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PREFACE
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Ok1ahoma and  the United
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s

lwze distributions of QkElahoma and U5, farm operator

with wariocous Financial characteristics amnd project  the

impact of warious financial assistance programs  on their

w

fimancial wiability, Data From the 1784 Farm Finance Surpwey
conducted by the OkElahoma Depariment  of Agricolture in

[ ] _[l

m

ration with the DOKlahoma State University Agricul tural

Economics Department and the 1723 Farm Costs  and Returns
Suruvey (FCREX  data collected by  the USD&  was  used o
complete this analwsizs.
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CHePIER

IMTRODUCT IO

Throughout the decade of the 19907, +armers and
ranchers, prompted b rapidly expanding exparts,
mccelerating inflation, and low to negative real interest

ratez, borrowed heawily to invest n new capital equipment,
new production technologies and rapidly intliating farmland
CUse, March, 1¥3%5), HMationally, +arm debt rose an average

of more  than 10 percent per  wear during the 1%707=. Land

values increased ewen faster

causing debtsasset (DSR2

ratics of the agricultural zectar tao  actually decline,

supporting the increased I1nvestment and borrowing.

in  the early 1%80°s howewer, thie <scenaric changed
radically. Internaticnal grain markets weakened, the walue
ot the doilar rose on  internaticnal markets, inflation

n
1
m

s

declined and real 1nterest rates ros

to previcuslty unheard
ot levels., UCommodity prices and incomes +&11  and walues ot
agricul tural land and machinery plummeted. These changes

have caused net worths to decline and for producers to hauve

i

difticulty servicing debt loads assumed In the 17707s.



b

s 1e  evidenced by extensive popular press coverage and
more importantly, by the size of public outlavs +or

agricultural producticon, research and dewslopment, the U.3,
pubtic holdes the family +arm structure as & wvery dear part
ot its national  heritage. Man¥ individuals project that
direct government payments to farmerse will equal %35 billion
in 192s, Government paryments previcusly peaked at %.3

biltion in 1%2832. Ewen with this huge outlay of federal

tunds, igns ot stress persist as land values continue to
decline, record numibers of agricul fural banke F=211 and farm
toreciosures continue in record numbers. Even though

agricul tural producers continue to face financial stress, it

u

gncertain how Jong U.s. tazparers will support such

tremendous outlarse +tor agricultural producers.

Froolem Statement

The basic short run concern faced Dy many financially

stressed operators
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debt serwicing requirements exceed their current repasment

capacity, Easy credit policies of the 197073, +acilitated

w

c

by rising asset walues and overall optimism in agricul ture

helped to increase debt levels of the entire sector, Stres

1t}
"

caused by iow profitability andsor negative cash flows has
been greatly aggravated by massive declines 1n asset walues.
This decltine hae greatly 1ncreased numbers of farm loans n
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Figh risk cat Declining asset walues have also
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o be unable or unwiliing to "rotl over” or
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renew lines ot credit of tinancially vulnerable coperator

w
n
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they did 1n the 1770 greatly itncreasing numbers of
torecliosures  and acquired properties. Large increases in
the wolatility and fewvel of interest rates have aizo
contributed to the lewel of +inancial =stress. Adding

further complexity, 1984 was a record year ftor net cash farm

income, ndicating ltow  tarm  income may not be the single

~+

or causing or contributing to financial

most important fac

n
U ad

ress. bDuring the 1980°s +armers who are not heavily
indebted hawve had their net tncomes +airly well maintained
b» +tarm  programs while indebted tarmers debt servicing
regquirements have many times absorbed all ot their income
CUsDAE, March, 193680,

Interest expense accounted for over |3 percent of total

cash tarm expenses in 17584 {up +rom nearly <seven percent in

lI'I

1#40) and represents 2 cause of ancother aspect of loss of

]
-
h 1)

tinancial wiabkility. Many operators with high levels of
debt who are experiencing negative cash filows may benetit
trom interest rate reductions. While debt guarantees do not
necessarily entail & high tazparer cost, subsidized intersst
rates must come +rom & lender or the +ederal treaszury, at

teast temporariiy. @& program could be developed whereby the

:‘f‘

subsidy will be set aside +or a certain number of ¥ears
aftter which 1t would be repaid.
[+ preservation of large numbers of primarily family

cwned  and  operated agricultural  producticon units Qs of

national cConcern, policy makers should assess the current
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tinancial s1tuat agricultural progrs
their etfectivenees in maintaining preterred farm ownership

patterns and in achieving cobjectives in the public interest.
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Apogricul turalists and policy makers should also realize
any industry which, like agriculture, is capital intensive
and export sensitive is impacted by high rexl interest rates
and exchange rates. g@Agricultural producers already receive
huge subsidies not received bty other small businessmen and
financial crisis assistance mayv increase disparity between
ce be ftargeted fto

stz

sectors, Should further =&

1 n
|_|_|
]

agriculture while other industries with similar problems are
ignored?

Agssuming that assisting financially stressed cperators is

consistent with natiocnal agricultural policy agoals, a
financial aszistance program needs to be deweloped., A

get group needs to be specitied and criteria & tarmer

-+
)
Ij_l

must meet to receive a

II'I

zietance must be cutlined. Finally,

w

reliable sstimate of the costs to taxpavers of the praogram

needs to be determined.

Fimnancial sStre versys Financial Yiakility

1
W

& distincticon needs to be made between financial stress
and financial viability. Current proposals  and public

sentiment are more concerned with protecting the wiability
ot farmersz than with financial stress. Financial <etress is
detined here to recsult due to 2 lass of equity because of

the maszive decline I1n asset valueese sinpce 1930 iabkt ity
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i= detined as the ability ot a2 +arm operator to continue to
manage and operate his farm or ranch as the primary decision

peraticon will not be +orced by an

=}

maker . A truly wviable
cuteide source such as a lender to restructure assets or
change production practices. WYiability could also be called
suryivability, Financial stress impacts wiabkility in that

farmers with high DA ratios may be torced to restructure

k=3

in

ets  and in doing SO MAY negatively impact their

=

productive capaci

-+

E and e++iciency. 1o minimize the i1mpact
of Financial z=tress  on individual operators, federal

programs need to be directed at protecting current wviability

while alza protecting long run wiability of the entire
sectar. Care should be taken <=0 that policies enacted do

naot  further lengthen or distort the adijustment process
causing higher costs or penalties in the +uture.

Detinitions of ?arm financial stress ditfer greatlyr
depending on who is dewveloping the detinition. Many tarmers

ma» only be concerned with whether they can cash flow their

caoncerned with their

1]
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current obligations and ar

balance sheet in so +ar &= !t can secure the tine of credit

they desire. Ibhile this
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statement, many
farmerse with & life-long commitment to farming, who do not
lock upon  their +arm as an investment are not concerned
about opportunities foregone because thew did not sell their
farme in the late 1?7072, because ther would not =s=ell their
tarm for any  price, Marny farmers zpproaching retirement

have seen & large percentage of the net worth on which theyr



planned to retire, or which they planned to pass to the next

generation, evaporate as asset walues declined. 1+ declines

in asset values 1€ detined to be the malor determinant of
financial stress, it 12 Ffelt by all operators since &l

maJor segmente ot agriculture have been attected by these

Lenders not only must be concerned with cash +low, but
aleo must consider the security position ot a loan to

satisty their boardes of director and warious regulatory

agencies., This has caused lenders to be umwilling, because
ot risky security position, to continue Financially backing
some operators who have met thier debt cbligations. Without
& line of credit, operators are unable to continue tarming

and mary be torced out of business. Thi could conceivably

n

occur simply because of set walue declines which are not

o
m

the +ault ot the oaperator, A tederxl program designed to

protect the security position of = ender through 1oan

quarantees 1n order to maintan credit  avaiiability to

strecssed, but current, operators could protect wiability.

Felaxing Federal Depository Insurance LCorporation (FDICY and

Federatl R

L]

sery

1

regulations mary =also help lenders exercice

more forbearance on many loans which  are  current but

potentially highly risky because ot poor security position.

Objectives

Much concern, controversy and contusion existe ftoday aver

i
(1]
m

the nature, 1ncidence and severity of +arm +inancial =4tr



a1

& general objective ot this re
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promote 1ncreased

and characterize the
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ynderstanding ot current
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ot tarmers who are suftering +trom  gquesticonable wiabilty or

fack of wiability, Extensive discussion and many pages of
Journal articles have explored cptions available to
altewiate financial stress without projecting actual
taxparer costs ot assistance programs or determining
characteristice of operators receiwing benefits. the
d1scussion herein will address program costs and
characterize operators who would receive benetits., in

gxamining financial stress, the LO/4 ratioco has besn used

2y
ot

[

i

ensively o indicate when % farm 1S “periencing
tinancial stress. I= the D/& ratioco ot an cperation really

vern more careful

that important or should other factors be g

ion?
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The specitic obijectives of the researcher

14
]

1. Summarize current financial conditions ot tarmers In

Okl ahoms and progdect  tosses  and impacte to the Uklahoma
agricul tural sector if there 1 no financial assistance +rom

i

wdernment sources.,

[Ta]

Suggest

X
i
[

1

overnment debt assistance program alternatives

1]

tor agricul tural producers. ldentitr impactse ot assistance

rograms on projected OKlahoma losses and identify costs and

2. Froject impacts ot proposed government  program
alterpnatives national iy, fdenti+»y costs and benetits ot a



£

-~

3

+

tarms
I n =

which contribute

certain financial



CHAPTER (1

LITERATURE REVIEW

turrent levels ot Financial Stre

m
"W

The 1%2%2 FAPRI report based on the December, %84, Farm
Jdournal Survey, estimated that locan Jlosses from +arm
bankruptcies would be contained at $10 billion (FAPRI, Joily
and Doyed, @Al farm operators with a Lo58 ratio greater than
4.4 were aszumed to be expertencing tinancial stress.  Two-
thirds of the ®2i0 billicon %140 billion? of agricul tural

aoperator debt ie held by farmers detined to be experiencing

in
w

tinancial stre
poccording to the FAPRI report, approximately  one—halt ot
ocutstanding +arm  debt cannot be fully» serwviced at current

. of interecst. “annual  principal and

1]

incomes and rate

fnd

ted to be B2 to 210 Billion

i

1 M

]

interest shorttalls are es
ouer the next four wears depending on farm income fewels and

tnterest rates, Liquidation of 10 o 1S percent ot +arm

assets would be required to serwice th

L

remaining debt at a

Y]

liguidation rate to 4 times the historical average. FAPRL
analyvses alzo show that increaces in tarm income do not

X the extent of <+inancial ztress.

tgniticantly decres

n

eduction in incomes, doss  however, qreatly  increase the

incidence and =

b

1}

hd

rFity of tinancial stress,
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FeaFRL recommends two major areas which +inancial policies

should be directed:

1. Buy time, ie. =6t up debt and asset restructuring
over at least a five wear period.
2. Encourage 1nvestor  actiwvity, Maintain farm income

levels to create incentives for investors to purchase

land and tease 1t back to existing cperators.

From 1924 income and balance sheet data, the Board ot
Governors of the Federal Feserve Bank eztimate that
nationwide, 10 percent o+ operators are "wulnerable", hold

10 percent of assets and 22 percent of ftotal agricul tural

debt fkFebruary, 123887, Another sewven percent of operators
classitied as streszed hold seven percent of assets  and 14
percent of total agricultural debt. A cross classification

using return on assets, return on  equity, amount of equity
and 0/A ratio was used to categorize operators who sold more
than #40,000 worth of agricultural products annual iy,

Farmers classed as wulnerable are likely to currently be
expertencing  financt al trouble, SZtressed operatorse are
headed for +inancial trouble unless returns 1mprove or their
debt 1= reduced. Operators classified in "fair" condition
could be unable to service debt  ower the longer fterm
although detazault =zppearse F2irly unlikelw. A farmer in
"qood" position has a favorable combination of returns and
equilty.

Zeventy percent of all coperators were classitied as being

in  “good® condition ana 13 percent  in fair condition.,
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Mineteen percent of all oper: d

Xi]

tors, which are also classi+)

i

as being in good or ftair condition have D/A ratiocs greater
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f a1l operators hold 3% percent
of 211 agricuttural debt. Overall, &7 percent ot all
agricul tural debt 1s held by operators classitied as in good
or fair position.,

Under their “"most likelyp" middle range foan loss
s=cenarioc, bWharton Econometric torecasting Associates project
two direct impacts on the economy ot doing nothing to ease
the financial stress which agriculture is now experiencing:
t1) Higher short term private interest rates of 75 to 125
basis points dus to increased public perception ot tinancial
risk. 2 Higher interest rate risk premiums of 40 to S0
basis points in agricultural credit markets (Schink, July,
1985y, Longer term effects ocwer the 1785-%3 period include
retarded investment <spending leading fto lower productiwvity
and output, reduced jobs and lower personal incaoms. A1l of
theze ef+ects would serve to push up the federzal deticit by

#14 to 22 Lillion by 1993,

UsDey results +rom the 1984 Farm LCosts and  RFeturns Surwvey
LFLCRE: indicate 214,000 farmers G1Z2.,& percent ot &l

tarmers! are tacing financial stress because of the dual
criteria of & DY@ ratic of greater than 40 percent and an
inability to meet cash obligations (USD&A, July, 1wgSk. Ouer

S0 percent of these +armers have annual sales above 240,000,

(s
-

Forty—+tive percent ot agricultural cperator debt 1= held by

these financtlialiy stressed +armers.



Jolly et al., tndicate that +inancial stress can be
determined directly b eHaminIng four long run
characteri1stics ot & tarm business: protitabili by,

ligquidity, <sclwency and ricsk bearing ability (December,
19350, Guidelines or rules ot thumb +or these indicators
are not given. MMet cash Flow wused in their analysis is
detined as income over cash farm expenses plus off—+tarm
income tess  withdrawals for family tiving, taxes zand debt
service, Dem ratio and cash Flow 1S used to indicate

tinancial =tr and indicate vutnerability to both

14
11
i

ligquidity and solwvency probliems.

30

Lines and Morehart, bDased on  the 17584 FCRS  surwvey
conclude that 40 percent ot commercial farms and 70 percent

re in sericus financial dif+ficul ty

i1

aof a2l farm businecsces

cduly, 1w8s2. This does not imply that these +arms will
fail in  the near future howewer. Supplementation of farm
garnings by otf—-farm income and unpaid +amily  labor and

ssets witl allcy some

o

delayring replacement of deprecirable
ot these farms to surwvive ftor an indetinite period. I'he

figh estimate of financial stress result from excluding

i

non—+arm 1ncome and inciuding an expense for depreciation.

FCRS

hd

Lines and Morehart, vueing logit procedures on th
survey data, tound that +inancial health ot commercial ftarms
was better than that for 211 Ffarms. Increased =size and
figher proportions of rented land increassed the probability
ot having good +inancixl hezlth, A bimited degree of

divers tr and proprietorship arganization were not



i related

Wi

niticantls

ju)

tarms but were positively

A kisconsin report
percent of kisconsin farm
reasons in 17848 (Barrows
will be concentrated amon
whao rely on tarming as

In Wisconsin, 73 percent

o tinancial health commercial

an

associated on 211 farmes.

RS
et

projected that between and ¥

ers  will ligquidate For finmancial
et al., 1¥3&8)». These liquidations
g larger, heavily leveraged farmers
a sole or primary source of 1ncome.
of farms with negative cash +flows

had D[/A ratios below 0.4, indicating 1imited financial
stress., Five percent of farms with negative cash filows had
A% ratios greater thanm 1.0, Eighty percent of this latter
group had gross sales between 20,000 and F200,000.

Harl estimates that % to 7 percent of operators holding
18 to 1S percent of farm debt are Tikely to reach insclvency
each »ear tor the next three wears (Proposal +or Interim
Land Qunershipl. He feels public intervention is necessary
to prevent serious economic damage to rural communtties.

Fiske et al., perform

relatronship between cu

factors obt

Their +irst

having 2 relatively high

total asset ocwnership

their locan pavments,

interpretation of thi

i

second conclusion z

points

percent DS

thr

a multivariate analwsis ot the
rrentness  of parmente and selected
zined From an Uhioc Farm finance
conclusion maintains that +armers

percentage of land ownership to

are most likely to be delingquent an

anx

Factors in their 1 make

reis

conclusion gquesticnable. fheir

aut that common use of the 40

eshold criteria to tndicate whether
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Brronecus. The

a tarm 1= sxperiencing financial stres

40 percent mark was not found to be significant and it was

in

uggested that this "rule of thumb" needs fto adjusted
upward.,

Joseph and Feinsel perform analwesis on FLORS data sorted
bw both DA% ratic  and cperating margin. U+ 272,000 farm
businecsszes which last money in 1784, 325,000 had sutticient
off=farm income to put them inm & positive overall income
position. They =zuggest fthat due to hetercgeneity of farm

businesses that =a

[1}]

ngle measure will prove insutticient in

identit»ing +far facing financial problems. Their analrsis

i
o
—
4
o
£

cshowed that net cperating margin for farm operators
was not closely correlated with D/Aa ratio.

Iin the <second annual Successtul Farming index, the

highest prafit leuels were +ound on farms with between
400,000 and 500,000 of zales (Allen, June, 1%¥2&8),. This
group also has the highest average D& ratio (&7.85) an the

surver. Allen theorizes that "this category makes debt work

tor it, not against it." Farms with sales below 100,000
received the poorest protits. Euvery grodp ot tarms except
those with sales below  #100,000 paid Ffederal income taxes,
even betore non—+arm income was inciuded. FPoor use of

capital ie cited as agriculture’s main problem.

Federal Program Propoasals

In September 1784, FmHA instituted two new programs tao

deal with +arm F+inzancial =tresc: called the Farm Credit
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tnitiative (USDa, March, 1988y, The debt set-aside program
(DS allows qualified FmH& borrowers to deter the lesser of
£200,000 or 2% percent ot their indebtedness +or five wears.

ides numbered 102,710 by September =0

i

Requests +or cset-a

LR

1w3%, but only 14.% percent of applicants were accepted.
Approximately 19 percent were rejected because they +tailed
to meet the positive cash flow requirement.

The debt adijustment program  (DAF)  was  instituted to

assicst non—-FmH& borrcwers, The indiwidual +armer’ s

mw
m

commercixl lender was required to agree to write—-off &

minimum of 10 percent of the interest or principal due on &

foan. The amount written off must alzo allow the borrower

-
-’

to project & positive cash flow. Only 722 applications tor

the programs were received and only 928 were approved,

in
[11]

uing only $51.4 million ot the %4550 million alioccated +or
the DS& and DAP by September 20, 1725,
fBccording to Harl, the central problem of agricul ture

since 1%¥20 has been high real interest rates (Froposal for

fnterim Land Cwnershipl. i+ agricul tural producers are to
be stabilized he feels real interest rates must be reduced
by 4 to S percentage points. He =states fthat federal
intervention should not just include the Farm Credit Srstem.
Iintervention should be targeted to stabilize borrowers which
will result in stabilization of lenders. Caretul targeting
and flexibility should be built intc & program  to allow

market forces to respond efficiently.



Harl = proposal  has two major components, Mechanism &
would insuliate farm assets from current depressed markets
mainlty by acquiring land. Mechani=zm B would prouvide
supplemental financing for "buying down' interest rates on

tarms which will eventually be able to repary the subside.

1]

The expected cost of the program during the first four rears
ot its operation would be 4.2 Billion.

Fpeccording to Raup  the primary cause of  the current
tinancial crisie is overproduction., Guither =t al., Knutson
and Elinefelter alsoc point to owverproduction =xs the magor

C. e ot current financial difficulties. Lirect

u

1]

confrontation of this problem through policy measures iz
recommended to give long term reliet to agriculture,
Knutson  and Klinefelter argue that credit subsidies,

including interest and principal burydowns, and expanded

government credit to producers only  treat symptoms of

current problems. They place foreciocsure moratoria,
zubsidies to lenders and price and income sdupports  infto the
category ot ftreating symptoms also. Ther argue fhat

treating symptoms will aggravate current problems  and serve

to lengthen the current agriculftural adijustment. Use of
private sector initiatives Clender forbearance, liquidation,

toreclosure and bankruptcr?, reduced tax benetitse, balanced
macrosconamic  police, increased regulation ot lenders,
tarmer retraining and relocation programs and development ot

secondary farm credit markets are suggested == mesans of

ot

reating roct causes ot the problem.
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Bullaock ciaims  the basic ot the +arm +Financial
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crisiz was the expansicon of debt +ar berond the reparment
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capacity of tarm assets. Bullock estimates that 1+ &

e
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was targeted to those

it

percent bwuydown of interest.
farms with excess debt that could be converted to positive

cash flaw, S2 percent of financially streszed farms grossing

n

han #50,000 annually could be helped. This amounts
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to 25 percent of all financially =stressed farms and would

cost approximately $2 billion annually. The average subsidy

would be 21,000 per farm. He =&l

i

o estimates farm prices
would need to be increased 15 to 580 percent to correct

financial problems of a1l farmsz with severe financial

Boehllie argues that targeting public assistance to

W

moderate sized farms, temporarily in tinancial difficulty,
may be consistent with long term agricul tural policy goals.

I+ normally healthy, but temporarily in troublie, tarms are

-+
g
wm

consolidatza into other mod

]
|

-1 ized wunits, public

assistance mar need to be targeted so  that credit

10

available to ease this consclidation. fhis would be
consistent with gqoals of etticiency, preserwing
pluralistic agricul ture, flexibility and eCoOnomic

opportuni ty.

I+ the farms which are larger than necessary to capture
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etticienciss ot

as=i1=tance there may be no social  adeantage to public
assiztance. @Additronally, Boehlye states economic reasconing
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does not support  assistance to preserwve  tarms which are
submarginal even under normal  conditions. Such =2 subsidy
would promcte inetticiencies in use ot resOQUrCes.

Lines and Morehart maintain that:

tightiv targe sistance will: {1 only address

part of the p m and {2 result in & proliteration

of costly programs that may reward poor andsor part-

time managers that may not warrant, need or desire
azssistance. @& broad spectrum approach will 1) have

high unacceptable public cost (2) encourage over
investment 1n agriculture  and (3} result in owver
production, low incomes and poor financial health.

Education of +armers is cited as being necessary to better
understand and cope with economic realities are the policy

ate current stress,

J_I

programs suggested to allewi
FPast Credit Policy Approachss

In 1222 the UW.5., Congress passed the Emergency Farm
Mortgage @&ct which created the Federal Farm Mortgage

Corporaticon (Murray, 17413, Its major tuncticon was to make

Land Bank Commissioner (LEBCY loczans. This program, according
to Murrar, was “both  ingenicus  and effective”. The 1aw

provided for refinancing through the Land Bank Commissioner
located 1n Washington D.C., who had general supervision of
the Federal Land Bank.

The 1aw amended the appraisal formula by adding the word

"mormal". This change allowed apprai to value real

mn

er

Wi

.t 3

(1]

’U

e te at 2 walue higher than that which existed during the

then current depressed conditions. This moditication did

]

not cause large losses  to the program because  land walues

appreciated measurably during the 17407 =,



The LBC made both +irst and second mortgage locans up to
3 percent of "normal’ walue at 2 time when the Federazal Land

rank CFLBY was restricted to locaning an amount of S percent

af  market wxluse plus 20 percent ot the value of
improvements. A appratser from the Farm Credit
Apdministration won i d make an appraisal and foan

recommendation which then could be acted upon by the FLE and
LEBC., Part of the loan cowuld ke made by the FLE under a

tirst mortgage position and part by the commissioner In &

+
[n]

second mortgage position. I+ the FLEB chnose not
participate in the loan, the LBC would make the full loan in
& tirst mortgage position, I+ & Dorrcwer had nis  loan with

the
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private bank to be accepted or rejected,
The locans were made Ffor a 132 wear pericd in which
grincipal payments were deterred the tirst three years. In

the remaining ten wears & ten percent principal pavment was

ta be made. The ten year amortization of the principsal
portion ot the loan proved too be too  short resulting inoa
change in the law in 1735 which allowed the loans to be
reamortized +or & longer period.

The Federal Farm Mortgage Corporzation SFFMCY  wae formed

to finance the LBC loans and buy FLE bonds which the FLB had

trouple selling at the time. Congress gave the LEC $£200
million to inttiate the program and to serwe as capital.,

The U.,3, Government fully and uncondi tionally quaranteed the
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bonds  which  wirtuallyx places them on par with government
bonds.
When the LBC iocans were +irst made in 1733, all had a

-
=7

s Longress

(11}

contract inters=t rate of Fiuwe percent. In 1%
reduyced the interest rate on Commissicner loans  to four
percent and in 1?40 reduced 1t to 3.9 percent. The average

loan rate at that time on similar loans was 5.4 percent.

(N

in 1#249 alo

3,000 LBL loans were made. The FLE, 1n

U
a
o

its first eight wvears

(u]

t+ operation, made nearly 300,000

I =

Toans, indicating the

]

and demand +or  the program.

m

b

Quring the first =ight years of its operation, S37,000 loans

amounting to $1,030 million were made b» the LEC. aAccording
to R.I. Mowell 17470, actuzal losses on Commissioner [oans

ed 1.23 percent ot reserves annually. In its first 30
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ot opsration, FLEB losses awveraged 0.3 percent of

-

This author has been unable to +ind any comprehensive
review of the Land Bank Commissiconer program. The only
critique made by Murray was  that the initizl reparment

pertod of the loans was t entative

2

o short. Mowell, & repre

i

of Aetna, who had to compete with the Federal Land Bank and
Land Bank tommissioner, commented that the artificially Tow
interest rate used by the LEC from 19233 to June of 1747 gave
the FLB an untair adeantage over private lending sources,
He further states that Commissioner money had bDeen used
+reely by the FLB as a deuwice +or makKing bigger loans and

cuthidding conservative lenders, @t the end of  June 1748,



22 percent ot all loans made by the Farm Credit Sypstem were

Joint Commissioner and Land EBank  locans o first morfgage
Lommissioner lcans.

#1lthough 1t has not been determined if foreclosures
currently being initiated are unnecessary, toreclosure
moratoriume recently enacted by Jjudges and elected ofticials
indicate that individuals believe they are in  =some way
eHCESSiVeE, ne program initiated in the 17307, which

proved to be eftective in slowing the foreciocsure process

m

and which could be used ae an alternative to moratoria, was

m

that of a County Conciliatory LCommittee (Falconer, 17343,
Current mediation laws enacted in many states zare similar to
this program. The appointed County Conciliatory Committes
heard the circumstances of a loan case from both the farmer

and the creditor:

The major desire of these committess were to dispose

ot a case as quickly as possible. Their aim was ta

prevent a case from reaching ftoreclosure and to adjust
r

debt so the farm cwner would haw ~easonable chance

to par out (Falconer, 1934, pg. 277,

s

fhe ogowernor of & =tate wusually appointed a2 State
Commi ttee which would then appoint county committess. The

county committess were characteristically comprised of a

banker, & retired farmer, two active +armers, an attorney

and a real estate agent. After the committes had heard both
sides of & dispute they suggested a2 plan of action to alicw
the farmer and lender to settle the probklem. &1 though the

boardes were not given any absclufte power (they were purely

aduvisoryy, the influence of public opinion wusualir c d

o
[

us

o
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to tollow the committee’ = recommendations.

m

both partie
Commaon recommendaticons were to postpone foreclosure, extend
mortgages, torgive delinquent interest, reduce mortgage
balances, reduce the interest rate and turn over property fo
the lender.

#n advantage of this type of mediation was that it could

n

be wused by all t¥pes of creditors, including private

individuale and merchants, 2= well as private banks and the

Farm Credit Swstem. 4t the end of 197324 owver o,000 cases
came before Ohic committess, 1,245 cases came before 3%

Wisconsein caommittees and Iocwa had several county boards

which gach considered owver 100 cases. @As of December, 1933,
Mebraska had reported +ew caseszs and Illinois committees had
anly recently been organized. The Governor of the Farm
Lredit administration went so far as  to request  that all
State Governors appoint conciliatory committees. ~The

1iterature i

1}

again silent concerning & comprehensive rewview

at the impacts of the actions of these committees.
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QUERMIEW OF CURREMT FlMaMGIaL CORMDITLIOMS

treset Values and Rents

Since  1%323,  agricul tural land walues in  the United
States, with the exception of only & tew wears, 1ncreased

anngal iy untit 1981 (UsDa, fAugust, 19850, From 1¥P7F3-1781,

tand wvalues throughout the W.5, tncreased an average ot l¥2

percent, or &t an  annual compounded rate in excess of 10
percent per wear. increases 1 indiwvidual states ranged
trom ?7 percent in Uregon to 35% percent in Minnesotx.
Generally, increases were greatest in the Midwest and

smaliest in the ZSouth, West, and Mortheast,
From 1w38l  fto 1%3&, land walues declined ower 4% percent
i [Mtinots, indiana, Ohio, HMebraska, Minnesotza and lowa

while the awverage decline nationwide was 2% percent 1SDha,

Jurme , 1FE&Y, fhe average walue of U5, +armland was £3%4 n
1784, below  that of 17779, The real wvalue of +armland has

declined even more., The 1988 indexed real walues are £qual
tc those of the mid 1%s0°=. In real terms, all ot the huge
real increase in wealth brought about by the boom pericd of

the 1?70°s has been lost. The Midwest experienced the

0

greatest increase 1n land wvalue and subsequentiy suttered

23



et investment in machinery, equipment, and buirldings
tropled during the 1970 but +etl by 25 percent from 1%&l
to 1923 (UsDA, March, 178&2. Met worth, n nominal terms,
tor the entire zector has +allen +rom £233 billion on 1720
to #3405 Billion n 1785, & lewel approximately equal to 177
and indicating & loss of 2% percent of peak walues.

Fents declined 1n most states reporting estimates 1n 1¥80
and %8s CUSDe, August, 1785, and June, (%2482, Land values
declined more than rents causing rent-to-wvalue ratiocs to
rize substantizail» n the UCorn Belt, Lake States and

Marthern Plains., The largest decline 1n rents oaccurred in

-l

b

braska and lowa where thery fell 20 percent and 12 percent

r tively In 1¥35. Melichar =states that Yower 1and

[ ]
]

spe

prices represent & major long-term adjustment to a2 rewised

tarm ocutlook of lower returns than those experitenced in the
garty 179707 =, rather than & temporary phenomena caused by

4, 17887,

[

tinanctal stress (Melichar, &pril

Agricul tural Debt

During the 1%70°= +arm  debt expanded werr rapirdiy, +trom
#¥4%  biltion to #1134 billion, or by 225 percent (BEullaock,

#3833y, During the same period, net +tarm ncome or reparment

capactity increased by only 52 percent. Farm azset values
increased at & rate higher than debt ncreased in the 1¥970°s

causing the owverall DA7A ratio ot the agricul tural sector to
actually decline CU=Se, March, 1%25%). Since 1932, the lewvel

ot tarm  debt has declined absolutetr, by U.& percent +rom
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+ F2202 Billion nm 2=g4, and down  another 1.2
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n
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percent  to B1¥F billion  in 22-84., Freliminary estimates

show overall debt 12 expected to +all slightly  in 84-3% (py

4
in

U.1¥2, and 1= Fforecast to +all by 0.7 percent in 25-8&
CUEDES, March, 1¥8&0.

dett +or 1785 was estimated at %7

L

Total rexl estat
tirtlron, down from PBlUZ.7? billion in 1¥24. This is the
second consecutive yearly decline and the largest decline in

real estate debt =ince 1744,

AS 12 shown by Tabie 1, in 17384, 81.1 percent of a1 U.5.
tarmz had D@ ratios less than 0.4 and held 28.1 percent o+
total farm debkt. Converselw, 3.9 percent of atil +arms had
DA ratios from 0.4 to 1.0 and held 43.8 percent ot the
#120.2 billion  in operator debt in 1%84. The remaining
three percent of a1l farms were technically insclvent and

hetd 12.1 percent of =a11 debt. Fart ftime farmers (thoze

with annual sales below 40,000 with D54 ratios less than

0.4 comprised 54,28 percent of atl farms and held 2.1 percent

ot ail  +arm debt, Fortr-three percent of +amily +farms,
defined =z those +arms with #40,000 to £$500,000 of sales

each »ear, accounted +or seven percent ot all +arms and held
21 percent of  all tarm debt. Commercizal farms with D&
ratics less than U.4 comprised 2&5.3 percent of all farms and
held 30 percent of 11 +arm debt.

Overzll, part-time +arms accounted +or &2.2 percent of

a1t tarms and held 14,8 percent  of =11 +farm debt. Family

tarms accounted +or 325.% percent of all farms and held &&.2
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THELE I

.S, FaRMs akD FaRM OPERATOR DEBT BY D/a RATIO, CASH-
FLOW STATUS AMD S&LES, JaMUARY, 1785.=

Cash-Flow Status ' Total
and Farm Size Dy Ratio “11 Farms
Farms with Fositive £ 8.4 g.4 to 1.8 > 1.8

O

ash—-F1lows

Fercent of Farms

=11 42,32 5.5 = 4%, &

$508,66806 . 8 .2 .1
48 BEE to F$477,7FF 14.7 3.3 S
. B44,800 25.8 2.6 . 2

Fercent of Debt

=T 1#.7 14.1 2.4 Z&, 2
> B508,0084 3.1 .4 o v
48,808 to £477,777 123.2 T2 1.3
< $48,006 3.4 1.5 . 4
Farms with Megative

Cash-F1lows

Fercent of Farms

AT 37.8 1.4 2.2 8.4

568,600 4 .3 .1
40,8608 to 47,777 .9 &L 1.9

346,808 27.8 4.1 1.1

Fercent of Debt

1 12.4 =4.7 18.7 3.8
> $506,800 2.2 4.4 3.4
246 B0 to 2477 ,797 11.5 25,1 5.7
{ #4@,08006 4.7 .8 1.8
Total &ll Farms
Fercent of Farm=s 21,1 15.%7 Z.8 tag. @
Percent of Debt 32,1 43.8 12.1 iaG .8

%= Based on the 1784 Farm Costs and Returns Survey Estimate
of 1,874 million farms. Farm operator debt for farm
purposes based on the the survey estimate of $128.2 billion.
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percent ot all +arm debt. Large +arms, those with more than
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FS00,000 in zales per ¥ear, accou 1.% percent of a1l
farms and held 17 percent ot all ocperator debt.

I 1950, the zagricultural sector debt to net +arm income
ratic was less than one CUSDA, Janoary, 1982, By 1¥&ld the

ratioc had risen to two and by 1970, to three. By 1782 the

ratioc was In excess ot ten to on

b d

. in other words, the

cector held $10 of debt for ewery $1 of net farm income.

et Cash F1low

Table 1 shows that 4%7.48 percent of 211 farms had positive
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ws  n 1784 and held 2&8.2 percent ot all

operator debt CUSDey, March, 19¥323&). LConversely, 30.4 percent

ot all  +arms had negatiw

o

cash +tiows and held £3.3 percent

ot all operator debt.

Ei of a1l Farm +irms had D55 ratios tess than
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hty perc
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4.4 and d44.8 percent ot these t+arms also had negative cash
tlows. Two-thirds ot  +arms with DO ratios greater than
0.4 experienced negative cash +lows. Forty—three percent ot
tfamily +arms, which comprised =sewven percent ot alil farms,

had negative cash +lows n 1%84. Commodity prices would
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ot 32 percent to restore
positive cash +lows to +amily farms (US0A, March, 193850,
Three percent of farms were technically insolwent but 23

percent ot these had positive cash +iows (UsSDE, March,

n

175ar.



Lrop and liwvestock farms Dasically show +inancial stress
in equal proportions in 1984 of 10-135 percent. 25 percent
ot dairy tarms  show  tinanciral stress. Crop production
gxpenses decreased by 2 to I percent in 1785 from a2 peak in
1924 zand are torecast to  +all again  in 1784, Heceipts
dropped 1 to 2 percent in 1¥2% and are torecast to f2l1l 2 to

;s percent in 1%¥24, otfsetting the decrease in  input

in 1%3c net farm income reached 2 record £24,.5 billion.,
im 122853 it +ell 20 percent and tell to 225 billtion in 1%¥84.

More recent publications estimate net farm  tncome will rise

i 1]

by eight percent 1n 17287 (U=A, March, 197872,

Fogricul tural Lending

R

s
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In 1724, &7.2 percent of FmHa borrowers had negative ¢
fiowe and held ¥7 percent of FmHAa s ocuftstanding debt (USDi,

March, 1935 . O+ a1l Farm Credit Syetem borrowers 22,8

percent had negative cash flows and held 44,45 percent of the
Farm LCredit Syrstem’s ouftstanding debt. Similtar to the Farm
Credit Syetem, 52,1 percent of commercial  bank borrowers
suttered trom negative cash  +lows and held &%5.4 percent ot
their ocutsetanding debt in 1735,

e of September 30, 1¥35, 20.2 percent of FmHA s loan
volume, amounting fto $£%.2 billion, was delinguent. Their

total delinguency +tive wears esarlier wase F721.7 million.

Mid-wezar FmH& joan delingquencies {ncreased from 14.7 percent
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pEr ot toan wolume n

of loan wolums in 1%20 to



1785, in the late 19705, moditication of qualifications
and FmH&  loan program  directives contributed to FmHa =
increase 1n outstanding farm loans  trom 3.5 bitlion to
F24.1 bBillion with & corresponding market share increase
trom S.4 percent n 1977 to nearly 12 percent in 1¥E2
LOuncan, 1935&.

Lelinquent production loans &t commercial banks rose to
nine percent in June of 1938335, up 2.4 percentage points from
& year eartier., Total delinquent locans in agricul tural
banks accounted For 6.7 percent of loan wolume compared to

4.5 percent delinquent loans in s=mall non—agricul tural banks

in  1¥da, "Small" non-agricul tural banks are those banks
with tese  thanm %S00 mitlion in xssets which are not
classitied as agricuitural banks by the Federal Reserve

of ite Toan

.'f'
|'[|

Board. éaAny bank with 17 percent or gr
volume made up of agricultural locans 1= currently detined as
Being an “"agricul tural bank".

Agricul tural production loans comprised only 2.7 percent

of all lcans in  the banking seystem on September 20, 1785,

but accounted +or 5.7 percent of delinquenciss and 7.9
percent of non-performing  toans {Board of Governors,

February, 17347,

in 17285, net loan charge—offs of gricul tural banks was
more than double charge—-ofts of non—agricultural banks
CUSDr, March, 1985). Annuatl provicsions for loan losses in

agricul tural banks are alsoco nearly double provisions in

small non-agaricul turxl bDanks



Agricul tural banks accounted tor nearly 40 percent ot the

1,05% banks on the ‘“problem 1ist" published by the FDIC in
dctaber, 1785, This is & tour—+old increase  tor

agricul tural banks =ince 1%&!

. #Additionally, these banks

0
n

are concentrated in 11 Midwestern states. @Agricul fural bank
failures increased from 1S5.% percent of 211 +=zxilures in 1783
to S5%.5 percent in 1%35. Fgricul tural  banks  have
historically comprised 35 percent of all banks.

in 1935 the Farm Credit System suttered a2 net loss ot
$2.458% bitlion compared with $3¥2 million of net income in
1784 (1%35 Report to Investorsl. Hon—accrual loans
increased from $1.8328 bitlion on December 31, 17234 to $£5,.323
Eiition on ULecember 31, 198%., #aAcquired property increased
from $503 mitlion in 1%84 to $%28 miltlion in  1#35,
Al lowances +or loan losses ncreased to $2.170 billion on
December 231, 1783 from #1.32& billion in 1724, HMet charge
atts were #1.103 billion in  1¥25 versus 2427 million in

1#z4,

The Federzal Land Bank”

[

cshare of the lose waszs 2,212

"W
mn

Billion compared fto a net income of 204,880 in 1724, The

Federal Intermediate Credit Banks l1ost 541,351 in 17835

i

compared to a $32,724 net income in 1¥84.

Interest Rates

Interest parments on the +arm debt in 19834 were slightly
over %20 billion compared with £2.2 billtion in 1270 and $1.2

Biitron n 1#Ps0 CUSDe, Januwary, 19280, in 1?50, interest



was 4.4 percent of total aperating s

grown to 15,1 percent  of
expense was the tastest growin
has now begun to decline (USDaA,
the increase 1n interest expense

come +rom expanded debt.

The Olctober 1777 change
paticy aof targeting monetary

n

grawth

X}
el

March,
since
the Federal Reserve Srstem

and letting i1nterest

rates +luctuate has caussd interest rates to become much
more wolattle than they were previously, The huge increase
in debkt of the zagricultural sector assumed under low and
=table interest rates during the 1%/07= caused many
cperators ta be wery wvulnerable to this palicy change.

From 1970 until 1%80, when agricultural debt more than
tripled, real interest rates wvaried +rom fwo percent to x
negative 1.3 percent CUSD&, March, 19852, In 1781, real
interest rates Jumped to over eight percent and have
basically remained at that lewel through 1785, The prime

rate i1ncreased +rom arcund

percent in 1#81

tFederal Reserve,

to ower 20

1?81§ February, 1w83; February, 19?357 March, 1987, Vhe
prime rate fell belocwe 11 percent in %83 and rose to 13
percent in l¥234. During 185 the prime rate +tell tao ¥.8
percent and +fel] further, to 7.5 percent by December of
1waa,

The awerage interest rate on agriculturst locans +rom 1710
until 1%v74 =tawved basicallx steady bDetwesen 4,5 percent and



2%
[

i

&.3 percent (Ag Finance Datsbook, July, 1985, Bt ter 1975
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211 agriculturatl loans increased until
the average interest rate peaked at 182.5 percent in 1%31.
The average rate decreased to 13.48 percent in 1783 and rose
to 14,2 percent in 1784, 'The average rate decreased to 13.1
percent by mid-1%8% and was projected by the USDE to +tall

+urther 1n 17386,
Summar

in summary, the economic condition of agriculture has
declined in absclute terms and relative to most other
sectors since 1931 TUSDaA, March, 1?85). The real wvalue ot
tarm azsets have declined by nearly ocne-halt since 1%l
causing & loss of approximately $250 billion in equity +rom
the ftarm sector by April of 1755, During 1%35%, net +arm
income declined 20 percent from i1ts record peak the wear
betore and e projected to drop ancother eight percent in
1724 by the LSDA. Hecent estimates project that net +tarm
income will increase by eight percent in 1%23¥ (USDa, March,
19372, FReal net cash incomes of the sector are projected fto
continue to decline as thery hawve since 1%7%.

Commercial banks and the Farm Credit Svstem have suttfered

huge 1ncrezses in  losses  and delinquency rates as  is

n
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[n]
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evidenced by substantial Increases  in tor
acquired property holdings owver the past  few wears. The
rapid rise in interest rates during the late 1¥70°= and

wulnerablie ta financt al

£

w

riy 1%207°< left many producer
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caontinue to distort credit markets which have possibly

caused credit to agriculture to be owversupplised in the past.
Programs which simply exchange one trpe of debt +for another
will do little to <stabilize & sector which is currently
overleveraged. A program of direct write—-offs of debt,
while wery costly and inequitable, would  seemingly

contribute the most toward putting stressed operators an
more solid financial ground if current depressed prices
levels turn out to be the norm. I+ depressed price lewesls

persist for owver five ¥ears, programs  which delay reparment

abligations may anly serwve to postpone Finding real

zolutions to current str to the Ffuture when costs of

m
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facing the problem may be much higher., Increas
inuwaluvemsent through guarantees serves to distort the risk

structure in agricultural finance, possibly cauvsing b

)
3
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and lenders to beliewve high levels of lending are acceptable
because of implicit or explicit federzal guarantees.
On the other hand, some professionals feel that targeted

assistance may be consistent with lomng run agricultural

poalicy goals, provided diwversity in  the structure of
agriculture is snhanced or maintained,. fBssistance may also
ke warranted i+ it is targeted to promote efficiency in
production and not subsidize inefficiency. To correct the

Bigh lewel of +Ffimancial instability in agricul ture todar,

asset transter markets may be unable to function to aliow
necessary financial restructuring. Federal assistance in

thie restructuring <could reduce hardship felt not only» by



03
-

producers  but alsc by rural communities. I+ current
conditions do not persist for more than three to fiue years,
programs which delay obligations and smooth current stress

~ators

by reducing or

in

preading oyt the numbers of ope

-

leaving farming and thereby protecting viabilityr of rural

communities, could be very wvaluable,.

1]
D
+

Other sections in this analrsis attempt to develop 2

of classifring wvariables which could be used to identity or

describe farms with questionable financial wiabilitr.
Stepwise linear regression, discriminant anal¥sis and logit

procedures were used to investigate this are

M
[/1]

Other topics which help fto ssplain and identify difterent

financial characteristics of the Ok tahoma and U.5.
agricul tural sector are also related. This information is
included fto provide a more complete understanding of
financial stress  and implications af certain policy
responses and altermnative soclutions,
Assumptions for Analrsis
In determining potential losses = farmers and

1

gricultural  lenders dus to the farm financial crisis,

in

m

veral assumptions must be made., In simple terms, a viable
operation must be solwent (DY ratic : 1.8 and making

financial progress by meeting all fimancial obligations in

the long run. This means that a1l interest, principal,
depreciation tcapital consumption  allowance? and family

living must ke paid e=ither +$rom  farm  sources  or other



in

short run:

1. Family living requirements are assigned & vwalue of

$15,088, This +figure is above poverty levels and

represents  an austere budget on which & family

receiving +federal aid could be expected to live.

Median non-metropolitan income in 1983 was $£28,%38.
&

This figure, adjusted by implicit net rental value of
the farm dwelling and income tax adjustments, reduces
estimated minimum farm family living needs to $12,%358
for the awverage farm family, according teo Duncan and
Harrington Tpage 3.

2. A &8 percent residual lTiguidation walue is
attributed to assets scld. Many times & "+orced" or
"eherit+ s" sale is not an arms length tramsaction and
may be associated with very high fransaction costs

e ighboring farmers are often reluctant to bid on
forecliosed properties resulting in sales prices which
are well below market lewels, Legal fees and other
expenses charged by & lender +or-srg a sale are paid
before sales proceeds can be used to retire debt.
Fenalty interest charged by the Farm Credit Svystem and
ather lending institutions once a2 loan becomes
delinguent is alsoc paid before debt can be retired.

Far less than market walue is thereby often available
to retire outstanding debt.

=, Income from all scurces is used in projecting 3
farm's total income. On many farms in many areas, Use
of off-farm income to supplement +arm earnings i &
way of life. Hationallx, in 1934, 54 percent of
farmers totsxl income was received +from  non-farm
soyrces, indicating its importance CUsDA, January,
17840 Further, to be a2 wiable and sustainable

business, farm income together with  off—farm income
must at least prowvide Ffamily liwving requirements
without worsening the financial position of the farm.

I+ farmers are to receive federal azsistance, it is
not  unreasonable to esxpect . them to exhaust all

personal revenue sources before receiving assistance

g, Capital consumption allowances are not included.
In recent wyears, as production agriculture adjusted ta
decreased lewels of demand and Jlower prices, farm
incomes hauve nut been  able to replace andsor form
capital in firms where Ffinancial viability s
gquestianable. Giwven the sericusness and potentially
short  run nature of  the current Financial slump,

capital replacement could be foregone for a few rears.

0l

~]

zources in the long run. The following assumpitions are used
computing costs and benefits of proposed programs  in the
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bhile thiszs may underestimate cCosts or lewels of loss
currently, more pru=p~rcu5 conditions  in  the future
will hopefully provide fo replacement. The capital
structure of agriculture is undergoing & major
reatru-turlnu process  as depreciation exceeds new
expenditures, leading to & possibly necessary lowering
ot apital investment to increase efficiency and
decreaee costs  (USDé, @&IBE 475, May 173482, These
adjustments will hopefully prepare U.5. agricultural
producers to compete more effectively in world markets

in the future,

b It is assumed that parment of a1l expenses and
providing for family liwing take precedence owuer
parment of interest and principal obligations
Farmers generally make lthdrde] from farm accounts
during the wear to meet family Iiuing needs and pay
operating expenses. Consequently, at the end of the
wear or  parment period, income remaining is used for
debt serwvice. Interest s generally paid first and
the remainder is used Sfor principal reduction. Any
unpaid interest incre

asese principal obligations +for
r oparment pericd,

the following yvear

[n]

Current Financial Condition of OK1ahoma

Farmers and Ranchers

The 0Oklahoma Farm Surver, completed by the 0Klahoma

Department of Agriculture in cooperation with the Department

II'I

of Agricul tural Economics at OKlahoma State University wa

the source of the datza used in this study. Thi=s surwvey WAs
zent to 2,755 0Oklahoma farmers and ranchers (Flaxico et

al.». The total number of complete survewrs which provided

211 the information needed for this analrsis was S8Z.

£

Table Il gives & breakdown of OK1ahoma opsrators by total
residual income and DSA ratio. Fercent of total 0OK1ahoma

operators, debt and assets in each category is giwven. Total

n
oL
D
-+,
a
]
[w R
s
1]

--;iduél income C(TRIY is
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gross income from all

211 operatin
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BeEsuming incame  from all sources fto farmers is available

taxced with some sort of forced sales action in 1788, This
is the total percent of OkKlahoms farms which have & TRI
below $15,888 after debt service and hold some debt. These
farme hold 18.8 percent of OKlahoma +farm assete and 17.1

percent of OKlahoma farm debt. I+ these farms were forced

-+

' .3 percent or

(]
11}
"

into some degree of ltiguidation, =

L]

$297 million of OKlahoma farm debt would result. The 2.

percent was calculated by determining the fotal asset and

tota debt walue of all the Ffarms in & certain TRI and
debts/asset category. Sixty percent oFf asset walueg was

assumed toc be awailable Ffor debt retirement from a forced
sales action., Total debt was then subtracted to give the

amount of uncollectible debt. /&11 of the uncollectiblie debt

(0.3 percen who have D8 ratios

T
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greater than 8.7.

I+ the above farms were not foreclosed upon, & 178

million principal and interest shortfall to Oklahoma lenders

could result. This Figure iz the total debt serwvice
shortfall of all farms with less than $15,888 TRI. Detailed
statistics used to calculate this shortfall can be found in
Table X. A 12 percent interest rate and 8.4 percent
principal repavment rate is alsoc assumed.

3 percent of OKlahoma operators hawve a TRI ower

#15,0688 and 2 DA% ratioc exceeding 8.7, While many of these

|r |
m
=
g
3
0
i
)
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e
a
D

operator ars  kKeeping their parment
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cted to remain current in

M

e
o

1

D

obligations current  and are

]

the future. I+ these operators were forced to take some

sort of s

les action because of their high risk D53 ratios,

another 7.4 percent of Oklahoma farm assets and 268.4 percent
ot farm debt could be affected. This liguidation would

cause ancther 7.8 percent or 2558 million in uncallectible
Oklzahoma debt to be absorbed by lenders and +armers. B &l

cent residual value of assets sold to retire debt was

-

te

awl

again assumed to project the loss. Since these opsrators
are current, no principal or interest shortfall is expected

on these loans i+ they are not liguidated.

Froposed Assistance Programs
The Ffollowing section is an attempt to analyze the

etfects of warious lewvels of interest rate subsidies and
debt write—-offs on the wviability of OkKlahoma Ffarmers.

Effects of these programs on distributions of ocperators,

L]
o

debts and assets in certain fotal residual income YTR
categories s examined  to evaluate impacts of these

programs. Impacts are mesasured by numbers of operator

nders and farmer

b
I

assjsted, dollars of loss  Ffaced by |

[0

lternative subsidie

i
[1}]

following assizstance, and costs of . and

programs. Total residual income is defined as total income
from all  sources, both farm and noen—farm, less  all
productian expenses  including interest. Total residual

income  can be wused for Ffamily living expenses, taxes,

principal reducticon andsor capital acquisitions,
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i1}
i

Iin dewveloping an  &as: tance program, determination of

D]

eligibility criteria for program benefits needs to be done

carefully. In order +or & farm to be eligible for
assistance in this analysis it is reguired that, following

an interest subsidy, a2 TRI of $15,088 must be provided for

1

family living expenses fraom all .oy

n

gs, atter all other

cash commitments are met J{including interest pavmentsl.
This wiability requirement s imposed because there is
littie Jjustification +or spending federal mone» on farms
which will never become self-supporting as a result of
financial assistance.

Yolume and cost of  interest rate subsidies could likelw
be reduced if private banks or lending agencies were
required to refer all accounts to the program and match part
of the interest subsidyr. @A participation regquirement should

t

1]
i

decrease abuse of the sv» m by inducing the private ssctor

te screen out accounts which do not need assistance.

m

#s an index too compare costs of  propossd programs,
government parments to Oklahoma farmers have ranged from
approdimately 32 millicon in 1928 to F38% million in 1832

CUSDey, September, 17343,

Impact of Interest Rate Subsidies on the

Distribution of OKlahoma Farmers

an obwicus
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Intere=st

method to assizt fFimancially troubled farmers. Table 111



gives a summary of the impacts of seuwseral lewsels of interest

rate subsidies and debt write-offs on distributions of

operators and debt i various TEI and D% categories.
Yarious subsidies are applied to the debt of each individual
tarm and then the changes in distributions of farms in
varicous TRI categories are identitied. This analrsis

examines the effect of wvarious interest rate subsidies and
debt write-offs in mowing operators which are in non-viable

TRI categories below $15,888 to viable TRI categories abowe

The percent of OKlahoma farms columne in Table III gives
the percentage of OKlahoma Ffarms which Fall in a THI
category below $13,888, The lewel of debt controlled b

these farms is given by the percent of OKlahoma debt column.

[1}}
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i 1]
(11}
~t
3
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3

The walue of uncollectible debt column lists
uncallectible Oklahoma debt i+ =all  the farms with a TRI
below $15,888 were forced to liguidate.

The first line lists estimates of percent of OKlahoma
farms, debt held by these farms and the potential volume of

uncoiiectible debt following tiguidation for & "do nothing'

trategr. Following lines illustrate the impact of warious

i

1]
i

subsidy lewels azand debt write-offs on  the percent of

coperators, debts and assets in THEI categories beliow $15,880
following & one time subsidy andsor debt write—-off. The

percentages in Table III do not include farms with greater

than 13,888 TRI before an interest rate subsidy or write-

i

aff bDecausze these farms  are  able to pay all cperzting



44

TABELE T11

SUMMsEY OF IMTEREST RATE SUBSIDIES amMD DEEBT
WRITEDOWN OPTIOMS OM OKLAHOMAS FaRMS

Sub=sidy Fercent Fercent Value of Walue
Optiaon ot OF of Ok Uncallectibl of Debt
(IR or WOYA1 Farmss2 Debts3 Debt (279 ritten OF+55

i

-~

{1

Do nothing I

2a 1#7.15 F277 CS.30
IR 27.71 14,72 F2Z8 MoC4,10
s IR Z2&.42 .94 F 23 M (1.5
29 IR Z2&,.82 2. 21 F 83 M (1.3
114 IR 25.38 S a2 £ 21 M (8.8
144 IR 24,72 S.88 kN U & B R
& IR and
28 WO o .21 £ 22 M 1.5 F38.2 M
24 IR and
25 ¥oWd Z2&,88 2.21 F 233 M 1.5 F22.2 M

A Interest Rate Subsidy (IR); Frincipal Write—off (WO

& Percent of Oklahoma farms with a2 TREI £ $15,0888

s Fercent of OKlahoma farm debt held by farmers with o TRI
$15,008

4 Dollar shortfall resulting from & t I liguidation of
k1 ahoma farm coperators with a TRI { 15,8868, in millions of
dollars., The percent of totaxl Oklahoma farm debt which this
figure represents is given in parenthesis. The S8 residual
value for liguidated assets was used to reduce liability
tewel before the shortfall was totalled.

2o°Total dollar volume of debt written—-off.

| O A
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w

gxpenses  including intersst  and make family liwing
allowance of $15,0648,

Table IV giwves actual distributions of Oklzahoma farm
operators by WMCFI, TRI and DYd ratio found By the Oklahoma
Farm Finance Surver, Table W giwves the percentage

distribution of farms in #ach TRI category after the wvarious

subsidy or write-off is applised,

Interpretations and Fecommendsations

This anal¥=si=z  i1llustrates that although numbers of farms

assisted is relativelyr small in percentage  terms,
uncollectible debt Josses and lewels of debt in categories

below $15,86808 iz impacted extensively by the subsidies.

This indicates that debt servicing problems in QKlahoma ars

ntrated on a few farms. The =small number  of farms

11

CInc
moved into wiable TRI categories mary indicate that intersst

rate subsidies themselwes cannot provide the total Financial

I
2
14
m
o

relief that many farmers

Ouer 2 percent of OKlahoma farms with TREI below $15,080

are also in the gross farm inCome Cat

—

il

—

|

—
[

ory  below #1686,

T
1

These farms comprisse 25 percent of a11 OKlahoma farms. Onlx

ercent of Oklahoma farms have grass farm  incomes above
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provided later on U.S. datz shows 2 very small percentages of
aperators unable to meet debt serwvice ocbhligaticns have sales
above #188,8688. This could indicate that insufficient cash

fiow and wunserviceable debt problems sxist mainly, poszibly



TABLE

I

DISTRIBUTION OF OQELAHOMS FaRM OPERATIONS
By Do& RATIO, WCFI AMD TRI

= D
g 5
> ®30,800

5 E@

$1 - $14,99%
£15,008 - $257,795
30,0888 - $47,99%

kd

o
> $50,808

Fid

5.14 7.44  2.33  2.18  28.27
23,92 13.7%  Z2.86  2.1&  42.52
.31 4,98  1.%7 1.8 15.12
.15  8.49  4.4%  2.82 22,67
44,52  35.45 11.4&  §.77  100.08

-
S U CU oY

\
w00 D) ] e

bt B BTV Y

aa
7.31
&. 44
5.73
12,77

T
=

:| DoVI S wN ]
[ v U o N

-
oy

LU EY Bl o

(2]

[

03 03 o

"
Hl—-l-l—l-i_"f’_-zl
=)

[}

AR

.
i+

(OO S e Y |
0 ban

[~ m
.
40




TABLE U

DISTRIEBUTION OF OKLAHOMS FAREM OFERSTIONS BY Do

RETIO ASMD TRI FOLLOWIMG IMTEREST RATE
SUBSIDIES OR DEET WRITEOQOFF

DebtsBvsset Ratio
TRI MNo

Category Debt 8.9 g.4-8,.7 YEL.F

T

—

2 ¥ Interest Rate Subsidy
4 A Z.1& 1.14 =i 1.68
$1 - $14,7%% 3.7% 7.48 1.3232 A7
$15,888 - £27,7797 18,28 S5.78 L EE 1.32
iSE,BEB - 347,777 7.21 7.14 2.4% 2.49%
» $358,68648 1.47 12,.2% .15 ST
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F15,068 - 27,777 18.28 S.32 ) LS8 14.78
£330 ,888 - $47,977 7.2l G 1] 1.32 1.323 13,44
> #50,8808 ia.47 14.95 7.a1 &, &9 3%, 387
511 44,52 35,85 11.44 =8.97 166 .88
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bv "choice" on part—time, non—-commercial farming operations.
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Interest Rate Subsidies PMeeded to Corr

This analwvsis ie approached with & =slightly different
perspective than the preceding analrsis. khereas the

preceding analysis examined impacts of a certain subsidy or
write—-off on distributions of farms, assets and debts in
non-wiable TRI categories, the folloawing analrsis determines

levels of subsidies by sales or TRI and D& category needed

1 (]

to correct interest and principal pavment shortfalls of

tressed operator

United States Dats
Tabie WI, wusing data +from the USDa 1785 FCRS survey,

gives detailed information on cash balance lsuwels, interest
rate subsidies and other information concerning U.5. farms
by sales and DA ratic. The interest shortfall percent and

principal short+all percent lines are the percent of the

i J
0w
]
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]
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o
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o
w
=
o
jou |
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interest and principal parments r

paid by the average farm. Frincipal parmenits are assumsd to

be 8.8 percent of total debt. The average interest rate
charged in  each category s that wused in sach categorx in

the FCRS surver as reported in &IB #475(USDA, Julr, 17830,

]
n

~ N cash balance indicates the amount of debt service

(1]
m
[
[}

gatiw
which is not paid by an average +arm  in  2ach category.

‘ositive cash bxlances indicate 211 debt service is paid and
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FER FepRM O IMTEREST aMDR FRIMCIPAL SHORTFALLS BY
TOTAL SALES AMD Dfey CATEGORY (U,S.0
Dey Ratio .4 to B.F #.7 to 1.8 > 1.4
Total Sates Category > $588,004

Fercent o
HNumber o

-+

llél

-

—
[y

t
I

0l e
FJ
s

Gross Farm Income 1 ,852,74& 1,143,745 $1,455,3274a
Government Parments $ 35,353 £ 08,374 £ 53,118
Cff—-Farm Income # 7,178 ¥ 5,338 $ 27,783
Incoms from all

Sources 1,898,277 1,219,891 *1,338,411
Farm Expenses sxcl.

Interest ¥ 224,317 FF1IF, 477 1,288,294
Family Living Allaow. F 15,0806 $ 15,0684 £ 15,080
Total Cash @&wail.,

tor Debt Serwvice F1Fs, 780 F2E3,372 F 243,143
Interest Farment $11%,8351 F121,885 $ ZB1,¥8%
Frincipal Favment $ 05,6875 F1683,455 $ ZHS,S87
Cash Balance - F,1&s £ 58,731 F£-144,431
Interest Shortfall E3 5] g2 & 2 &
Interest Shortfall = B 5
Frincipal Shaortfall i S8
Interest Rate Reduc-

tion Feguired @ A B
Total &assets 1,425,277 1,214,482
Total Liabilities 1,282,748 2,390,774
¥ oof Farms with £

#0 Cash Balance i =37 24%



TaBLE Y fcontinued?

Dov Ratio .4 to 8.7 8.7 to 1.8 1.4

Total Sales Category $258,0808 to £4%%,79%

Fercent of Farms JFE a7 . 24
Mumber of Farms 16124 siis 3773
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cuUrces #3948 , 517 $341,185 328,385

arm Expenses excl.

nterest $245, 282 $2&1,74948 F234,882
it Living Allow. £ 15,0805 F 15,4808 ¥ 15,6048
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Interest Parment F 31,723 * S4,4821 $ 48,712
Frincipal FPayment F 37,271 F 47, 5%4 £ 48, 887
Cash Balance - 7,380 $-37,882 28,175

Interest Shortfall * & F @ F @
Interest Short+all = (5 %o 5
Frincipal Shartfall = 25 S8 Sax
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Total Assets
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]
(2]

8.4 to 8.7

Total Sales Category

Fercent of Farms
FMumber of Farms

Grose Farm Incoms
Government Parments
Of+-Farm Income
Income from =11
Sources

Farm Expenses excl.
Interest

Family Living &11 ow
Total Cash Avail.,
for Debt Serwice

Interest Parment
Principal FParment
Cash Balance

Interest Shortfall
Interest Shortfall
ipa fal

%

Principal Shortfall ®

Interest Rate Reduc-
tion Required

Total &esets
Totzl Liazbilities

of Farms with
0 Cash Balance

£144, 845
$ 18,515
$ £.,852

g
£
F

17,58

137,228
18,458
8,844
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$5135,284

$271,53%

$427,418
$343, 544

71

$ 27,148 % 33,537 $ 34,292
% 23,352 $ 27,545 $ 30,434
$-15,485 $-38,777 $-45,715

£ 15,281
G5
1aai

250,753
352,888

r.
41



n

(2%

T&HBELE W fcontinued)

D7y Ratia .4 to 8.7 B,.7 to 1.8 1.8

Fercent of Farms =

. 1.11 .24
Mumber of Farms 1,2 z

a7
a5 12,456 13,782

on

43 Ok Ok
el O

Grosz Farm Income E2-
Government Payments $
Of+~Farm Income 2
Income from all

Sources $
Farm Expenses excl.
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Interest £ 55,544 £ 55,3683 F 41,843
Family Living &llo. s 15,8848 $ 15,068 £ 15,6488

Total Cash Avail.
for Debt Service 3,87
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Intereszst Parment $ 15,822 F 14,337 $ 15,857
Frincipal Payment $ 12,748 F 17,282 £ 14,878
Cash Balance F-25,3%7F $-33,5%45 $-35,%83

Interest Shortfall F 12,7¢
Interest Shortfall ¥ Diu
Frincipal Shortfall X 1@

{
_L.
it
—
¥
LN}
)
I+
H
—
on

Do I )

=
x'-.]

—
S ) .
DTSN I N
-

P
Dot

SN

3

P

-

Intereszt Rate Reduc-

ticon Required S A =R T
Total Assets FLE2,584 F235,2F7 #1943,518
Total Liabilities $156,557 260,825 178,241
s“oof Farms with £

*8 Cash Balance T S =y

*Baxsed on the USD&, 173235 FCORS data.



income is auvailable +for  increasing +family living or for
capital  formation. Table WII iz & summary of potential

zale=s and D7&
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Table WI  shows, wsing datax from the USDda 19783 FCRS
surwvey, that incidence of imability to meet interest
parxments is not found, on the average, on  farms with cash
sales greater than $2598,888 (U3Ds, July, 178502, The

interest short+all line is the dollar amount of interesti not

Oniy 1.17 percent of &1t WS, farms have sales betwesn
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unable to meeset their interest

parments (USDe, Julw, 198532, This number (1,177 is the sum

of the products which were calculated by multiplring the
percent of operators in each category by the percent of

farms with zero or negative cash balances. As is  shown by
Table W  and Table WII, depending on D8 category, a 2.7 to

4.3 percent interest rate subsidy costing $321.2 milliaon is

neseded by the farms  in the £186,8088 to 256,988 sales
category to mest their interest obiigatiaons. AN average

subsidy of #$11,428 would be paid to each of the farms in

this category. Awerage per farm direct government parments

for this category was $13,884 and average farm size in acr

m
n

w

was 1,431 in 1984, Mote that after both direct government

parments and an interest subsidy totaling £24,5£4, no income

P

remains to pay any principal obli tions. Thus, no progress
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THELE WII

SUMMAaRY OF FPOTEMTIAL COSTES OF &AM O IMTEREST
FATE SUBSIDY FOR U.5. F&aRM PRODUCERS=

A & Tl
. *1.48 1NN

(Millions of Dollars?

$250,008 to $4577, B8 @ . @ . B.@
F104, 088 to $247, @ .0 $162.4 $158.5 21,2
40,008 to $PF,FFF $&64.1 $302.5 $Z218.5 $1177.1

Total Fasd.l £dag., %
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41
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fverage Subsidy Fer Farm 13,343

# Calculated by multiply»ing the awerage interest subsi
farm in Table W1 bBv the number of farms in that category.
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debt service obligations.
Slightly more farms  in the $468,8848 to $186,0800 sales
category require assistance. Only 3.7 percent of all farms

b

n

ye sales in this category and cannot pay their interest

cbligations. These operators npeed a 7.7 to 8.8 percent
interest subsidy costing #1.177 billion. Hote that an 8.4

percent subsidy is egual to the interest rate that the USDA

m

o

estimates these aperat:

re are paying. The average per farm
subsidy parment would be $14,8581. As & compariscon, average
per farm direct government payments were $3,487  and the
average farm size was 1,88F acres in 1%34., MNote that after
these subsidies, these operators are unabie to make any
reduction in principal obligaticons and many are unable to
even par all of their other cperating sxpenses. Therefore,
thiszs interest subsidy does little to stabilize the financial
condition of these operators. It simply reli

ure

M
"
]

ves pre
until the next interest parment must be made.
The total interest rate subsidy needed for 211 U5, farms

with salez above $48,888 to meet their intersest parments in

Lt
]

1724

=

esents

was nearly #1.5 biillion. This figure also rep

=

the lewel of interest shortfalls possibly  +aced by lenders.
Mote fthat principal payment shortfalls are much more
prevalent than are interest pavment shortfalls.

Subsidies were not figured +or farms with sales below
$46 ,888 becauze they are not widely considersed to be

commercial farms., On the awverage, atl WS, Farms in 211 DA
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categories with sales below 48,888 were unable to pay totzal

producticon expenses let alone pay debt service requirements.

lxl
=

above $£238,08

n
g
()
i

of all U.5. farms, 1.1 percent hauve

and are unable to meet all of their principal obligations

(Table YW1y, #Anocther 2.8 percent of all farms have sales of

hd

E166,800 to $250,0068 and are unable to meet their principal

aobligations. @& maximum of 2.73 percent of all farms have
Ssales between %40 ,888 and %%%,77% and are unable to make any
principal parments on their loans. On the average, farms

with sales between $48,868 and 256,888 are not making
finmancial progress because they are unable to par 168
percent of interest obligations, let alone make principal

parments. Therefore, the financial condition of these farms

ig worsening as unpaid interest increases principal balances
for the next parment period.
Table WIII providesz a summary of the dollar amount of

debt serwvice (both principal and interest? shortfalls
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otal column gives the percent
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which could not be paid by the
operator. Table IX¥ provides a summary of the Jdollar amounis

of debt which need to be written off to enable U, 3. farmer

m

to make a1l of their debt serwvice payments,., The percent of
total column is the percent of total debt on the average
farm in that cxtegory which would need to be written off to

enable the Farm operator to pary principal and intersest

obligations. Mote  that percentzage shortfalls increase
tremendousl» as sales category decreases and DA7A increases,
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TeELE WITI

SUMHsRY OF TOTaL DEBT SERWICE SHORTFALLS OM
H.5. FAaRMS BY DB RATIO AnD SALES A1

o
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N
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» 1.8
Total woof
] Shrt+fl Tot

e B.4 to 8.7
qory Total “oof
Shrtfl e Totals2
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> 580,800 £ 7,148 4% - - $144,431 48
$256,008 -

479, FFF 3+ 7,308 1A $37,852 ST % 28,178 29
100,000 -

$24%,575% $15,445 8% $35,77F  &1¥ % 45,715 Fi¥
% 48,088 -

$ 79,995 $25,897 S9% $33,578 9% % 31,9735 t@ey

1sBased on the USDa, 1925 FCRES data.

2001 lars of debt serwice fprincipal and interest?) not paid
by a particular farm operation.
ZsPercentage of the total debt seruwic
paid.

payment which is not

[
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THELE IX

FRIMCZIPAL WRITEDOWN REQUIRED S0 ALL DEET
SERVICE O U.5. FARME Cal BE PALD
B Devy RATIO AND SALES

WX
2l

-
¢

B fl_l g. .
1a “oof Dul] ar ¥ of
dwn Debt Wrtdwn Debt

les < 8.4 g
Cateoqory Dollar = of Do
birtdwn Debt A

1
+

(Dol lars per farm2®

> 2586, 906 $ 34,784 4% - - $7E7,241 1%
250,800 -

3459, 797 £ 45,211 18X $205,717 37 $143,738 299
£166,868 -

2247, 595 £ 30,130 28 $£218,755 &1 $24%,38%  FiW
% 48,088 -

3 59,797 £134,320 S99 F192,435 FF $17&,241 1@y

* These wvalues were caxlculated by dividing the dollar
shortfall in Table VIII by the interest rate plus the
principal reparment rate.



Oklahoma Data

United States datza were only available sorted by total

un

ales category and D7& ratio, ihen the 0QkKlahoma data were

JET b balance

m

zorted by  total sales  and DR ratio,

’u
JJ
1 fl
,|,l

age CX

levels in each =sales and D/& category were  high encugh that

1]

no  interest parment ahorffalls were detected. It i
therefore sxpected that sorting USDAS data by TRI would
identify more operators in nesed of assistance. Sorting the
QK 1ahoma data by TRI category was necessary to find any
graoup of  Farms which had negative awverage cash balances and
wer2 therefore unable to meet  their interest parments iﬁ
178353, Inm all of the following cases an interest rate of IZ
percent and principal reparment rate of 8.8 percent is
assumed.

When the OKlahoma survey was sorted by TRI, the average

Table

-
L]
Py

subsidy needed by farms with negative TRI was $33,1

(it}

=Y. The total subsidy needed to meet interest parments for

these farms with negative or zero TRI was #£582.1 miltlion.

Table ®I gives a summary of these potential zubsidy costs.

It should be noted From Tabkle ¥ that the farmers in the
TRI categoriezs below $8 are, after the interest subsidies
averaging %35,148 per Ffarm, unable to provide for familw

living reguirements and par all other Ffarm expenses. Ewvean



INTEREST &afD
TRI AMD Do/a CATEGORY

THELE X

FRIMCIPSL

SHORTFALLS

0K

B

‘i’l

D/A Ratio (8.4 A.4 to A, Y
Tatal Residual Income Category £ %0

Percent of Farms 1.3z 1.688 1.08
Mumber of Farms a4 7la sl
Gross Farm Income 126,248 $ 71,68%49 £387,521
Government Pavments 3,482 ¥ 7,004 F 5,277
Of+-Farm Income F F,0%0 ¥ 5,714 £ 22,158
income +rom atll

Sources $132,712 F 54,384 F354,778
Farm Expenses excl.

Interest 141,584 F 28,454 F274,0682
Family Living &llow, $ 15,0864 ¥ 15,0048 F 15,0848
Total Cash Avail.

for Debt Service $-23,4874 $-11,132 £ 2,474

Interest Parment
Frincipal Fayment
Cash Balance
Short+all
Short+all =
Short+all =

Interest
Interest
Frincipal

Interest Fate Reduc-
tion Fequired

Total
Tatal

Hezets

Liabiliti

T
i

% 15,574 % 25,818@ £ 75,472
% 11,447 % 18,477 $ 549,163
51,877 $-55,455 124,117
15,574 % 25,818 $ 7E,AE14
1@ aY 188 2. 7Y
L L@@ 1 RE:
12 2 11.1%
217,424 £3574,22% % T42,248
£133,135 $215,884 $ 47,182



THBELE ® tcontinued?
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]

Total Residual Income Category 31 fto 14,79

Fercent of Farms 7
FMumber of Farms =S

O 10
o

Gross Farm Income F 17,844 ¥ S7,725 -
Government Farments £ FaS ¥ 2,241 £
Ot +=Farm Income $ S5.1%3 $ 5,457 '
Income from il

Sources $ 25,74% $F &50,423

Farm Expenses excl.

Interest $ 15,778 % 44,282 $
Family Living &llow. 2 15,6868 $ 15,8688 2

Total Cash A&avail.

for Debt Service F -5,84% ¥ 94,2341 g2

Interest Parment $ 2,954 $ 13,3285 $ 47,442
Frincipal Fayment £ 1,7&8 F F.,5325 F 23,4933
Cash Balance - 7,277 $-153,47% $-41,415
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Total Assets ®177,8357 #174,316
Total Liabilities F 28,538 $118,374
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THELE X

e

tcontinued?
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[y

Lo Ratio

8.4

8.4 to 8.7

Total Residual

Fercent of Farms
Mumber of Farms

Gross Farm Income
Government Farments
f+-Farm Income
Income +rom all
Scources

Farm Expenses excl.
Interest

Family Living Allow.
Total Cash &swvail.
for Debt Serwvice

Interest Parment
Frincipal Parment
Caszh Balance

=t Shortfall
=t Shartfall ¥

Frincipal Shortfall
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DoSa Ratio

e
(]

e
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~J

Total Residual Incom
Fercent of Farms

Mumber of Farms

Groz= Farm Income
Government FParments

H¥-Farm Income
Income from all

Sources

Interest Shortfall
Interest Shortfall X
Frincipal Shortfall

Interest
tion Fe

Taotal fAssets
Total Liabilities

e |

o

4,78 2.9% .18

4754 2123 2244
$ 33,204 § 47,758 § 45,541
% 2,482 $ 7,855 £ 2,337
$ 24,327 % 18,738 $ 32,738
$ 42,21 % 74,351 % 34,718
% 14,855 % 34,3360 % 20,841
$ 15,808 $ 15,0680 £ 15,6668
$ 30,340 % 45,821 % 47,857
¥ &,187 $ 19,254 $ 23,12%
$ 4,374 $ 13,750 $ 14,571
$ 17,877 % 11,748 % 10,149
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$204,874
172,465
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T&EBLE X (continued:?

/A Ratiao 8.4 8.4 to 8.7 BT

Total Residual Income Category > 56,800

Fercent of Farms 12.7% S.32 .18
HNumber of Farms Faz1 IFETV 2244
Gross Farm Income #111,%:8 $148,7085 F225,448%
Government Payments $ 18,125 $ 12,3258 ¥ 15,772
ff-Farm Income F 47,77 ¥ 944,518 F 54,522
Income from all

Sources $178,85% #1577 ,773 ¥2748,728
Farm Expenses excl.,

Interest % 58,735 £ £1,852 F112,173
Familx Living &llow. $ 15,0684 ¥ 15,080 ¥ 15,086
Total Cash Awvail,

for Debt Service F Fa,124 121,721 $1a&%,554
Interest Parment ¥ 13,234 £ 38,817 $ 42,783
Frincipal Pavment F 7,485 £ 21,742 ¥ 44,537
Cash Balance $ 73,374 F 47,142 $ 41,714

Interest Shortfall + g F i E ) 5]
Interest Shortfall 34 (5
Frincipal Shortfall X Sl S
Interest Rate Reduc-

tion Heqgquired B B (51
Total Assets 4453, 246 $50H, 7745 F405,7497
Total Liabilities $118,285 $255,14z2 FS522,325
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THBLE ®1

SUMMasEY OF POTEMTIAL COSTES OF &AM IMTEREST
R&TE SUBSIDY FOR OKLAHOMS PRODUCERS*
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with alil of their inter

i

st parments forgiven or paid by a
subsidy, in addition to direct government parments, farmers

in these categori

s

s are unable fto make progress in reducing
their principal obligations. Ther consequently show no
ability to eventually correct their zituation of excessive
debt. Rather, they are unable to pay expenses other than

interest and their Ffamily liwving needs. This will cause

principal obligations to increase as  aperating funds
advanced are inadvertently wused to par Ffamily liwing

expenses and are not repaid each year.,

(1}

The =subsidy cost for Farms in  the $1 to $15,888 incoms

category was (22,2 million and represents nearly 24 percent
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averag

interest rate subsidy of 18.% percentage points was required

and would average %3,581 per farm. This category contains
?.8 percent of Qklahoma Farms, Auverage per farm direct

government payments for these farms was 5258 in
Table ¥ illustrates that if all of the interest expenses
of farmers  in the $1 to £13,888 TRI category were paid by a

subsidy, these farmers would be able to make some progress

an  reducing their principal obligations. Betore the
subsidy, no principal parments can be made. Operators in
this residual income category are only able to make

principal  payments equaling 9.4 percent of their total

liabilities after an interest rate subsidy pars all interest

3]

parments,

Mo interest shortfalls were found, on the aversage, in any



TRl category above #15,888, Operators in all D59 categories
with a TRI above #15,888 are z2ble to meset 211 of their

principal and interest obligations without any subsidies

with one exception. Farms with x D% ratic above 8.7 in
the $15,888 to $38,888 TRI category are making principal

parments equal to 5.3 af their total debt.

el
i d
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Table XII provides a summary» of the dallar amount of debt
service tboth principal and interest) shortfalls on OK1ahoma

farms. The rcent of total column gives the percent of

L
0

totaxl debt serwvice which could not be paid by the operator.
Table XIII provides a summary of the dollar amounts of debt

which need to be written off to enable QKlahoma farmers to

"
hd

make &all of their debt service parments. The percent of
total column is the percent of ftotal debt on the average
tfarm in that category which would nesed to be written off to
enakle the farm operator to pay principal and interest

obligations.

Conclusicons

This analwxsis illustrates, by the =mall percentage of
operators needing assistance and by the large subsidies
needed by these operators while their neighbors need no
subsidies, coupled with the <size of direct government

parments, that problems of those financially stressed in the

i

agricul tural sectar ao deeper than excessive debt.
Inability of regression and other analysis discussed herein

to identi+y measurable wvariables to gxplain incidence of
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TABLE ¥I1

SUMMAEY OF TOTsL DEET SERVICE SHORTFALLS OM
OKLAHOMA FARME BY Do R&TIO ANMD TRI

I < 8.4 .
ategory Total x5 of Tot
Shrtfl Total shr

] oof Total oot
1 Total Shrtfi Total
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1 -
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financial stress further points identi+y

in

Cau

(1}

& in addition to excessive debt to fully explain

current financial distrecss.

[
[11]
w
b
i

This analrsics also indicates that TRI or euven tots

is & more reliable indicator of Financial wiability than i

[11]

bosA ratio. FPercentage interest rate zubsidies needed by &
particular operator change much more between a TRI or sales

category thanm they do within a2 TRI or zales category as D&

ratio changes. Absolute dollar lewel of a subsidy needed
increases as DA ratio increases, to greater extent because

of actual increases in dollar lewels of debt, rather than

because of am increase in subsidy needed as & percentage of

Debt Guarantee

By increasing uncertainty and instabilitr since the
garly 1¥78°=, macro—economic and agricultural policies have

caontributed to stress felt by operators with high D& ratios
who also have high reparment zbility., It mar be reasonable
ta assume  that public programs should be initiated to help
allewviate some stress which public policies may» hawve
inadvertently caused (Tweeten and Pongtanakorn?., Declines
in asset walues have placed many cperators in DA°& positions
which lenders consider to be highly risky., This has caused
lenders to pressure operators by restricting credit +1cuw,
requiring additiconal collatera]l or mortgages or by requiring

some trpe of asset resftructuring or =ale, These trpes of
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requirements could cause profitability and effici

i

n

declines which could lead to ewventual ligquidation of a

formerly wiable operator. A& debt guarantee would provide

n
g

reliet to these operators by ensuring that they continue to

"W

receive credit needed to operate their farms without forcing
asset restructuring which could impede efficisncy or
decrease profitability.

Tables XIV  and xXW give summaries of the potential volume

af  two guarantee programs which  include +farms  in DA

categories greater than 8.7, sxle

n

. greater than 46,8068 and

all TRI categories. The total wvolume column of Table XIW
and *&  is the expected wolume of & guarantes program which

would guarantee all of the debt of U.S5. and OK1ahoms

volume to 8.7 DfA column is  the expected wvolume of a
guarantee which would only guarantee the debt of the
operators found in the previous column down to the lewvel

cond

D d

where the Ffarmer’s D3 ratioco is  equal to 8.7, The =

approach has  a much  lower potential cost and potentixl

gxposure to the guaranteeing agency. Such & limited
quarantes could induce the lender to fake a more active
rale and interest in =& guaranteed loan through active
attention and financial counseling and not simply  turn a

“problem” ower to the government agency.
In Table XIY and ®V', an “*° indicates the categories of

operators which are proposed to be eligible for the loan

guarantese. The guarantee is proposed to assist operators in
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Total Debt 1,202,748 2,398,774
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high sales and TRI categories who have high Df8 ratios. In
this war shifting of losses from the private to the public
sector by guaranteeing operators lackKing reparment ability
js= les= likel» to occur, If parment of all expenses is

achieved by operators in the ®1 to $15,888 TRI category» and

$106,888 to $247,7F% sales category following & modes

interest rate subsidy these operator

[1}}
=
L
w
"
[a]
o
I
1
o
T
iy

for a2 guarantee. ABlternatively  the guarantes could also
assist these operators i+ repayment ability i1s demonstrated
following asset restructuring through private sale or
purchase by an asset purchasing entitr. The major purpose
ot this program is fto ensure credit Flow fo operators with

high reparment ability who alsoc have high D% ratios.

Total assets and total liabilities in these tables are
the average assete or liabilities of a farm in & particular
category. The T8 percent of total assets line provides
values representing the maximum amount of debt a farm can
carry and have =2 D" ratic of #8.F percent or less.
Subtracting this +igure +from total lizbilities giwves the
amount of Tiabilities which must be guaranteed so  that all

debt in excess of a B.7 D78 ratic iz included in the

12 percent or more to represent new wvolume for & federal

Toan guarantes program.



are not  included in the projected volume of the program

11}

because it is asszumed that lewele of squity on these farm

not needed to reduce

(i1}

h =0 that a guarantess |
lender risk in order to maintain needed credit +1ow.

Mo write-off of debt by the lender is included here as a
R oG &um requirement because an  eguivalent amount of
assistance provided by a lender in  the form of an infsrest

rate subsidy b reater impact on the wizbility of & farm

il

WS &

fa}

and its ability to meet its cash flow obligations in the

short run. A large, federally sponsored, debt write-off is
an =quity transter accruing to & stressed operator and would

provide the greatest benefit to the operator and lender if

te

III
w

liguidation were imminent. Thi could potentially cr

much abuse of the program i¥ a federal program shared in the
costs of principal reductians,

The following example itlustrates the difference in costs

D

and benetits of an interest rate zubsidy and debt write—-of+f.

& £188e,d88 loan and an interest rate of 18 percent |

i

aszsumed., The proposed write—-off is alsc 18 percent.

ekt write—-off of 18 percent by lender
$168,0848 18X = $148,0848

Mew interest expense to borrower
¥ F8,068 x 189 = % ¥,808

to lender = $£16,808 <one time?
it to borrower = %1 ,888 <per wear?

Interest rate subsidy of 2 percent
$108,8080 « 22X = % 2,888
HMew interest expense to borrower
106,888 « 82X = % 3,008
cost to lender = % 2,088 (per wears
berefit to borrower = $2,808 (per rear)



Increaszed benetit to borrower 186
Decreased cost to lendsr SE B
o interest rate write-down by a2 lender has a lower initial

o

lender cost and provides more financial stabilization to the

the most. Intersst

(L1}
A
"
g
W}
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o

borrower currently, when it i:

rate subsidies shouwld also be a2 more attractive option to

in
e
ut
0
i
g
Py
3

lenders =since this ce can be recognized gradually
out of earnings rather than as & debt write-off which must

come  out  of capital A regquirement for the lender to

provide an interest rate write—-down to  accompany & loan

guarantee for a specified number of w¥ears, or for as long as
the guarantes is in effect maxr be preferred fo a2 reguirement

that the lender decrease the principal balance of a loan
given that an interest rate subsidy would not remsin in
effect indetinitely,

The abowve example only compares benefits to the lender

and borrower in the wear in which the adjustment ftakes
place. The size of the write-off zand number of rears an

()
-+

interest rate subsidy i in fect would greatly impact

"

which option would be preferred owver a2 long pericd.

Conclusion

Extensive demand Ffor a debt guarantee program is likelw

o

o
fxn)

and, in OKlahoma, could ipnclude up  to percent of
Ok lahoma farms and cone—third of OK)lahoma farm debt. Ouer 17

percent of U.5. debt heid by 2.8 percent of U.5. farmers

d. & guarantee program would

~t
g
14

could  also bBe guaran

P



potentially cost taxparers little other than administration

t=

m
-+

iw]

= farms are required to project positive cash 1o

under current depressed conditions to be eligiblie. Strict

enfarcement of thi

requirement would make default and

additional costs unlikely. This program could be justified

in that it ma be n

4]

eded to guarantes credit flow to
Oklahoma“s most efficient farmers who may also  have high

tricted credit

-+,
o
]
D
he ]
b
m
~

leverage positions and may
availability due to asset walue declines which are berond
their control.

# debt guarantee program  has seweral advantages to both

the agricultural sector and the general public, given that
same type of assistance will transpire. Guidelines which
require & certain leuel of TRI following aszset

restructuring, interest rate subsidy, or loan restructuring
will help to contain costs of this program  due to borrower
detzault, Guarantees targeted to efficient producers in high
LDse and TRI or sales categories helps to promote and sustain

efficiency in the sector. Yoluntary  andsor regquired

o
Qo
3
L
T
-3
i
+,
~+
1]
-
Py

interest rate subsidies granted by
guarantee could further help to stabilize ocperators,

I+ actual guidelines are written for & guarantee program,
the debt adjustment program, adminicstered by the FmH& in

15

4
[x]

4, needs to  be reviewed to identifr Ffactors and
guidelines which caused minimal utilization of this program.
This consideration, in addition to cost containment need to

be addressed to make a2 debt guarantes 2 wiable portion of an



should one be developed,
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Beset Furchasing Entity

In & ‘"normal" w»ear, only 2 to 4 percent of farm real
gstate assets are transterred indicating how illiguid the
agricultural land market can be (Jxlly and Dorer. Seventy-—

five percent of the assets on the averzage farm in  the W.Z3.
are real estate assets, +further frustrating attempts by
farmers to regain financial stability by restructuring their
balance shests (U.5, Gerneral Accounting O+fFfice, March,
1#23»., In 1784, 13.7 percent of OkKlahoma farm assets are
real estate assets which were held by farmers with a DA

ratic above 8.7 or by farmers with saome debt and a TRI below

$15,8488, These farms hold 47.5 percent of OK1ahoma farm
debt, Fsset restructuring through SOme deqgree of

fiquidation on these Farms is needed or will likely be

needed in the futurse.

cited eariier does

11
1)
7]
W
h
-+
[1]}

The 13.7 percent of real sstat
not include a1l of the 2 to 4 percent of operators who, in &
narmal rear, discontinue farming +for hezxlth, retirement or
cother non=financial reasons. In Tight oof this
pevchalogical, i+ not actual, pressure on real  estate
values, it is not surprising that these values would drop an

average of &8 percent in some states owver the past five

¥EAMS., Harl feels that enough assets will be liquidated so
that public intervention will be necessary’ to prevent

eCconomic dama

1]
]

g to rural communitizs (Froposal Ffor Interim



Land Ownership». The debt guarantee which was discussed

garlier could reduce the Tevel of rezaxl estate asset sales
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that & federal program be initiated to increase liquidity in
the agricultural rezl estate market and to support markset
yaxlues through purchase of real estate assets. Har1
proposes an Agricul tural  Finance Corporaticn (AFCY, which

would function to provide & mechanism  to purchase assets,
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grimarily ltand, which are subject to far

Cankruptcy, being held in inventory by tenders, or are being

held b» farmers unable to service debt. The AFC could be
chartered similar to  the Commodity Credit Corporation.
Such proposed programs would provide &an alternative buver

and could hetp reduce the tendency for Tand walues to
cverreact downward. These alternatives would also help
alleviate downward pressure on  machiner» and other asset
prices since rexl ectate transfers could more effectively
meset restructuring reguirements. In this way a farmer could
retain the “tools’ {machinery and eguipment) he needs to
continue farming by renting or leasing real estate assets.
The total walue of real estate assets held by Oklahoma
farmers which have TRI below 13,808 and soms debt is $2.85
biltion and represents 2.1 percent of OKlahoma farm assets
({Table =UI2, This could represent & lower bBound for the

ated walue of real estzate that an asset purchasing

h
n
—+
3
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i

entity would acquire in Oklahoma. & 28 percent downparment
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FOTEMTIAL YOLUME FOR &M ASSET PURCHRSIMNG
EMTITY IM OKLA&AHOME BY Do ANk TRI

Millions of Dollars?
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tate would be £48%

1]
n

on the $2.83 billion of Qklahoma real
million., The remaining debt service obligaticons, assuming
repavment schedules comparable to current schedulies, would

-

e #1411 million principal and #1%7 million interest Sfor the

first wear. These obligations would continue until the
properties are paid off, sold or repurchased by the original
DT ST Farm= in high TRl categories which may be under

o

pressure to sell assets because of & high DA ratio ar
envisioned to be assisted by a guarantee program and are not

included in this esti er-ty held by lenders and

3
m
+
o
-
-
u}
p
o

individuals wishing to restructure could aliso be eligible
for purchase by an asset purchasing entitx,

U.5. dats indicates that $75.&8 billion of U.53. real
estate could be eligible for the program (Table *=MIIX., This
is the real estate walue of all farms with a DA’°% ratioc abowve
.4 and & sales level between #48,888 and £24%,7%%. @ 26

percent downparment would be $15.7 billion. Frincipal and

[x]

interest payments would be %£.8 billion and $2.8 billion

respectively next wear assuming parment rates in the Julyr,

1%

o oAlE #4735 (USDA, July, 17351,

I+ the program  were ta simply pay & 28 percent
downparment to current ownere who have an equity position in

& property f(possibly after a principal reduction from the

fender because of the decreased risk associated with
gquarantesed payment? and then take ower debt serwvice
ocbligations currently in effect, direct costs of the program

could e spread cwer  several rears, In many» instances, a
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zimple assumption of payment obligations (possibly after a
principal reduction raiszed by the +armer because of 2

n

|I|

gative equity position? in exchange For title to the

property may be appropriate. Hawving flexibility built into

such a program could increase program  effectivensss and

CL

ecrease program costs hase agreements were tailored

e
in
—
c
2
r

-t

a borrower”s needs within some guidelines surrounding
markKet value determination.

Cetermining i properties should be appraised at current
Tues

market u rat a "mormal"  walue, such as was done by

1]
(]

[1(}
p1
I"I
w
3

the Land Bank Commissiconer program in the 1%387°s, i

||’|

issue. The higher appraised, or "pormal", waloe would
provide more relief to operators and +failing lending
institutions but could serve to  transfer private secto

losses to  the public sector, an effect which may not be
desirable. Setting prices at & "normal” market waluese could
potentially raise barriers to entry for young or expanding
commercixl farmers. Depending on  how properties  are

transferred back to the private sector, the program could
also have destabilizing effects when properties are resold
it excessiwve amounts of land are liguidated in & short
pericd. & large real estate inventory held by the federal
government could alsc hawve a psychologically depressing

effect on asset marketsz =since +Farmers and investors will
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Know & Tar government acguired properties will

Be liguidated at & certain time at a price that could set
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the market price Ffor the entire r



locality.

Appropriations necessary to fund an xssistance project of
this magnitude could potentially be raised on bond markets,
I+ a certain life in number of rears ic specified by such a
program, including a time period of orderly liguidation of
properties to private individuals, bonds could be sold with
similar maturities to the program. @A trpe of formula which

relates bond paroff fto real estate market values at

T
N

maturity could help reduce potential costs to taxparers and

spread some risk of the program to the bond purchaser., I+
real estate walues increased the bond holder would share in
that increase; I+ real estate walues Fall, the bond holder

would share in a certain percentage of that loss thersby
reducing the potential costs of the program to taxparers.

A benefit which could be an  aside ta  the objectives

contained here is that land acquired by an asset purchasing
entity could be idled to a conservation use ie. planted to
a cover crop  such &= native grasses, and removed from

producticon. This could be part of & supply management and

resource  conservation effort to reduce massiwve LS, grain

Wi
-+

acks and protect Ffertilitr.

Conclusions

Lins et al. feel an asset purchasing entity is no longer

needed because of a contention that land waluss have

ztabilized (Programs to &lter Lender FRisksl, Given the
large declinme in land walues throughout much of the corn
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belt and wheat producing states from February of 1985 and

February of 17848, it iz not clear that & decline will not be
experienced again in  17848-1%87. Mearly» =all literature
addressing farm Financial stress has indicated that a vers
high degree of asset and liabkility restructuring is still

pending =s=ince wery» little of the necessary restructuring has

cccurred. FReal estate zassets still need to be =old into &

market for cash, where current market conditions and
uncertainty do not make that cash readily savailable. A
general lack of farmer confidence in the Ffuture of

agriculture and in the ability of farm programs to allewiate
financial stress would als=c make & turnaround in the real

estate walue slide unlikely».

Without further declines et uvalues, the final costs

Jou
0
N
11}

of this program could be n In other words, if

D
w
o
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current market prices are paid | properties and if rent is
collected +rom these properties until they are rescld,

vpward appreciation in land walues in the future could repay

m

all costs of the program. Given potential assistance Teuels

w

—

and lewvels of government program  parments o agricol tural
producers, collection of & profit by  the public sector on
one segment of this program is not unreascnable. A osharing

af risk in real estate value changes with bond holders could
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K to the purchasing agency and decrease

costs of  the program  giwen negative real  estate walue

I¥ the agriculturzl economy does not rebound in the near
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future thiz program will  have the greatest impact on
alleviating financial stress in the long run, ie. reducing

lose of net worth, than will any other program. I+ economic
conditions do not improve, other program  segments are not

likely to provide long term relief to financially siressed

operators and rural  communities. I+ depressed sconomic
conditions continue, support of asset walues ower an
extended period could greatly ease the transition of

unviable operators to non—ftarm emplorment and protect the

Wwiakility of rural communities as a whale,

3 -

Coordinated Financial Assistance

In order, as a first priority, to minimize public outlars

and risk to a government as

istance program, and to maximize

the possible benetit of Ffunds committed to Financial
assistance, & combination of assistance options should be

implemented to best achiewe abjectives of each sector
involued, ie. reasonable stabitization of the financial
condition of largest number of operators at lowest taxparer

o2t and with minimum interfersnce of lTong run fundamentals.

I
3
Py
H
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ance package would thereby seem to be  the most

J
T}

ical program to init biate This approach would be

consistent with the triage approach suggested by Faariberg

A
1

in which farm operator

1]

should be divided into catego

dependant on their chances of survival CFxartberg, 17883,
The three categories he related were: C1) those mortallsr

wounded and  unable to zurvive (TRI less than or =2qual to



@), (2) those who with help could surwvive (TRI  $1-
*#15,888, and ¢33 those who could at least for oz time
surviuve without help (TRI greater than $#15,888. Ewven with

zuch tailor made assistance available, note  that the farms

fficient would

]
11}
11}
i

in categories which as & whole are 1

receive the most assistance. Table X¥VIII summarizes by D&
ratio, zales and TRI category, how eligibility for
particular parts of  an assistance package could be
determined.

I+ & +Farmer is current with his debt obligaticons, Cin

particular a majority of Ffarmers with TRI agreater than

15,888 or with sales above $2568,888 who have a 078 ratio

greater than 8.7 and iz not in not need of an interest rate
subsidy, receipt of a debt guarantes would preclude nesd of

an  asset purchasing entityr. This woultd  ensure that

e

operators in high D/, sales, and TRI categories, (those in
greater than $15,6888 TRI (0OK> and $256,888 sales (U532 who
are  the most efficient operators, will not have credit

necessary to operate their farms restricted because of asset

walue declines which are berond their control, It is
possible  that operators in these cCcategories ma» hawve
difticulty in meeting interest parments and could bensfit

from = limited intersst rate zsubsidy (24 - 440 alzo.
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TEBLE XUIII
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tate walues remain stable. This

o
D

debt guarantees if real 2

ns

apticon will help to clear problem accounts from records of

+
uwr
i
+

lending institutions and allow them tTo pass on benefi

[
Il'l

n

lowered losses  to other borrowers throuwgh lowered interest
rates, thereby increasing owerall stability to  the entire

sector, I+ an interest =subsidy was provided to  the

written off to allow  these operators to make progress on
principal reduction.

Table xXIX giwves the potential cost or wvolume of each
program  in o each of the wariocus DA% and sales  or TRI

categories without specific targeting.

potential program cost or wolume in
category for which a particular type of assistance is
proposed, if assistance were provided in a package approach.

Table Xx alsc gives the number and percentage af farms in

each category which would receive a particular combination

ofF assistance in Oklahoma.
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Ffective., In this way it iz more

3
joul
-+
[ ¢
-
1
+
0]
[t
o
I
o
)]
111
10
Y1)
<+

of

fad

Tikely that the beneti

U
=

s to the sector per doll

o
103
m
u’l
.—0—
'[

ce provided would be maximized,

Given that =a large degree of diversity exists among

u.l

agricultural producers today, a financial assistance progr

should be designed to take this diversity into account. The

"
2

degree of Financixl assistance needed by operators

different sales and TRI categories varies greatly. In order
to provids assistance where it i< needed and have

responsible spending of assistance dollars, specific trpes

of  assistance need to be targeted to producers with
specitic financial characteristics. In this way the program

will promote the diversity which is assumed to be desired in

agriculture and can promote efficiency in the sector &as a
whaole.
Table XWIII gives a summary of what trpe of xssistance is

proposed for each category of sales or TRI and D8 ratio.

HMumber of operators assisted and potential costs and wolume

of 2 proposed program segment is given by Table =H.
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To indicate possible differences in managerial ability
and efficiency of Ffarms in the different NCFI and DA%
categoriez, ratiocs of ftotal cash Ffarm expensessgross farm
income (TFESGFIY  and Met Cash Farm IncomesGross Farm Income

INMCFIASGFI Y were calculated for all farms in the OK1ahoma



]
el

Table ®€I shows that on the average, +or OKlahoma farm

the higher the DA ratic and ®CFI category, the fewer

dallar af GFI received. Thi

w
m
or

expenses incurred Ffor e
indicates that on the average, the higher the MNCFI category
and D/% ratioc, the fewer dollars of TFE used to generate a
dollar of GFI. Closer analrsis shows that TFESGFI does not
incresase within every MCOFI category 2= D78 increases,
thereby not allowing & simple generalization to be made
cancerning efficiency and DA% ratio, For those farms with

MCFI le=s=s than zero the ratico doess decline markedly as DA7A

increases, indicating *that on farmse with seriocus cash
shortfalls, those with more debt are refatively more

efficient.

The TFESGFI doss however, decline consistently for all

Dy categorises as MCOFI increases. Thise indicates that
those farms receiving higher HMCFI, in ewvery lewverage
category, are more efficient, incurring less expenses far

gach dollar of GFI  than those receiving fower MCFI. These

in Table XHXII
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in 1¥282 and 1%#24, the average of thisz ratio for all O.5.

MCFIAGF] does increase in 2ach DA ratio category as PCFI
category is increased. This =again shows that farms

~eceiving higher MCFI convert more of their sales and income

-

dallars into profits, indicating either greater sfficiency,

managerial ability or both. A consistent ftrend does not
exist as DA ratioc increases however. Az DA ratio
increases, MCFISGF] increases or decreases depending on the

zeems Lo indicate that Ffarme do not

-
or
i
i
=
i
R
]
"

significantly ditfer in efficiency depending on D78 ratio.
Signiticant differences in efficiency do however becoms

apparent between +tarms in different RCF] categories.

Interpretation and Eecommendations

Harl comments that throughout history, as agriculture has

developed, it has been able to allow transfer of capital

hd
-+

and labor to other sectors because of increased ficiency
“The People and the Instituticons?. He contends that the

Targe number of current farm failures is not a2 coantinuation

of  this trend toward greater efficiency. I+ emotional
appeals and pro—family +arm sentiment are put  xside,

Ok1ahoma data support  this contention.
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Mearty all farmers facing questicnable viability because of

Fighly negative cash Flows are not  stabilized if they

received ail of ftheir borrowed capiftal at zero percent
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interest. This section leads one to the conclusion that the

underlying problem causing questionable wiability iz lack of

%

penses or lack of

&

managerial effectivensss in controlling e
ability to effectively discriminate between profitable and

unprofitable enterprise The current transition would then

definitely be = continuaticon of the Jlong term process of

transferring human rescources and capital out of agricul ture
with resultant increased sector efticiency. This also helps

to explain lack of compassion among farmers for those who

Previous analwsis illustrate=zs that +arms in the lowest

the most to enhance their wiability. These are the farms

which need interest subsidies, debt write-downs or asset

purchase in order to surwviwve. Criteria related befors
indicate that government xssistance s in  the public

intersest it efficiencs iz enhanced or maintained. It

therefore seemingly would not be in the public interesst iy

]
provide assistance to  thesese least efficient of Oklahoma
farme which need assistance the most to remain in operation.

Since the highly leveraged farms D% = 8,40 in the
highest NCFI categories are the most e%ffcient in using the

ieast amount of resources to produce  (lowest GFESGFI», =

federal program securing the debt of highly lewveraged farms
in high MCFI categories to guaranteese flow of credit to these

operations would meet the pubkl ic objectives of promoting

efficiency in the agricultural industry. The Ffarms with

i
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greater than 13,888 MNCFI  account for 14.1 percent of

Ok 1 ahoma farms, 17.& percent of Oklahoma assets, and S2.2

bt.
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percent of OKlahoma operatco
OUrie issue in this analrsise which has »et to be addressed

eyidence of

an
—t
e

ssed hers i

and which will not be addr

m

negative cash flows and poor management ability & long run

reduced

characteristic of +farms Facing stress  or ha

n
-+
2
1]
m
m
[x]
=

management effectivensess been caused by emotional

=7 H

trauma which has resulted from Financial =tre:

]
A1)
1]

financizl stress caused incrediblie costs in human terms

which have led to mental fatigus and mental breakdowns which
have in  turn caused deterioration of management ability and

ultimately loss of financial wiabilits?

Categorization of OKiahoma Farms by

Socio-Economic YWariable:

In the couree of this research project, much time and
effort was dewoted towards attempting to identifyr a set of
wariablee which would characterize farms facing limited

Teuels ot finmancial wiability, Linear regression,

0w

discriminant anal»sis, and logit procedures werse pursued to

develop a set of socio—-economic wariables which would
characterize stressed OKlshoma farms. A summary of these

results is given in Appendix A.

Im the ewvent that no conclusicon iz a conclusion, this
effort was successful, The range of characteristics of



significant set of wariables characterizing these farms was

not found.
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viability of OKlahoma farms was DAA
tbines and Morehart, Fisk et al., and Joseph and Reinsel?
trying to identifry certain characteristics of a farm

operation contributing fto some measure of financial stress

ar wiability have either ignored DA ratic or  aiso
attributed financial stress ar wigor to ather
characteristice. This degree of heterogeneity among farm
operations with 1Timited wiability, indicates the success of
# business is highly dependant on some combination of

entrepreneurial, management and decision making abilities of
an individual operator which are highly difficult to
identify or quantify., aAttempting to identify why» one farmer

iz successful and another is not is comparable to =xplaining

wh» Lee Taccoca is Chief Executive OFficer of Chrwvsler and
why someone who attended the same ograde school  and high

school  classes with him may be working on Chreysler’s
assembly line,.

Failure of research efforts to  identifw D'ey ratio as
significant in indicating degree of financial wiability does
indicate a heawy reliance on this ratioco by wvolumes of
literature to explain financial wiability is questionakle,

Care should be taken that DA ratio be used in conjunction

1]
m

with cocther wariables to give a more accurate assessment of

aperators which are facing financial hardship.
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return on equity,

tinancial stress (February,

it to indicate Financial

likely the

viability of

of the Federal

s cross—classificxtiaon s=srstem

most comprehensive method of predicting

a farming operation. &

which uses return on assets,
equity and DA ratio fTo measurse

Although its authors

stress, this classification is

long run

drawback of this method

i that it can be wery complicated and wusing it  fto
administer a federal program could be guite time consuming.
The USDA has begun to base the degree of financial
streszs on  both cash Flow and D% ratioc (USDA, Juixr, 17850,
Co/'7 ratico is used to indicate overall finmancial soundness
and cash +flow measures the Farms ability to meet cash

obligatiaons.
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SUMMsRY AtD COMCLUSTONS

The 1%3% Farm Costs  and Returns Surwey (FCRS) data were
used in estimating costs and benefits of programs  for U.5.
producers, The OKlahoma farm finance surwvey, done by the

OK1ahoma Department of &griculture in cooperation with the

e
-+
L d

Department of aAgricultural Economics &t OKlahoma St
University in January of 1784, was  the source  of data used

to complete Financial analrsis of Oklahoma farm operators.

In EY recent article, Faarlberg compared the
claszsification which is needed for U.5. +farmers to "trjage”
used in World War I. The three groups he related were: (12

the mortally wounded and which will di

4

anywar, L2 those,

v thoze who could at

who  with  help cowuld surwiwe, and (3

]

T

azst for a time survive without help (Movember, 1¥883. In

thi

analysiz, farmers with TREI below $8 are considered to

be mortally wounded. Those who with help could surviwve have
a TRI betwesn %1 and #$15,0688, Those with & TRI above

$15,888 could surviwve for the time being without help.

Farmers in each of these three categories have different
financial assistance needs and given budget restrictions for
an  assis=tance program, the benefit to the sector can be

104
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agricul tural sector if there is no financial assistance from

-

"CES.

government sou

2. Suggest government debt zssistance program alternatives

for agricultural  producers. Identify impacts of assistanct

programs on projected OKlahoma losses and identity costs and

2. Project impacts of proposed government program

alternatives nationally. Identif» costes and benefits of a

i

national program.
g, Identify characteristics of Ffarms which contribute

certain financial
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Obiective One

i

I+ Okiahoma farm coperators were diwvided up into the three

triage categorises suggested by Faarlberg, 2.7 percent of

QK1 ahoma farmers who hold 12,4 percent of Oklahoma farm debt

are mortally wounded and will not be able to surwviwe. Th

g
Wi
T

farms would primarily make wuse of anm &

i

set purchasing
program. &nother #.2 percent of  OKlahoma farms, who with
help could  surwvive hold 7.2 percent of Oklazhoma farm debt
and would use the bulk of & financial assistance package.
Arother 42,1  percent of OKlahoma farms  hold 7% percent of
2Okl ahoms farm debt and will surwiwe without help, at least

for the time being. Debt guarantess would be the major trpe

of assistance used by these farms=. The remaining 945 percent

of OK1ahoma  farms hold no debt. The profitabilifts problems
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of these aperators with low TRI need to be solwed through

education and improwved Farming practices, not financial

istance. Further detail of debt and asset distributions

atf Oklahoma  Farm Table 111 shows

T

rs

in
113
TN
<
[
a
—
il
r
T
—
i

that with no Financial assistance, $331 million or &.1
percent of OKlahoma debt i< uncollectible iF a1l operators
with & TRI below #$15,888 and a D% greater thanm 8.9 were
forced to liguidate. & summary  of potential costs of an
intersst rate subsidy program Ffor OKlahoma producers is

given in Table XI. Table XIII shows that debt write-offs

188 percent on farms with less than $8 TRI fto 1& percent on

farms with a2 $15,686
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Oboiective Two

The 2.7 percent of Oklzhoma cperators which are found in
the TRI category less than $8 using Paarlberg’s description,
are considered to be mortally wounded and, after a 188
percent interest rate subsidy or debt write-off, are unabkie
to pay a1l operating expenses., Mo purpose would be serwved

in committing vederal funds

1

o stabilize these operators

when thew cannot fully pay production costs.  Furchase of

controlled by these Farms by =

L o
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(4.4 percent of OkKlahoma farm
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assets wvalued =&t $1,177.4 milliony could serve fto profect

azsset values of other operators, clear delinquent accounts
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from agricul tural banks and protect the wiability of rurad

communities.

It is proposed that the 7.2 percent of OKlahoma farm
sperators, who with help could survive, in the =8 to $15,888

-—f

TRI category would be eligible for & full  assistance
package, Ideally, +Flexibility should be builft into the
program to allow a2 plan, each of which may hawve a unigue
combination of interest rate subsidies, debt guarantees and
asset purchases, to be dewveloped for each farm coperation
seeking assistance from this category. Lender and borrower

concessions (such  as principal  reductions b the lender or

borrowsr? which are not necessarily & part of & federal
program could also be negotiated to help ensure success of &

]
—
Al

recrganization plan. An interest rate subsidy for  this

xter

o

ory could reach #£20.% million, a debt quarantee 735

ILI

million and an asset purchass $217.7 million.

fdditional assistance is only proposed in the form of &
debt guarantes Ffor 7.7 percent of  Oklahoma farm operators
with greater than #135,888 TRI and & D9 ratioc greater than

ch

=
i

7. The vwolume of 2 guarantee in this category could re

ECZ28&4.5 million. WMo assistance i

proposed  for operators

with a TRI abowve #15,888 and 2 D98 ratic below 7. In
practice, some exception could ke made to this criteria
depending on  certain circumstances of a particular farm or
farm tamily., In limited cases, an interest rate subsidy

could ke giwven to farms with TREDI  abowe, bot close fo
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The primary purpose  for providing guarant
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group of  operators with & TRI above #1535, &n

i
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e efficient and protitabl
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operating. Festriction of credit +flow to thes

10

aperators because of a DR ratio which has been moved into 2
risky category due to asset wvalue declines could force these
operators which have been shown to be among  OKlahoma’ s most

efficient to sell zassets or make other decisions which could

b

reduce protitabilitr or efficiency and eventuyally cause

)
m

total liquidation. Guarantees of Farms in this category

would take some pressure  off of asset markets by possibly

n

reducing or eliminating restructuring needs of many

&n o additional consideration indicated by FaPRI analvysi

i1}

that increases in income do not significantly increas

m

~+
i

viabkility, but decreases in income cause  wiability

decline sig that maintenance

=
-+
]
ul
a
+
—
o
v
£
[}
=
o
1
=
[T
110
T
It
-+
.

of income  at 1784 levels is needed to prevent further
detericration of wiability and  to prevent failurse of 2
financial assistance program such as the one outlined here.,

A summary of costs and volume estimates of these programs

and the number of OkKlahoma operators assisted by each is

Given in Table Xx.

Alternative Consideraticns. Interest subsidies result

in huge wealth transters for a2 =mall number of ocpesrators and
raise many» guestions concerning equity issues among farmers

and betwesen farmers  and other  small businessmen. Such
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Bogricul ture, which i currently owvercapitalized and
plagued by owerproduction, is being held in this condition

partly becau

(1]

e of huge tarm program sx<penditures. Continuesd
infusion of funds into =agricalture by Federal programs may
aonly continue to distort  the risk  and return structure of

agricul ture., Giwven that huge sums of capita
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directed cut of other sectors which mar be more productive

CEisctive Three

ecadse of the form of the availability of Financial data

dealing with
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.3, aperators  is not entirely comparable to Oklahoma data.
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.=, farmes  in sales categories abowe $258,888. Oniy farms

with less than $186,888 sales and which were alszo insolwvent

il

could ot par all expenses other than intereszt. mfter an

T

interest parment subsidy of 88 percent or greater, onlr
minimal principal reducticon is  achiewed on tarms with lTess
than #188,888 in sales. Farms with =sales between 188,088
and ¥24%,7%% are alsoc only able to make minimal progress on
principal reduction after an interest rate subsidyr of up to
4.2 percentage points. Difficulty in paring full principal

above $258,880 but
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progress Ccan be made by these operators in debt reduction.



Table I¥ gives a detailed breakdown of the average
dollars of debt and percentage of ftotal debt  which needs to
be written off in each sales category so the farm is able to

This objective was pursued by combining results of

several parts of this analwxsis and by applring several

anal»tical procedures including discriminant analwsis,

stepwise linear regression and logit procedures. These

L
L1}
m
o+
0
-+,

procedures were  used to attempt Cto identifw

variables which characteriz financially» stressed farms.

hd

Mome of these procedures produced results which developed,
te  any satisfactory degree, & =set of wvariables which
adequately explained the incidence of limited financial

wiability. It i= therefore concluded that an adeguate set
of discriminating wariables can not  be dewveloped to

characterize farms with 1imited Financial wiabilityx., Modern

w
(]

.=, production agriculture, and the Ffarms with lTimited

financial wiakility iy oparticular, are simply  too
heterogenecus to easily categorize. WYariables which are not

easily quantified such

i
m

personal initiative, decision

making ability, managerial or ftime management skKill:

m
w
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23
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ized to more fully sxplain the incidence of 1imited

J1

Financial wiability,

bdbii 1

T
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suel  of debt is= important, many farms  with

gxtremely high D% raticos have positive cash flows. FCRE
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da for 1724 indicates  that 25 percent of technicalls

o
+
[st]

insolwent operators have positive cash flows, Wide
differences exist in profitability between all  farms and
among farms  in similar type or sales categories. Oklahomsa
survey data indicates many farms which have RCFI greater
than %38,888 could support DY@ ratics up to 1.4 and  farms
with MCFI less than $15,8688 are unable to support DA ratios

above @.4, Thie evidence illustrates that the simple use

!11

of D" is an inadeguate  in identifxing limited Financial

o

wiability and financial stress in agriculture. In OKlahoma,

y
u‘|
0]
.—r

nce lewel reguired fo stabkilize & operator wvaried

much mare depending on TRI than D% ratic. D78 ratioc needs

to b used inconjunction with other Ffinancial measures to

4]

indicate financial stres

Ut
w

Summsary

NMearly all Financial assistance options expliored here

addre=ss % short term izsus, that of minimizing the number

of  farmers which must leave Farming in the near future
because of Financial stress. Enutzon  and KElinsfeltesr

illtustrate that programs  such as interest rate subsidies,

ition only treat

a0

Toan guarantees, write—cffe and asset acgui

symptoms of current problems. Duncan comments that:

e.oagriculture’s Ffuture will likelw be characterized
B less inflation...and a Ffuller integration of the
industry into the international market place...
Because of these factors, the fate of zgriculture will
b= prwdlzated les=s on what is= dome to resoiue
finmancial =tress and the constant tinkering of
:Dmdeltf program  Jdetails than on how policy makers



o deal with the broad range of macro—-economic

He alsoc comments that the changes in FmHS program directives
which caused the market share of FmH&a to increase from 5.4
percent of  total agricultural lending in 1997 to 12 percent

in 1782 would appear fto ha contributed fto the

o
i

[T}
=
m
o
' ol
!

Tewel of adjustment needed todar. This increase in Federal
lending which contributed to  the owerleveraging of the
agricul tural sector raises guestions concerning the wvalue of
expanding Federal credit programs at this time. Duncan, &
member of the Farm Credit Administration Board, fails to
make any comment concerning  the emphasis which the FCE
placed on market share through their emploree promotion
grstem which stressed ogrowth in account wvolume and its
impact on the growth in the farm sector s use of credit.

This report has centered on  exploration of costs and

benetits of short term assistance to Ffinancially stressed
farm operators. It is recognized that these proposals will

not resclve underlring fundamentals which have contributed

to fimancial  stress by contributing to huge overproduction

[l
o
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-
M
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=
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i
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in production  agriculture. Rather,

T

these proposals may only serve to complicate these problems.

o

To resoclwve these long range concerns, policy makers need to

-

come fto terms with these problems and make the difficult

L

o
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¥

correct them and allow & wvwiabls

o
l
"
h
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isiaons

agricultural production sector to emerge in the future,



The twpes of assistance programs detailed here will

profect the wviability of farmers which can currently pay all
of their expenses including infterest and make some progress
on debt reduction, I+ the agricultural BCOnomy Hemains

fw 'F

depressed or deteriorates +further, spillover benefit

package xssistance described here will help maintain the

viability ot efficient and profitable operators not
currently needing assistance. I+ +the current depressed
agricul tural economy  and associated low commodity prices
continue for more than & few  rears, proposed programs are

ot likely to provide a long-run solution to 1imited
financial wiability. Continuation of low commodity prices

h

-+
L

will cause financial assistance programs to simply delay
dar of reckoning for many producers,

d” me thods

i

Current “modes of thought’ concerning “stand
of farming may need to be  changed among producers to cope

with world sconomic situation different from  that which was

experienced during the [%F87<, Those facing financial
ztress now need, or needed in the past, education concerning
mexsUrement of producticon efficiency and especially
education concerning financial analrsis b indiwvidual

enterprise in  an operation. This trpe of analysis needs to
be used immediately by stressed operators to determine which
enterprises are efficient and profitable and which need to
be improved or eliminated. According to Richard Krumme,

editor of Successful Farming Magazine, foo many opsrators

facing Finanscial dif+iculity have no nolan to  chan or

[T
1
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improuve the profitabilits of their operation. Why should
these operators be given federal funds to continue  to farm

unprofitabl»?

The change in economic climate from the 19787z fto the
1#88“=s has contributed to financial stress  and subsequent

lack of wiability in the agricultural economy by catching
many operators in 2 wulnerable Financial risk situation.

Ewen though this change caught many unaware, farmers mar not

Tu)

have Fully comprehended the ramifications of debt financing

on their financial wiability in wears of low profitabilits

at the time thew assumed high levels of debt., Ther alsoc mar
not fully rezxlize the impact of direct government parments

on their incomes and how & change in the farm  program may

2

impact thei debt repayment ability., ®&11 of these factors

indicate a need to improve education of farmers o increase

awareness of Financial risk considerations connected with
debt financing. Mamy hawve no realization of the trpe of

risk position  the loans  they request and receive place the

]
(]
=
B

zets in which they have invested their entire life’s

0o
"W

Education to improve this percepticon is neeseded.
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LIMEAR REGEESSIOM &k&aLYSIS

Introduction

The purpose of estimating &2 multiple linear regression

gquation on sewe

-

~al wariables in the OQOKlahoma farm surwve:s

is to identify certain factors which relate significantly to

certain measures of ftarm  financial heal th. Through this
analrsizs it is hoped that characteristics can be identified

which significantly explain wariation in important depend

T
by
—~+

n

variables on which Farms are commonly classitied

.._.'
-
hJ

stepwise linear regression program in 585 was used to
perform this analysis.
Fegression of Met Farm Income

Farameters included in the multiple linear regression on
net farm  income (MFIY  which wers significant, were highly
significant. Met Sfarm  income  is defined as gross farm
income minus total cash expenses  including debt serwvice.
Four out of iy parameters were significant to bewrond the

-
=
2
-,

o

41 Teuel.,
In the aopinion of the researcher, the Eguation <12
provides the bBest explanation of wariability in net farm

income TT-walues
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MFI = &3s88.148 + J2321M + (387TD + 1.;-;P1T - J1ZEMel -
P=Z. 120 L1838 cd.dly C1Z2.4F L=2,57F)
2.322RTA + 18,7487.5322D59A 013

DR R L. FE F-zgquare 474

Met worth (MW Total assets — total debt in %.

Direct government parments  (FPMTY Sum of direct
government parments reported b each farm
cperator in $. '

Mineral and investment income (M&IY; Income received
from roralties, investments and sanings
accounts in ¥.

Femted =acres (RTA; Total  number of acres reported

r
rented.

Total Debt ¢TD): Totzal debt of

Maximum serviceable DS ratio D
debt lewvelstotal assets.

Met farm Income (MFI)>; Gross income minus total sxpenses
in %.

cperation in %.
Maximum serviceable

Het worth, debt lewel, and direct government parments
were significantly positively related to net farm income. &
ratic of mazimum fewvel of serwiceable debt Ffor =2 certain

farm, diwvided by total azzets of the Ffarm was also

significantly positively related to WNFI (this parameter is

explained later?., Income from minerals and investments was
significantly negatively related to MNFI. This trpe of

income could likely be treated as an endowment paid monthlys

or ¥early to the operator regardless of how  hard he works,

Since this rovalty moner is available the farmer mar work
fewer hours, farm his land less intensively or be less

concerned about controlling expenses since farm income is

not requ ired too =su ppor t the .:xp-::rat::'r- ‘= Famil o
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Finding number of acres of rented ground to  be
significantly negatively related to MMFI was surprising.

Farmers are &ither paring rents which are so high that

renting is wunprofitable or farmers with low net incomes are
renting ground to improwe their cash  Flows, Farmers who

rent large number of acres mayr hawve operations which

cutstrip their management ability and are thersby

Fositive relation of net worth and total debt indicate in
total that the higher the lewel of assets controlled the
higher the MFI level, Thie also shows that there i= =

positive return to borrowed funde on some farms. Indicating

increasing debt levels are not necessarily associated with
Tow or negative cash flows. The returns to borrowed funds

ie higher than the return to net worth, Thus when awver

0
1o

m

(W%

acorss farms debt is either applied to more profitable uses

or in general is wused more  intensively than is owner
equity.

Direct government pavments are significantly related to

1]
i
w
Y}
T
—
ot
-
]
[y
el

HMFI because inm & simplistic senss, they incr
F ;

any corresponding incresse in costs, It i=s also interesting

to note the coef+i

]

ient on the PMT term. Mearly £2 of

government payments ars nesded to raise MFI b £1.

T
g
D

The maximum serviceabl

1

of debt Ffor = given

farm diwided b» total

w
[1]]
[11}
1 (3
-+
1]

was included as 2 proxy to

account  for wvariation dus t

apparent differences  in

erial ability of different operators. Mail-in suruver



are not ables to measure management  ability directly»  and of

w
—

several  ratiocs  proposed to  account for such manager |

+
.

differences, this ratic proved to be  the most significan
Residual +farm income before debt serwvice was diwvided by 18

maximum Jlewsl of debt which could be serwviced

R
it

fa}
“
m
+
-
]

from farm sources (.13 interest rate plus 85 reparment rate

™

on principal?. This maximum debt lewsl diwvided by total

ts

e
1]
m
1]

ives the maximum LA ratic the farm could support.

u
[}

e and lewel of zerwviceable

T
T

This ratic relates incoms

debt to  the walue of assets on the farm producing that

-+
0w
]
Wi
h
-
Wi

income. Werw high ratiocs indicate tha are wery
productive. Thus, farms with & high maximum serwiceable DA

ratio can support more debt. In &2 like regression  on MFI

but excluded net worth and

[y
)
—
o
-
I-
-
a
lad

which included act
debt (Equation Y, Table XxIII ¥, D[ was not significantly
related to MFI.

Other attempts &t estimating an eguation were  also

performed. & summary of these attempts i=s giwven in Tabkle
HXIIT. Yariables in equation VI were chosen because
stepwise diszcriminant analssis  indicated that they had
signiticant discriminating characteristics.
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THELE ®XIII
SUMMsRY OF LIMEAR REGRESSION RESULTSE
Equations
Yari - I II ITI Iw L W
Bl e
Rz L4114 LAFES LOELS L3FFS S L4852 L 3F249
ER 28431 .82 -5482,F77 -18152.848 #954.41 44,75 SE1&.77
L FED L=, 88 (=1.,120 PR {.B20 LS

4 L8355 EIFL NEEE L8394 L8314
(8.75)  (18.13) (18,172 (8,472 (.13
D NEES! L8487 L8402 L6452 L8347
(4,34 (4,24 (4,23 (4,883 (3,59
Dal 447%.16  441%.84  S454,55  2F2E.52
(1,83 (1.83 (1,28 (8 .58
DAZ 31Z.948 2158.3; 2345.43  3485.84
(8 .B3) (8.53 (8,770 (8,35
TF1 -1854.54 -974,9%  -2867.85 -4147.5°7
(-B.25)  (-8.24) (-B.58)  (-B.F
TFZ -188%.55  1752.51 2454.34  S883.87
(-8.51) (8.4% (8,710 ¢1.54)
TFZ 12162.78 16F&7.80  F344.18  FIZZ.61 17853, 74
(1.32 (8.24 (8,73 (B .44 (1.4
Wes -8 —3. 821 -8 . 821 -, AES
(-8 (-8, 25) (-B.24)  (-B.27)

f8 I -#.153 -d.1321 -F,1z22 H, 887 -d,152
L=2.F32 L=, 8% =245 CHL.IS T

RTr -2.5375 -Z.9&8 -2.427 -1.2497 -2.382
(=32,722 (=32.122 (=2.1%) (=1.32) P=2.F7

FrHT 2.218 1.757 1.2%9& 2.das 2.1%3 2.137
(12,222 11.28) 11.549) (14,78 013,33 (13,8490

&7 57,45 -37.78 125,51
(-1.88)  (-@.48 (-8 .380 (1.88)

TOA 18458, 42 132EF.14 18F44&.57
(.57 - (4L EFD
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I tcontinuedy

Equaticons

Wari- I Il IT1 I L W

ble®

FRFT 14,54 17&7, &5

01.8s82 tl.a50

Doy -FE34,73

f=1.482

MO~ & 178,34

CHLO220

# MNFI is the dependant variable (MNFI = Gross Farm sales -
gross cash expenses).

Rz2; R-square,.

Bl; Intercept

Mldy  Metworth = Total dssets - Total Debt in %,

Th: Total debt in $.

xiy 8,1 wariable 1 for western Oklzhoma 8 for central and
eastern.

b2y 8,1 wariable for central Oklahoma 8 for western and
eastern.,

TFiy &8,1 wvariable for Farmtrpe of wheat Cif 3 F8X of gross
farm reciepts were received from whezxt) 8 if
ctherwise,

TFZy #@8,1 wariable for Farmtrpe of cattle (if : FHY of gross
farm reciepts were received from cattle? B
if otherwise.

TFZ: 8,1 wariable for Farmtwpe of dairy (if > P8X of gross
farm reciepts were received from daire? 8 if
ctherwise.

1 OFff—Ffarm wages and salaries in F7vear.

3y Mineral and inwestment income in £5vear.
3y Mumber of rented acres.
y FAge of operator.,

Yy Maximum debtsSasset ratioc a cperation could support
with farm income assuming a 13 interest rate and 3K
principal repasment rate.

PRFT: Gross farm sales total cash ocperating expenses,

MD<®s Maximum debtsasset ratio an operation could support
with met income from all sources (farm and off—fzarm?
assuming & 13% intersst rate and 59 principal
repasment rate.
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