------------------------

Owners 
Using creCHt ----------------------------­
U'Bing no Oi'edit--------------------------

Teaant& 
Using credit ---------------------------Using no grecUL ___________________ _ 

•Slmple averages of Individual ratios. 

66 
13 

24 
8 

42 
5 

Per Cent Per Cent 

85 
89 

88 
88 

64 
91 

71 
76 

75 
87 

69 
61 
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APPENDIX 
Table VD-Namber of Farmers PayiDr Varloas Interest Rates for Cash Credit 

in Jackson, Garvin and PiUBbarr Counties 

County and per annum Interest rate All farmers owners 

Number 

All Counties 
Less than 10% -------------------------- 13 
10~ ------------------------------------- 130 
11-15~ ---------------------------------- 85 
e>ver 15~ -------------------------------- 44 

Jackson 
Less th&ll 10~ --------------------------- 3 
10~ -------------------------------------- 80 
11-15~ ----------------------------------- 14 
C>Per 15~ -------------------------------- 10 

Gai'Yin 
~ than 10~ --------------------------- 8 
1~ -------------------------------------- 25 
11-15~ ---------------------------------- 23 
e>ver 15~ -------------------------------- ' 

Plttebarr 
Less than 10~ --------------------------- 2 
10~ ------------------------------------- 25 
11-11~ ------------------------------- 48 
()per 15~ -------------------------------- 27 

•Including one tenant who paid no Interest. 

APPENDIX 

Number 

6 
46 
25 

8 

2 
29 
7 
2 

3 
9 
8 
2 

1 
8 

10 
4 

Tenants 

Number 

' 84 
60 
36 

1 
51 

' 8 

5• 
16 
15 
5 

t• 
17 
38 
23 

Table VID-Namber of Farmers Paylug Varloas Interest Rates for Mere,._, 
Credit in Jackson, Ganin and Plttebarg CoDDties 

Cou~t:v and per annum Interest rate All farmers Owners 

AU Counties 

lfo ~ --------------------------------
Less than 20~ ---------------------------
20-89~ ----------------------------------­
~ 8!U1 over ----------------------------

Jackson 

lfo charge --------------------------------
Less than 20~ ---------------------------
20·39~ -----------------------------------
40~ and over ----------------------------

Garvin 

lfo charge -----------------------------­
Less than ~ ---------------------------
20-39~ -----------------------------------
40~ 1J1d over ----------------------------Pittllbarg 
lfo charge ------------------------------­
Less than ~ ---------------------------
20-39~ ---- -------------------
40~ 8!U1 over ----------------------------

Number 

45 
35 
42 
50 

21 
10 
6 
3 

I 
I 
2 
0 

19 
20 
34 
47 

Number 

11 
9 

10 
6 

6 
3 
4 
0 

0 
2 
1 
0 

5 
4 
5 
6 

Tenants 

Number 

34 
26 
32 
44 

15 

' 2 
3 

5 
3 
1 
0 

14 
16 
29 
41 
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Table IX-8ee11lfty GlYeD for Cash Credit In .Jacbou. Garvin and Pittsblll'g Coant.les 

(") 

TYPE OP 8BOURITY 
.... a. 

Endorsed credit Unendorsed crecl1t 9: .... 
Oount:r With Without crop 4' and crop or crop or Orop Chattel and All C) tenure Plain chattel chattel lien mortgage chattel cash ;: group note mortgage mortgage onl:r onl:r mortgage credit 

Per Cent Per Cent Per Cent Per Cent Per Oent Per Cent Per Cent ! 
All Coant.letl a 

All farmers ------------------------------ 24.3 9.3 1.8 2.8 11.3 50.5 100 0 
Owners ---------------------------------- 38.3 8.8 u 2.8 18.3 34.4 100 I Tenants ---------------------------------- 11.3 11.6 2.2 2.8 6.7 65.4 100 ;:so 

Jackloll 
C) 

~ 
All farmers ------------------------------ 24.8 9.4 3.0 4.9 8.7 49.2 100 Q 

Owners ------·---------------------------- 34.8 10.8 2.3 8.1 12.9 33.1 100 0 
~ ---------------------------------- 14.6 8.1 3.8 3.6 4.3 65.6 100 C) .... .... 

Garvin C) 
;:s 

AD farmers ------------------------------ 35.4 8.4 .4 0 5.9 49.9 100 "-J OWners ------ --------------------------·-- 53.7 3.4 0 0 10.3 32.6 100 ~ Tenants ---------------------------------- 11.2 15.1 .9 0 0 12.8 100 

9 Pittsburg 
All farmers _____________ .,. _______ , _________ 

14.8 9.8 1.2 2.0 19.3 52.9 100 
Owners ----·----------------------------- 26.6 3.4 1.3 0 29.7 39.0 100 
Tenants ---------------------------------- '7.7 13.7 1.1 3.3 12.9 81.3 100 

U1 
Cl) 
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Table X-Secarlty Glftll for Merchallt Cnlllii In J'acksoa. Garvin and Plitsbarg CounUea 

TYPE OF SECURITY 0 
C'r 

Endorsed credit unendorsed credit -~ 
~- ~ 

Count:r· With Without Crop 
~ and crop or crop or Crop Chattel and All 

tenure Plain chattel chattel lien mongage chattel merchant 
~ group note mongage mortgage ODIJ onl:r mongage credit ;:.. 

Per Cent Per cent Per cent Per Cept l'er Q~t Per ~t -~ ~ ... 
() 

.:: 
AD Co1mties 

... --= All farmers ------------------------------ 37.8 3.8 2.4 12.7 .9 42.8 100 "" OWners '17.9 0 5.4 2.7 1.0 13.0 100 ~ 

---------------------------------- -Tenants --------------------------------- 28.7 4.8 1.8 15.5 .8 50.8 100 l\113 

.Jackson ~ 
Cl) 

All farmers 84.1 5.2 9.9 1.8 19.2 100 "" ------------------------------ i OWners ---------------------------------- 90.9 0 0 9.1 0 0 100 
Tenants 47.1 8.8 0 10.3 2.8 31.4 100 Cl) 

--------------------------------- ;:s -Garvin til 
All· farmers 100 0 0 0 0 0 100 -------------------------·----- ~ 
OWners ---------------------------------- 100 0 0 0 0 0 100 -Tenants --------------------------------- 100 0 0 0 0 0 100 § 

Plitsbvr 
All farmers ------------------------------ 30.7 3.5 2.9 13.7 0.8 48.4 100 
OWners ---------------------------------- 72.2 0 7.9 0.7 0 19.2 100 
Tenants ---------------------------------- 21.7 4.2 1.8 18.8 1.0 54.7 100 
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APPENDIX 
Table XI-The ,ParpOBe of Caah Credit In Jacksoa, Garvin and 

Pittsblll'g Counties 

PURPOSE ---·------··--·-----------
District Parm 

and Living operating Purchase Payment 
tenure expenses expenses or la.~:d or debts Total 

Per cent Per cent Per cent Per cent Per cent 

All Counties 
All farmers ---------- 30 38 14 18 100 
~ -------------- 13 47 27 13 100 
Tenants -----------·- 48 28 0 24 100 

Jackson 
All farmers ------- 20 14 33 33 100 
~ ------------- 8 2 66 24 100 
Tenants ------------ 33 28 0 41 100 

Garvin 
All farmers --------- 30 65 2 3 100 
Owners ------------- 10 83 3 4 100 
Tenants ------------ 60 38 0 2 100 

Plttsblll'g 
All farmers __ ... _______ 44 17 11 28 100 
Owners ------------- 35 13 29 23 100 
Tenants ------------- 49 20 0 31 100 

APPENDIX 
Table XII-The Purpose of Merchant Credit In Jaebon, Garvin and 

Pittsblll'g Counties 

PURPOSE 

District Parm 
and LivJng operating Purchase Payment 

tenure expenses expenses or land or debts Total 

Per cent Per cent Per cent Per cent Per cent 

All Counties 
All farmers --------- 93 '1 0 0 100 
Owners ------------- 90 10 0 0 100 
Tenants -------·----- 94 6 0 0 100 

Jackson 
All farmers --------- 87 18 0 0 100 
Owners ------------- 84 16 0 0 100 
Tenants ---·--------- 89 11 0 0 100 

Garvin 
All farmers --------- 82 18 0 0 100 
Owners ------------- 67 33 0 0 100 
Tenants ------------- 91 9 0 0 100 

Pittsburg 
All farmers --------- 96 4 0 0 100 
Owners ------------ 100 0 0 0 100 
Tenants ------------ 96 5 0 0 100 
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