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CHAPfER f 

l NT RODUCT I ON 

Thr·oughou t the 1 9/0 .. · -=·' f.::..r·mer·s. and 

pr·omp ted by r.::..pidl}' expanding 

.:..cce I era t i ng and 1 m•.J to n ega t i • . ..o e real i n t e r· est 

rates, borrowed heavily to Invest 1n new c.::..p1t.:..1 equipment, 

net .. •.J pr·oduc t ion technologies and rapidly inflating farmland 

<USDA, March, 198~). Nationally, farm debt rose an average 

of more than 10 percent per year during the 19/0's. L.:..nd 

value-:. Increased even +aster, causing debt/asset 

r· at i o-::. of the agr·• cu l ttJra I s.ec tor· to act u a I i>' dec l i n e , 

supporting the increased Investment and borrowing. 

in the e a.r· I ~,, 1 '7'80 ··· s. h 01 .. • . .1e 1..1 e r· , this scenar1o changed 

r .::..d 1 ca. 1 I /' • International gra1n marKets weaKened, tne value 

the doll .::..r· r·o-::.e eon 1 n ter·n.:.. t i c•na I m.:..r·l<et·:., infl.:..t1on 

declined a.nd re.:o.l 1nteres.t r·.:..te·:. ro-:.e to pre• . .JIC•u:.l::•' tJnhear·d 

Commodity prices and inceomes fel I and •...o.::..l ue-::. of 

.:..gr i cu 1 ttJra l land and machinery plummeted. 

ha.•)e c.:o.u·::.ed net t .... Jor· ths. teo dec I i ne .:..nd for· producers teo have 

difficulty servicing debt loads assumed 1n the 1970's. 

1 
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As IS evidenced by extens1ve popular press coverage and 

more the size of pub! i c out 1 a>''=· for 

agr· 1 cu l tur·.a l pr·c•duc t 1 on~ research and development~ the U.S. 

putlt ic h•:dd-::. the famtl>' fa.r·m -:;.tr·uctur·e as a very dear part 

of i t s n a. t 1 •::tn .a 1 her· i t.::..ge. Many individuals project that 

direct government payments to farmers wt l l equal S35 bi 11 ion 

1n Gc•• . .Jernmen t payments previously peaked at 9.3 

b i 1 1 i c•n i n 1 '7'8:.::. Even 1_, • .1 i th this huge outlay of federal 

tunds~ signs of stress pers1st as land values conttnue to 

decline, record numbers of agricultural banKs fat I and farm 

foreclosures continue 1n recor·d number-:: .• t::ven 

a.gr· i cui tur·al producer·-::. cc•nt i nue to fa.ce f 1 nanc 1 a. I -:;.tro:-:.:., it 

ts uncer·tain hov . .1 taxpayers will support such 

tro:-mendous outlays for agricultural producers. 

Problem Statement 

The basic short run concern faco:-d by many financtal ly 

stressed operators 1n the .agr·iciJltur.al sector· is tha.t thetr· 

debt servtctng requirements o:-xceed thetr current repayment 

c .::..p .::..c i t :>'. E.a·:.::·' credit poi ic1e·:. of the 1970's, +a•:i lt t.::..ted 

by r1s1ng asset valuo:-s and ovo:-rall opttmtsm in agr1culture 

helped to increase debt levels of the entire sector. 

caused by low profitability and/or negativo:- cash flows has 

Thi:. decline h.::..-::. greatly 1ncr·ea-::.ed number·:. of far·m 

high r· 1 :.v l)ecl ining .::..-:.:.et •.,.<.::..·lue·:. h.::<.•.,.<e .al-::.o 

caused tendo:-rs to bo:- unable or "r o 1 I c•• . .J e r·" or· 
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r·ener .. •,r ·1 1 ne-:. c•t credit of f 1 n.:..nc i .:;..i l >' vul ner·.:..bl e oper·.:;..tor·-:. as. 

the~·' did 1n the 9r·e.:..tt::.-· 1ncreas1n9 numbers of 

foreclosures and acquired propert1es. Large Increases in 

the ,., o 1 at i I 1 t >' and 

contr·lt•uted to the 

1 e 0..1 e 1 

le• . ..'el 

of 

ot 

1 n ter·e-:.t 

fin.:;..nci.:;..l 

r·ate~. ha• . .Je .:;.. 1 -:.o 

Adding 

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

income, Indicating 1 C•lA.' farm income may not be the single 

most important factor causing or contributing to f1n.:c.nciai 

:.tr·ess. Dur· i ng the 1980's farmers who are not heavily 

Indebted have had their net incomes fairly well maintained 

by +arm programs while indebted farmers debt serv1c1ng 

requirements have many times absorbed all 

(USDA, March, 1986). 

of t he 1 r· i n c c•m t-

In ter·est expen~.e accountt-d for over 15 percent of total 

cash tarm expenses in 1984 (up trom nearly seven percent 1n 

1960) and reprt-sents a cause of another aspect of loss of 

f 1 nan c 1 .:c. I v i ab i 1 1 t ;•'. Many operators with h1gh levels c•f 

debt who are experiencing nt-gative cash flows may bt-nefi t 

from interest rate reductions. While debt guarantees do not 

necessar1 ly entai I a high taxpayer cost, subs1d1zed interest 

rates must come +rom a lender c•r· the feder·.:o.l tr-e.:o.~.ury, .at 

least temporar-1 ly. A pr-ogram could be developed whereby the 

subsidy will be set aside tor a cer-ta1n number 

after wh1ch 1t would be repaid. 

I .:..r· ge n wrrt•e r -:;. of p r· i m.:o.r- i 1 y f ami 1 y 

owned and oper-ated agricultural pr-oduction un1ts i ·=.. of 

n.:o. t i ona.l concer·n, poll C>' m.:o.ker·s :.r,oul d a:.se·:.:. the cur·r·ent 
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f 1 n.:..nc i .;:..] :.1 tu.:.. t l•::tn .:;..nd -:<.•;;Jr· i cui tur·a 1 proorams to evaluate 

their effectiveness in maintaining preferred farm ownership 

pattern: .. :;..r"j in .:..chie• . .!lng c•b.jecti•ie:. in the public 1nter·e:.t. 

Agriculturalists and pol icy maKers should also realize that 

any Industry which, i l<e agriculture, 1-;. c.:o.pita.l intensive 

ar• d ex p or· t ·:.en-;. i t i •.J e i -;. i mp a.c ted b>' h i gh rea 1 i n t e r· e =· t r· ate-;. 

and exchange rates. Agricultural producers already receive 

huge subsidies not received by other smal 1 businessmen and 

financial cris1s assistance may increase disparity between 

:.ec t C•r· s. Shc•uld further a:.:. i -;.t.:o.nce be tar·ge ted tc• 

agriculture while other industries with similar problems are 

i gnor·ed'? 

Assuming that assisting financially stressed operators is 

cc•n-:.istent V.Jith nat ion a 1 .:..gr i cu 1 tur·a 1 pol ic> ... goa.l-:., 

financi.:..l a-:.-:.1 :.tance pr·ogram need:. to be de•.,1e loped. A 

target group needs to be specified and criteria a farmer 

mu-:.t meet to receive assistance must be outlined. Fin.:..lly, 

a reliable estimate of the costs to taxpayers of the program 

needs to be determined. 

A distinction needs to be made between financial stress 

and fina.ncial v 1-:t.bi 1 it;>', Current proposals and public 

sentiment are more concerned with protecting the viability 

of farmers than with financial stress. ~ i nanc i .:..1 -;.tress is 

defined her·e due to a loss of equity because of 

the m.:..-:.·:.i •,.oe decline 1 n a.-:.set '...'.:t.l ue:. si nee l'i'SO. \) i .;:..b I 1 i t :>' 
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is de+ i ned .:..:. tt-Je .:..b 1 l 1 ty .:•+ a t.:..r·rn oper·a tc•r· tc• cc•n t i nue to 

manage and operate his farm or ranch as. the primary deci:.1on 

m.:.Ye r· • A truly v1able operation wil I not be forced by an 

outside source su.:h as. a 1 ender· to r·e-:.tr·uc tur·e a -:.·:.e t ·:. or· 

change production practices.. Viability could also be called 

-:.u r '-J 1 • • .1 ab i l i t }' • Financial stre:.s impacts viabi I i ty in that 

+ .:r.rrne r· -::. '"'' i t h high D/A rat1os may be torced to restructure 

a -:.-:.e t -::. .:r.n d in doing ·:.o rna.:;r .. neg.:.. t 1 • . .J e 1 ::··· i rnp.:r.c t their· 

productive capacity and efficiency. ·ro minimize the 1rnpact 

crf financial -::. t r· e ·:.-:. on i n d i • . .1 i du a 1 .:•p e r· at or·-::., feder·al 

programs need to be directed at protect1ng current v1abil ity 

while also protecting long run viabi I ity of the ent i r·e 

:. e.: t .:•r· • Care :.hould be taken so that pol i.:ies enacted do 

fur· ther· lengthen or· d i -::.tort the adjustment process. 

cau:.1ng higher costs. or penalties in the future. 

Def in i t ion-:. c•f far·rn financi-:..1 str·e-:.s. differ· greatly 

depending on who is developing the definition. t·lan y + arrne r·:. 

may only be concerned with whether they can cash flow their 

cur·r·en t obligation:. and are only concerned with their· 

t•al .:..nee -:.heet in so far as l t .:an secure the 1 ine of credit 

I .. •.Jh i l e t h i s i -::. a s i rnp I i s. t i c stat erne n t , m.:r.n y the::>' des. ire. 

f .:r.r·rne r· -::. '"' i t h .:r. ·1 i fe-1 ong .:c•mmi tment tc• farming, ~~.Jh•:• do not 

l ool< upon their· farm as an investment are not concerned 

.:r.bou t •:•ppor· tun it i es. ferr·egone bec.:r.u:.e the:;.- did nc•t se I I tt"•e i r· 

t.:r.r·ms. in tt·.e late 1970''s, bec.:r.u:.e the}' ~~-•ould ncrt s.ell their· 

f .:r.r·m for· .:r.n:;.·· pr· ice. Many farmers approaching retirement 

have seen a large percentage ot tt-Je net worth on which they 



planned to retrre, or whrch they planned to pass to the next 

generation, evaporate as asset values declined. lf dec! ine-:. 

values rs defrned to be the maJor determrnant of 

f i n .:..n c 1 a 1 -:. t r e -:. ·:., It 1 -;:. f e 1 t 

maJor segments of agriculture 

dec I i ne-: .. 

t•)' .:r. I l operators srnce all 

aftected by these 

Lenders not only must be concerned with cash 

.:r.l so must the security pos1t1on of a loan to 

satisfy their boards of directors and various regulatory 

This has caused lenders to be unwill rngl because 

of risKy securrty position, to contrnue financrally bacKing 

some operators who nave met threr debt obi rgations. Without 

a I ine of credit, operators are unable to continue farming 

and may be forced out of business. 

occur Simply because of asset value 

This could conceivably 

dec! ine-:. v,•hich 

the f.:..u I t of the c•perator·. A federa 1 pr·o•;tr·am de-:.r gned to 

pr·otect the- security position of a. lender through I o.~n 

guar·.:r.n tee-:. 1n or·der· t c• ma i n t .~ 1 n cr·ed it .:..• .... .:r. i 1 ab i 1 i t >' to 

stressed, but current, C•P e r· .:.. t •:•r· ·:. c ou i d p r· •=• t e c t '..! 1 at• i l i t y. 

Relaxing Federal Depository insurance Corporatron (fDlC) and 

Federal Reserve regulatrons may also help 1 ender·:. e>~er·c i -:.e 

more torbe.:..r·ance on m.::..ny lc•.:..ns t.<.thrch .:..r e cur·r·en t but 

potentially hrghly risKy because ot poor security position. 

Much concern, controversy and contusron ex1sts today over 

the n.:..tur·e, 1 nc l•jence .:..r11j s.e•...'er·l t;.' •:•f t.:..r·m t 1 n.:..nc 1 .;:..I -:.tr·e·:.·: .. 



IS to promote Increased 

under-:.t.::..ndlng of current stress, and characterize the types 

.::. t f .;.. r· me r s t1 . .1 h o a r e :. u f t e r 1 n g f r· om q u e s t 1 c• n .;.. b 1 e v 1 .::., b 1 1 1 t >' C• r 

•.J i a.b i 1 i t y. Extensive discussion and many pages of 

. .1 o•Jrn.:.. i .:..r· t i c i e =· h .::.,v e .:..va i 1 able to 

al'te• . .Jiate financ1al :.tr·e:.:. v .. 11 thc•u t projecting actual 

co-:. t s ot a.:.s i st.ance p r· ogr· a.m-:. or· de ter·m 1 n i n•;;~ 

characteristics of operators receiving benefits. I he 

,j 1 scu-:.s 1 c•n her·e1n .::..ddr· e -:.-:. pr·ogr·a.m .:<.nd 

•:ha.r·ac ter· 1 ze operators who would rece1ve benefits. ln 

examining financial stress, the D/A ratio has been used 

e:>; ten:.I•.Je 1 >' indicate ,,.Jhen .a fa.r·m 1:. exper· 1 enc i ng 

financial stress. Is the D/A rat1o ot an operation really 

that Important or should other factors be given more careful 

fhe specific objectives of the researcher are to: 

1 • Summarize current financial condition-:. c•t fa.r·mer·s 1 n 

OKlahoma and proJect ., o:.·:.e:. a.nd impacts to the Oklahoma 

agr1cul tural sector if there is no financial assistance +rom 

government sources. 

2. Suggest government debt assistance program al ternat1ves 

tor agricultural producers. Identify Impacts ot assistance 

programs on projected Oklahoma tosses and identify costs and 

benefits of each al ternat1ve. 

·';) ._. . F'r·o.J ec t 1mp.acts of p r· op c•:.e d gc•ver·nmen t 

alternatives nationally. Identity costs and benefits ot a 

nat1onat program. 
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4. identity characteristics of +arms which contribute 

significantly to a farm~s presence 1n 

v i at• i 1 i t y cat e gc•r· ~·' • 

a certain financial 



CHAPlt::R ii 

L l TEPA f LIRE RE'·) I El,.J 

Current levels of FJnancJal Stress 

fhe 1985 FAPRI report based on the December, 1984, Farm 

Journal estimated that 1 oan I asses from tar·m 

banKruptcies would be contained at $10 bil I ion (FAPRI ~ Jolly 

and Doye). All farm operators with aD/A ratio greater than 

0.4 were assumed to be exper1enc1ng ftnanc1al stress. Two-

th i r·d~. of the $210 billic•n ($140 billion) of .:..gr·icultural 

is held by farmers defined to be exper1enc1ng 

financ1a.l ·:.tres·: .• 

According to the FAPRI report~ approximately one-half of 

outstanding farm debt cannot be fully serv1ced at current 

inter·est. Annual pr·incipal .:..nd 

1 nter·e~.t si"P:•r·tfa.ll s .:.,r·e e~.t imated to be $2 to ·$10 bi 11 i C•n 

over the next four years depending on farm 1ncome levels and 

Interest r·.:..tes. Liquidation of 10 to 15 percent of farm 

assets would be required to serv1ce the rematning debt at a 

1 iquidatJon rate 3 to 4 t1mes the historical averaoe. FAPR1 

an a 1 ::•' ~-e -:. a., ·:.c• ~-h ovJ t h .at 

stgnifJcantly decrease 

i ncr· ease-:. tn farm income do not 

the extent of financial ~.tr·e~·-=·· 

Reduction 1n 1ncomes~ i ncr·ea.·:.e the 

Incidence and sever1 ty of tinancial stress. 

9 
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~APR1 recommends two major areas which financial policies 

should be directed: 

1 • Buy time, ie. set up debt and asset restructuring 

over at least a five year perrod. 

Encourage Investor activity. Ma i n t a i n farm i n c c•me 

levels to create i ncen t i ue-:. for investors to purchase 

land and lease 1t bacK to existing operators. 

From 1984 1ncome and balance sheet data, the 8oard of 

Gouer·nors of the Feder· a 1 Reserve BanK estimate that 

nationwide, 10 percent of operators are "vulnerable", hold 

10 percent of assets and 23 percent of total agricultural 

debt ( ~ebruary, 1986) • Another seven percent at operators 

classified as stressed hold seven percent of assets and 10 

percent of total agricultural debt. A cross classification 

u-:.1 ng r·e turn on a-:.se ts, return on eq•J it>', amount of equ 1 ty 

and 0/A ratio was used to categorize operators who sold more 

than $40,000 worth of agricultural products annually. 

Farmers classed as vulnerable are 1 iKely to currently be 

exper1enc1ng financial Stressed operators are 

headed for financial trouble unless returns Improve or their 

debt is reduced. Operators classified in "fair" condition 

could be unable to service debt over the longer term 

although default appears fairly unliKely. A farmer in 

"good" position has a favorable combination of returns and 

equ1ty. 

Seventy percent of al 1 operators were classified as being 

in "·~ood" condi t1on .:..na 1 -~· •..} per·cen t in fair· cond1t1on. 
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Nineteen percent of all operators~ which are also class1t1ed 

as be1ng in good or fair condition have D/A ratios greater 

t h .:o_n I.J. 4. rhese 1 'i' per·cen t C•f a.ll oper·.;:.. tor·-:;. he.] d 3::i per·cen t 

.:..gr· 1 cu 1 tur·.:..l debt. (} . .!er·all ~ 6/ percent of alI 

agricultural debt 1s held by operators classified as in good 

or fair position. 

Under their "mo-:. t middle ra.nge 

scenario~ Wharton Econometric ~orecast1ng Associates proJect 

two direct impacts on the economy of doing nothing to ease 

the fln.:..nci.:..l stress which agriculture is now experiencing: 

(1) Higher short term pr1uate interest rates of 75 to 125 

b.:o.sis pcdnt-:. due tc• incr·e.:..-:.ed public per·cept1on ot flnanci.:-.1 

r i -:.1< • Higher interest rate r1sK prem1ums of 40 to 50 

basi-:. points in agriculttJr·.:..l credit markets (Schlnk~ July, 

Longer term effects over the 1985-93 period include 

retarded investment spending leading to lower productivity 

a.n d c•u t p •J t , 

these effects would serve to push up the federal deficit by 

$14 to $22 bil 1 ion by 1993. 

USDA results from the 1984 Farm Costs and Returns Survey 

( FC:PS) indicate 214,000 farmers (12.6 percent of al 1 

tarmers) are facing financial stress because of 

criteria of aD/A ratio of greater than 40 percent and an 

1n.:..bil ity tc• meet cash C•bl ig.:o.tions (USDA~ .J•Jl;>', 1'i'8::i). 

50 percent of these farmers have annual sales above $40,000. 

Forty-flue percent ot agr1cul tural operator debt 

these financially stressed farmers. 
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.JC~lJ;.- et tndtc.:..te that + i nan c 1 .:o.l 

determined dir·ectl;>' exa.mi n 1 ng Jeong r·un 

char·.:..c ter· 1 :.t 1 c:. a +arm bu·:. i nes:.: 

tiqutdib', solvency and risK bearing abt I tty (December, 

1 '7'::3::;) • Gt.Jidel ine·:. or· thumb for these 1nd1cateors 

in their an a 1 y-:. 1 -:. i -:;. 

de+ i ned a-:. income over cash +arm expense:. plus oft-farm 

1 ncc•me I e·:.·:. '-'··'i thdr·.:o.t..o.Ja.l-:. for· f.:o.mi l :-,.• It'...' 1 n•::;~, 

:.er·•.)tce. D/A rat1o and cash flow IS used to 1nd1cate 

financial -:. t r· e -:.s and Indicate ..... ul nerabt l i t;v to bc•th 

tqutdi ty and solvency problems. 

Lines and Morehart, the 1984 FCRS survey 

conclude that 40 percent o+ commercial farm:. and 70 percent 

c•f all farm businesses are in :.ertous financial difficulty 

(.July, 1'7'So:S). Thi·:. does not imp 1 :-,.' t h .:o. t 

fa.t I in the near future however. Supplementation of farm 

earn1ngs by ott-farm income and unpaid family labor and 

delaytng replacement c•f de-pr·ectable asset:. wi I 1 allow some 

of the-:.e farms to surv1ve tor .an i r"je + 1 n 1 t e 

e-:.tim.:o.tes. of f i n.:o.nc i a 1 stress result from excluding 

non-farm tncome and 1nclud1ng an expense tor deprectatton. 

Lines and Morehart, u-:.1ng legit procedures on the FCRS 

survey data, tound that financial health ot commercial farms 

was better than that for all f ar·m-: .. Increased SIZE' and 

higher proportions of rented land tncrea:.ed the probability 

eof hav1ng good financ1al he.:..lth. A l i m i te•j 

di•.,Jer··: 1 ty -:t.n d pr·opr· 1 e tcw·::.h 1 p or· g.:o.n 1 :;: .:o. t ion t.o . .ter· e not 
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significantly related to financial health on commercial 

farms but were positively associated on alI farms. 

A Wisconsin report projected that between 2.5 and 9 

percent of Wisconsin farmers wi 11 I iquidate for financial 

reasons in 1986 (8arrovJs et al. ~ 1986). These l 1quidations 

wi II be concentr·ated among larger~ heaui ly leveraged farmers 

who rely on farming as a sole or primary source of income. 

ln vJisconsin~ ?5 percent C•f far·ms IJ.Jith negative cash flOWS 

had D/A ratios below 0.4~ indicating 1 imited financ1al 

stres-: .. Five percent of farms with negative cash flows had 

D/A ratios greater than 1.0. Eighty percent of th1s latter 

group had gross sales between $20~000 and $200,000. 

Harl estimates that 5 to 7 percent of operators holding 

10 to 15 percent of farm debt are 1 iKely to reach insolvency 

each year for the next three years <Proposal for lnter1m 

Land Ownership). He feels public intervention is necessary 

to prevent serious economic damage to rural communities. 

F i =·~~ e e t a l • ~ perform a multivariate analysis of the 

relationship between currentness of payments and selected 

socioeconomic factors obtained from an Uhio farm finance 

sur·ue)'. Their first conclusion maintains that farmers 

having a relatively high percentage of land ownership to 

total asset ownership 

their· loan pa>'ment: .. 

are most 

Factors 

iKely to be delinquent on 

in their analysis maKe 

interpretation of this conclusion questionable. Their 

the 40 second conclusion points· out that cc•mmon u:.e of 

percent 0/A ratio as thPeshold cr1 ter1a to 1nd1cate whether 
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a farm 1s experiencing financial stress The 

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

·:.ugge·:.ted that 

upwar·d. 

t h i -:;. "r· u 1 e of thumb" needs to adjusted 

Joseph and Reinsel perform analysis on FCRS data sorted 

by both D/A ratio and operating marg1n. tJt ::37:.2,000 far·m 

businesses which lost money in 1984, 525,000 had sufficient 

ott-farm income to put them 

p c•-:. i t i on • to heterogeneity of farm 

businesses that a single measure wil I pr·o1..1e insufficient 1n 

identifying farms facing financial problems. fheir analysis 

-:.h 01.1,,e d t h.:.. t net ope r· at i n g m.:..r· g i n +or + .:..rm ope r· .::.. tor··:. 

was not closely correlated with D/A ratio. 

1 n 1984 

In the second annual Successful F.arming lnde:=<, the 

hi ghe-:.t pr·of it le1..1els were found on farms with between 

$400,000 and $500,000 of sales <Allen, .June, 1986). This 

group al-:.o h~.-=· the highe-:.t a•,.•er·.:..•;te D./A r·atio (.::;.?.::3~-··:) in the 

-:.ur•.Jey. Allen theorizes that "this category maKes debt worK 

for it, not against i t • II F .:c.r·m-:. •.~ . .1 i t h -:;: .. ;:.. I e -:. be I C•I,•..J ·$·1 0 0 , U 0 0 

recei1..1ed the poorest profits. ~1..1ery group of +arms except 

tt-11:•-:.e ~···' i th -:.a I e-:. bel oi.J . .J ·$1 00,000 p.:.. i d feder·~.l 1 ncome t~.::·::es, 

e1..1en before non-farm included. 

c.ap 1 ta I i -:. cited .::..-:. agr· i cuI tur·e ·· -:;:. m~. in problem. 

Federal Program Proposals 

In September· 1 '7'84, FmHA ln-:.tituted t•.·'·'c' nei.J . .J pr·c•gr·~.m-:. tc• 

de.:.. l w1 th +arm t1nancial stress called the ~arm Cred1 t 
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lni t1ative (USDA~ March~ 1Y86). The debt set-aside program 

([lSA) allo:ov . .J-:. qu.:..l if 1 ed FmHA bcor·r·ovJer·-:. to defer· the I es:.s:.er· of 

$200,000 or 25 percent of the1r indebtedness for five years. 

Requests for set-asides numbered 108~710 by September 30, 

but only 14.5 percent of applicants were accepted. 

Approximately 19 percent were rejected because they failed 

to meet the positive cash flow requirement. 

lhe debt adjustment program (DAP) was ins:.tituted tc• 

.:..:.:. i st non-FmHA The i ndi OJ 1 du.:..l f.:;..rmer ·· s 

comme-r·c i .:..l I e-nde-r· 1.1..1a-:. r·e-qu ire-d tco a.gr·e-e-

m i n i mum cot 10 per·ce-nt Cof the inter·e--:;.t or· pr·1ncipal due- Con .:;.. 

loan. The- amount writte-n off must also allow the- borrower 

to proJect a positive- cash flow. Only 728 appl icat1ons tor 

the- programs we-re- rece-ive-d and only 426 we-re- approve-d, 

issu1ng only $61.4 mill ion of the- $650 mill ion allocated for 

the DSA and DAP by September 30~ 1985. 

According to Harl, the centr·al proble-m of agriculture 

inte-rim Land Ownership). if agr i cu 1 tur·.:..l pr·oducer··: . . ;;..r·e to 

be ·:.tabi I i zed he feels;. r·e.:..l i nte-r·e--:.t r·.:..te--:. mus.t be- r·e-·j•.Jce-d 

by 4 to ~ perce-ntage- points. He- states that fede-ral 

intervention should not just include the Farm Cre-dit Syste-m. 

Inte-rve-ntion should be- targeted to stabilize borrowers which 

in -:.tabi I i zat ion cot l ender·s .. Ca.ref•.Jl tar·geting 

a.nd fle->:ibilih' should be built into a program to allow 

marke-t force-s to re-spond efficiently. 



has two maJor components. t·-Je c h e-.n i sm A 

would insulate farm assets from current depressed markets 

marnly by acquir1ng land. Mechanism 8 would provide 

·:.upp I emen t.:<. 1 f i n.:..n•: i ng for· 11 t•U>' i n•;~ dc•vm 11 in tere-:.t r·a te-:. on 

farms which wil 1 eventually be able to repay the subsidy. 

The expected cost of the program during the first four years 

of its operation would be $6.8 bi 11 ion. 

According to Raup the primary cause of the cur·r·en t 

frnancial crisis is overproduction. 

and Klinefelter also point to overproduction as the maJor 

c.:r.use of •:urr·en t fin.ancial drfficul tie-: .. Dir·ect 

confrontation of this problem through pol icy measures is 

recommended to give long term relief to agriculture. 

Knutson and Klinefelter argue that credit subsidies, 

Including interest and principal and e:>q:r.:r.nded 

government credit to producers only treat symptoms of 

current problems. place foreclosure moratorra, 

-:.ubsidies tc• lenders .:..nd pr·ice an•j income -:.uppor·ts inter the 

cat e gor· ::•' c•t treatrng symptoms alser. tlH.t 

treating symptoms wi I I aggravate current prerblems and serve 

ter l en9then the current agrrcul tural adjustment. Use of 

pr·ivate -:.e.:tc•r· initiative-:. Clender fc•r·t•e.:..r·.ance, I iquida.tic•n, 

foreclersure and bankruptcy), reduced tax benefits, balanced 

macroecernomic pert icy, increased regulation erf I ender··:., 

farmer retraining and relercatrern programs and development ot 

secerndary farm credit markets are suggested as means erf 

treatrng root causes erf the problem. 
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Bullock cla1ms the basic cause of the farm financial 

crisis was the expansion of debt far beyond the repayment 

capacity of farm assets. Bullock estimates that if a .~.o 

percent buydown of interest rates was targeted to those 

farms with excess debt that could be converted to positive 

cash flow, 52 percent of financially stressed farms grossing 

greater than $50,000 annually could be helped. This amounts 

to 25 percent of all financial Jy stressed farms and would 

cost approximately $2 bill ion annually. The average subsidy 

would be $21,000 per farm. He also estimates farm prices 

would need to be increased 15 to 560 percent to correct 

financi.:..l problems of al 1 farms with severe financial 

str-e-:.-: .. 

E:oeh 1 ._i e .:..r·gue~. that targeting pub! ic assistance to 

moderate sized farms, temporarily in fin.:..ncial difficulty, 

may be consistent with long term agricultural pol icy goals. 

it normally healthy, but tempc•rar·il>' in trouble, farms are 

con·:.ol i dat:?d 

assistance may need to be 

.:<.•..!al l.:..bl e 

con~. i -:.tent 

plur.:..l i-:.tic 

•::::.ppc•r tun 1 t>'. 

1 ...... i th 

.:..gr i cu 1 tiJr·e, 

sized unit-:., pubi i c 

tar·geted sCt th~.t cr·edit 1s 

eff i c 1 enc;>', p r· e ~.e r· v 1 n •:;) .:.. 

flexibility .;;..nd 

If the farms which are larger than necessary to capture 

eff1c1encie·:. c•t size .:..r·e able to take advantage of 

a-:.-:. 1 ·:.tan •: e there may be no social ad• . .J ant age tc• public 

assistance. Add! tiona! ly, BoehlJe states economic reasoning 
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doe~· n c• t ·:.up p or· t .:<, ~· ·:. i ·:. t .o.. n c e to pr·e·:.er·ve + a.r·m~. l .. •,lh 1 c h .o..r- e 

:.u bmar· g i n a.l e '·.!en under· nor-m.:.. 1 

would pr-omote tnett1cienc1es in use of r-esour-ces. 

Lines and Morehar-t maintain that: 

t 1 gt"rti ~·· ta.r·geted .:<.ssi ~.ta.nce I.A.ti 11: ( 1) c•nl y addr·es-:. 
par-t of the pr-oblem and (2) r-esult in a pr-ol ifer-at1on 
of costly programs that may r-ewar-d poor- and/or- par-t
time managers that may not war-r-ant, need or- desir-e 
a-:.si :.tance. A bro.:<.d spectr·um appr·oa.ch v.Ji 11 ( 1) ha~.·e 

high unaccept.:<.ble pub! ic co~.t (:2) en•:c•ur·.:<.ge c••.Jer· 
1 nve:.tmen t 1 n agr· i cu 1 tur·e .:<.nd ( 3) r·esu 1 t in c•ver· 
pr-oduction, low incomes and poor financial health. 

tar-mer-s IS cited as being necessary to better-

under-stand and cope w1th e c on c•m 1 c r· e a I i t i e s a r· e t h e p C• 1 1 c ::··· 

progr-ams suggested to alleviate current stress. 

Past Credit Pol icy Approaches 

In 19:33 the u. !::: • Congress passed the Emer-gency far-m 

Mortgage Act which created the Federal F .:..r·m t··lor· t gage 

Corporation (Murray, 1'7'41). Its major function was to maKe 

Land Bank Commissioner (LBC) loans. lhis program, according 

t 0 r·1 u r· r· .:<, ;... ' V.Jas Ingenious and effect1ve". The 1 a'.J·.' 

provided for refinancing through the Land Bank Commissioner 

located 1n Washington D.C., who had general supervision of 

the Federal Land Bank. 

The law amended the appraisal formula by adding the word 

11 nor·ma 1 11 • ·rh 1 -:. c h .:<.n ge allowed appra1sers to value real 

estate at a value higher than that which existed during the 

then cur·r·en t depressed conditions. This modif1cat1on d1d 

not cause large losses to the p r ogr· .;:.,m be c .:..u ~.e 1 and ...... :..l,Je:. 

appreciated measurably dur1ng the 1940's, 
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The LBC made both first and second mortgage loans up to 

/5 percent of "normal" value at a t1me when the Federal Land 

Bank (FLB) was restricted to loan1ng an amount of 50 percent 

of market value plus 20 per·cent the • . .Ja.l ue of 

imp r· o• . .J eme n t ·: .• An -9.p p r· a 1 ·:.e r· from the ~arm Credit 

Admin i ~-trat i c•n I.,JOIJ ] d make ~.n -9.p p r· -9. i -:.a 1 and l o.:..n 

recommendation wh1ch then could be acted upon by the FLB and 

LBC. the loan could be made by the FLB under a 

t1rst mortgage position and part by the commissioner 1n a 

second mortgage position. If not tc• 

p.:..r·t1c1pa.te in the lo~.n, the LBC: t.o,•c•uid mal<e the full lo-9.n 1n 

a first mortgage position. If a borrower had n1s l o.;..n v.J i th 

a private banK, the LBC loan would be presented to the 

private bank to be accepted or reJected. 

The 1 c•an -:;. t.•.Je r· e m.:..de a 1 ··::.. ·-· per·iod in JJ.Jhich 

principal payments were deferred the first three years. ln 

the rema1n1ng ten years a ten percent principal p ·9. ::-·-rne n t v.Ja -:;. 

to be m.9.de. The ten year amortization of the pr1nc1pal 

port1on of the loan proved to be too short resul t1ng 1n a 

change in the l .av.J 1n 1939 which allowed the loans to be 

reamortized for a longer period. 

The Federal Farm Mortgage Corporation (FFMC) was formed 

to f1nance the LBC loans and buy FLB bonds which the FLB had 

tr·oubl e -:.e I 1 i ng ~.t the timE<. Congress gave the LBC $200 

initia.te the p r· c•gr· am ·9.n d to ·::.e r· 1..-' e a-:;. c .:..p 1 t .:..1 • 

"lhe U.S. Go• . .Jer·nment fully -9.nd unconditlc•na.ll::--· gu.:..r·.9.nteed thE< 
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bond:. (.• .. 1r1 1 c h '..' 1 r· t u .:;..1 1 y p 1 .:;..c e d them on par w1 th government 

When the LBC loans were first made 1n 

contract interest rate of f1ve percent. 

1 ·:;:· :.::::.:: ' .:<. 1 1 had a 

reduced the interest rate on Comm1ss1oner 

per·cen t a.nd in 1940 reduced it to 3.S percent. The .:;..• . .Jerage 

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

l n 1 '1'34 .:;..1 one, 306,000 LBC l o.:..ns wer·e made. The FLB, in 

1ts first eight 

loan:., indicating 

years of operation, made nearly 300,000 

the size and demand for 

During the first eight years of its operation, 557,000 loans 

amounting to $1,030 mill 1on were made by the LBC. Accor·d i ng 

averaged 0.83 percent of reserves annually. l n i t s f i r· :. t 30 

FLB losses averaged 0.5 percent of 

I.Jn.:;..b l e to find any comprehensive 

rev 1 e1 ... ,, of the L.:..nd 8.:;..nl< Commissioner program. The onl>' 

cr·itique m.:;..de bv Murray was that the Initial repayment 

per1od of the loans was too short. Nowell, a representative 

of Aetna, who had to compete with the Federal Land Bank and 

Land Bank t_:: omm i s :. i c• n e r , c omm en t e d t h at t h e a r· t i f i c i .:;.. 1 1 y 1 OlA• 

1ntere:.t r·ate u:.ed by the LBC fr·c•m 1933 to ,June of l':T-47 g.:;..•..'e 

the FLB an unfair 

He further states 

advantage over private lending sources. 

that Commissioner money had been used 

the FLB as a device tor making bigger loans and 

outbidding conservative lenders. At the end of ,J,Jne 1 '7'46, 
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53 per·cent 

joint Commissioner and Land Bank f i r· ·:. t mc•r t ·~a.ge 

Commissioner loans. 

Although It been deter·m1ned if fcrr·ec I oS.IJres. 

currently being i n i t i ate d .:r.r· e 

moratoriums recently enacted by judges and elected officials 

Indicate tha.t individuals believe they ar·e in :. orne •..-.. • a. )l 

fJne pr·ogr·am initiated in the 1930's, which 

proved to be effective i n s l 0\.<.1 i n g the foreclosure process 

and v.Jhich could be used as an alternative to moratoria, was 

that of a C:ounty Cone i l i atc•r·y C:crmmi ttee <Falconer, 1934). 

Current mediation laws enacted in many states are simi Jar to 

thts progr·am. The appointed County Conciliatory Committee 

he.:r.rd the circumstances of a loan case from both the farmer 

and the creditor: 

The ma._i or· de-:.1 r·e of thes.e commit tees. v.Jer·e tc• d i s.pcrs.e 
ot a case as quickly as possible. The1r aim was to 
prevent a case from reaching foreclosure and to adjust 
debt so the farm owner would have a reasonable chance 
to pay r::r1Jt (Falcc•ner·, 1'7'34, pg. 297). 

go• . .J e r· n err· of a -:.ta.te usually appointed a State 

Comm1ttee which would then appo1nt county committees. I he 

county comm1 ttees were character1st1cal ly comprtsed of a 

banker, a retired farmer, h•Jo act i • . .Je farmers, an attorney 

and a r~al estate agent. After the committee had heard both 

a dispute they suggested a plan of action to allow 

the farmer and lender to settle tt"te problem. Although the 

t•o.:r.r· d-:. l..o.Je r· e any absolute power (they were purely 

a.d• . .J 1 -:.or·y), the i nf 1 uence of publ 1 c op 1 n 1 c•n u ·:.u .:r.l ·1 ::.-· c .:r.u sed 
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both part1es to follow the committee's recommendations. 

Common recommendations were to postpone foreclosure, extend 

mortgages, forgive delinquent interest, reduce mortgage 

balances, reduce the interest rate and turn over property to 

the lender. 

An advantage of this type of mediation was that it could 

be used by all types of creditors, including private 

individuals and merchants, as well as private banks and the 

~arm Credit System. At the end of 1934 over 6,000 cases 

came before Uhio committees, 1,265 cases came before 39 

Wisconsin committees and Iowa had several county boards 

which each considered over 100 cases. As of December, 1933, 

Nebraska had reported few cases and Ill 1nois committees had 

only recently been organized. The Gover·nor of the Farm 

Credit Administration went so far as to request that all 

State Governors appoint conci 1 iatory committees. The 

1 iterature is again silent concern1ng a comprehensive rev1ew 

of the impacts of the actions of these committees. 
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01-.)ERt.) I EJ_,._I OF CUf':REt"-.ff F lt··.JA~·K I AL CUt··.m l T 1 Ot··.J:::; 

Asset Values and Rents 

Since I and '·'a 1 u e ·:. 1n the Un 1 ted 

States~ w1th the exception of only a tew years~ Increased 

ann u a I 1 y u n t i I 1981 (USDA, Augu~.t ~ 1 'it:5). Fr·om 197:=:-1'7'81, 

l .;:..nd •-.!.:.. l ue~. thr·ow;d·H)U t the U. :3. i ncr·ea·:.ed .;:..n a• . .Jer·age of 1 '7':::: 

percent, or at an annual compounded rate in excess of 10 

percent per year. ! ncrea·:.es 1n i nd i vidual 

from 97 percent to 359 percent in Minnesota. 

Gener.:<.lly, Increases were greatest 1n the M1dwest and 

smallest in the South, West, and Northeast. 

Fr·om 1 '7'81 to 198.::., land values decl 1ned over 49 percent 

Ohio, NebrasKa, Minnesota and lowa 

,_IIJne ~ 1 '7't:6) • !he average value of U.S. farmland was $5Y6 1n 

1979. The real value of tarmland has 1986, below that of 

dec! 1ned even more. The 1986 indexed real •.Ja 1 ue·: .. :..r·e equ-:..1 

tc• tho~.e c•f the mid l~;·.:::.u··s. In r·eal terms, a.l1 ot the hu•;~e 

the 197U's has been i Q~. t . The Midwest experienced the 

23 
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Net ln• . .Je:.tment 1 n mach 1 ner·:;.·, equipment~ and bu1ld1ngs 

by :.25 percent from 1981 

to 1985 (USDA~ March~ 

tc• ·$-sU::i bi ll1on 1n 1'7'::3::·~ .:r. le• . .!el .:r.ppr·o:>(lm.:r.tely equal tc• 1'7'?7 

and indicating a loss of 25 percent of peaK values. 

R.en ts dec I i ned 1 n mo:.t state:. r·epor· t 1 ng est i m.:r. tes 1 n 1 '7'8~ 

and 1986 (USDA~ August~ 1985, and June~ 1986). 

dec! 1 ned more than rent:. caus1 ng r·ent-to-• .. !e<.li.Je r·at 1 c•s to 

rise substantially 1n Lake States and 

Northern Plains. The largest decline 1n rents occurred 1n 

NebrasKa and lowa where they tell 20 percent and 12 percent 

re:.pectivel;>' 1n 1985. t·1e 1 1 char· ·:. t .:r. t e =· t h .:r, t 

pr1ces represent a major long-term adJustment to a revised 

+arm outlooK of lower returns than those experienced 1n the 

r·a.ther· than a temporary phenomena caused by 

t-1nanc1.:r.l :.tr·es:. O"·Jel ich.:r.r·, Apr·i 1 24~ 1'7'B.::=.). 

Agr1cul tural Debt 

Dur1ng the 1970's +arm debt expanded very rapidly, from 

Dur1ng the same per1od~ net farm 1ncome or repayment 

capac1ty Increased by only 52 percent. Farm asset values 

Increased at a rate h1gher than debt 1ncreased in the 197U's 

caus1ng the overal I D/A ratio ot the agricultural sector to 

S 1 nee 1 'i'B:.2 ~ the 1 e• . .!e I 

ot t.:..r·m det•t ha.·:. declined .:..t•-:.oltJtel::.-·~ by U.6 percent +rom 



··:ac;.· ...... _. 

and down another 1.8 

per·o:ent to ·$1 9'7' b i I ] I •:Jn in ::::::::-84. F-'r· e 1 i m 1 n ~.r· >' est 1 rna t e -:. 

sho:·~· .. • over·.:il1 debt 1-:. expeo:ted to:• +~.11 -:.1 1 ghti ::··· 1 n 84-::3::=:; o:. b~,, 

and by 0.1 pero:ent 1n 85-86 

(USDA~ Maro:h~ 1Y86). 

1985 was estimated at $99 

in 1Y84. 1'his is the 

·:.eo:o:•nd o:o:•n-:.eo:u t i 1..1e ye~.r·l :•' deo: I i ne ~.nd the I .:r.r·ge-:.t deo: I i ne in 

r e ~.1 estate debt -;:. 1 no: e 1 '7'44. 

+arms had D/A rat1os less than 0.4 and held 38.1 

total farm debt. Conversely~ 15.9 pero:ent of all farms had 

D/A rat1os from 0.4 to 1.0 and held 48.8 pero:ent of the 

$·1 20 • 2 b i 1 1 i o:•n in operator debt in 1'7'84. The r·erna1n1ng 

three pero:ent of a1 f.:ir·m-:. 1 .• • • .1er·e teo:hnio:a1 1y insol1..1ent and 

held 1::::.1 per·o:en t O:•f a 1 1 debt. P.:ir· t time farmers (those 

w1th annual sales below $40~000) with D/A ratios less than 

O,q o:ompr1sed 54.8 pero:ent of alI farms and held 8.1 pero:ent 

f~.r·m debt. Forty-three pero:ent of tam1ly farms~ 

defined as those farms w1th $40~000 to $500~000 of sales 

eao:h year~ accounted tor se1..1en percent ot all farms and held 

31 per·o:en t o:•f ~.l 1 f.:ir·m debt. Commercial farms with D/A 

ratios less than 0.4 o:ornprised 26.3 pero:ent of all +arms and 

held 30 pero:ent of al 1 farm debt. 

O•..Jer·all ~ pa.rt-t ime fa.rms a.o:o:ounted for· ,!.:2.2 per·o:ent O:•f 

all farms and held 16.8 percent of al 1 f .:r.r·m oje b t • 

farms accounted for 35.9 percent of al farms and held 66.2 
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TABLE I 

U. ::;; • FAF:t·,1:3 At··.m FARt·1 OPEF:ATOR DEBT 8''( D,···'A PAT I 0, CASH
FLOkl STATUE; AND SALES, .JANUARY', 1 ·:;:·::;:5. * 

Cash-Flow Status 
and Far·m ::;; i ze 

Farms with Positive 
C.:.. ·:.h -F 1 OvJ-:. 

Percent of Farms 
Al 1 

> ·$500,000 
$40,000 to $499,999 
< •$40,000 

Per·.:ent t:•f Det•t 
All 

> ·$5~::10 '0~)0 
$40,000 to $499,999 
< •$40,000 

Farms with Negative 
Ca-:.h-Fl m.•J-:. 

Percent of Farms 
A l 1 

> •$500,0€10 
$40,000 to $499,999 
< •$4~::1 '000 

Per·.:en t of Det•t 
All 

> •$500 '00~:::1 
$40,000 to $499,999 
< •$40 '0t10 

Tc•tal All Far·ms 
Percent of Farms 
Per·cen t c•f Debt 

< 0.4 

4·::· -· . ·-=· ·-· . 8 
1 L ..., 

·-· . ... .-,co 
.:....! . :3 

1 '7' ..., . ,.· 
:3 . 1 

1 :3 . -. .:. 
:3 . 4 

·::·"7 ._, ( . 8 
. 4 

.:;. ._,. 4 
2'? • t1 

1 :=: . 4 
•") 2 ..:.. 

1 1 . C' 

·-' 
4 . 7 

S1 . 1 
:38. 1 

D ....... A Pat i t:• 

C' 

·-' . 5 
. ~. .:. 

.-. .-. 
,:. . ,:. 
2 . 0 

1 4 . 1 
.-. 4 ·-· . 
'7' 2 
1 . C' _, 

1 0 . 4 
. :3 

,!:, . 0 
4 . 1 

34 . 7 
4 L . ,_, 

.-,C" 
J:._._l . 1 

C' _, . €1 

15. '? 
4S.S 

. :=: 

. 1 . 5 .-. . .:. 

2 4 
. 7 

1 . ·-=· -· . 4 

·:· ..... ... . .:. 
. 1 

1 ~) 

1 . 1 

1 ~) .., .. 
·-=· ·-· . f1 
C' 
. .J . '7' 
1 . ·=· ·-· 

:::: . t1 
1 :::: • 1 

Total 
A 1 1 F.:..r·m·:. 

4'?. 6 

36.2 

50.4 

11.:10.~) 

100.0 

*Based on the 1984 Farm Costs and Peturns Survey Estimate 
of 1.694 mill ion farms. Farm operator debt for farm 
pur·po·:.es based on the the -:;.ur·• . ..'e:~·· est ima.te c•f ·$120 .2 bi 11 i c•n. 
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percent of all farm debt. Large ~arms~ those with more than 

$500,000 in sales per year, accounted for 1.9 percent of alI 

farms and held 17 percent o~ ali operator debt. 

in 195U, the agricultural sector debt to net farm income 

rat1o was less than one <USDA~ January, 1986). By 1960 the 

rat1o had risen to two and by 1970, to three. By 198:2 the 

ratio was in excess of ten to one. ln other words, the 

sector held SlO of debt for every $1 of net farm income. 

Table 1 shov.J-:. that 49.6 percent of all farm-:. had po-:.iti•Je 

total net cash flows 1n 19b4 and held 36.~ percent of alI 

operator debt <USDA, March, 1986>. Conversely, 50.4 percent 

of all +arms had negative cash flows and held 63.8 percent 

of all operator debt. 

Eighty percent of all farm firms had D/A ratios less than 

0.4 and 46.6 percent o~ these tarms also had negative cash 

f 1 ow-:. . Tv.Jo- t h i r ds of f ar·ms V.J 1 t h D/A rat 1 os greater than 

0.4 experienced negat1ve cash flows. Forty-three percent ot 

familY fa.r·ms, which compr·1sed -:.e•v•en per·cent of all f.:c.r·m-=·~ 

had negat1ve cash flows 1 n 1 ':;'84. Ccimmodi ty pr1ces would 

need to increase an average of 32 percent to restore 

pos 1 t 1 ve cash + 1 ov .. •s to +ami 1 y +a.rm-:. (USDA, tvlarch, 1985). 

fhree percent of farms were techn i ca I I>·· insolvent but :25 

percent ot 

19ti6). 

these had positive cash flows CUSDA~ March, 



t:r·c•p .:..nd li• . .Jes.tc•ck ta.r·ms. ba.-::.Jc.:..lly ·:.hov . .t tJn.:..nci.:..i -::.tr·es.·:; 

in equal pr·opor·tic•ns. 1n 1984 of 10-15 percent. 25 percent 

ot da1ry +arms. show f1nanc1al s.tr·ess. 1.:::rcq::. production 

expenses decreased by 3 to 5 percent in 1985 from a peak in 

1984 and are forecast tc• tall aga.1 n 1n Heceipts. 

dropped 1 to 3 percent in 1985 and are torecast to fal 1 3 to 

l percent 1n offs.etting the decr·ea.se 1n 1nput 

e ::<pen -:.e -=·. 

ln 1984 net farm Income reached a record $34.5 b1 I 1 ion. 

in i985 1 t tel i :ZU per·cent and tel i to S:.2::i bi 1 i 1on in 1'7'!:36. 

f·•Jor·e r·ecent putd i ca.t ions. es.t imate n~?t f.:..r·m 1 n come V.J 1 1 I r· i s.e 

b·-..· e1•;1ht per·cent 1n 1'7'::37 (UO:=:A, t··1arch, 19::37). 

Agricultural Lending 

In 1984, 67.3 percent of FmHA borrowers. had negative cash 

flows. and h!?ld 77 pl?rcent of FmHA's outstanding debt (USDA, 

1985) • Of a. 1 1 Farm Credit Sys.tem borrowers. ~3.6 

percent had negative cash flows and held 64.6 percent of the 

Farm Cred1 t System's. outstanding debt. Similar to the Farm 

Credit ~ys.tem, 53.1 percent of commercial 

sutfered trom nl?gative cash flows. and held 65.4 percent ot 

their outstanding debt in 1985. 

As. of September 3U, 1985, 20.8 percent of FmHA's loan 

volume, amounting to $5.8 bill ion, was delinquent. The1r 

tot.:..1 del 1nquenc;>' fi• . .!l? ;.,..ear·s. ea.r·l1er· t'··'·:..s. ·$-?21./ rn1ll ic•n. 

Mid-year FmHA loan delinquencies increased from 16.7 percent 

of loan volume in l9!:3U to 36.~ percent ot loan volume 1n 



1 98~i. in the 1 .:.. t e 1 '7'70 .. ·::. ~ mc"j i t i c.:.. t 1 on c•f q u a.l i t i cat 1 •::tn -;:. 

and FmHA loan program directives contributed to FmHA's 

1n outstanding farm loans +rom $5.5 bill ion to 

·$24. 1 b i ., ., i c•n ~ ..... i th a cor·re-:.pond i ng market -:.har·e 1 ncr· ease 

from 5.4 percent 

(Duncan, 19S6). 

1n 1977 to nearly 12 percent in 1982 

Delinquent production loans .:..t commer·ciat banks r·o-::.e to 

n 1 ne per·cen t in June of 1985~ up 2.4 percentage po1nts from 

a year e.:..r· 1 i er. fotal delinquent 1n .:._,~r·lcul tur·a.l 

banks accounted for 6.7 percent of loan volume compared to 

4.6 per·cent de·t inquent loan-::. 1n -:.ma'll non-agrlcu! tur·a·l bc..nk·:. 

in 1 '7'86. ":=;m.:..l 1" non-agricultural banks are those banks 

1 • .< • .11 t h less than $500 mi 1 lion 1n assets wh1ch are not 

classified as agricultural banks by the Federal Reserve 

Board. Any banK with 17 percent or greater of I t -;:. l Ct.:<.n 

volume made up of agricultural loans 1s currently defined as 

be1ng an "agricultural banK". 

Agr1cul tural production loans compr1sed only 2.9 percent 

of a I I lc•c..ns in the banking system on September 30~ 19S5, 

but accounted for 5.7 percent of delinquencies and 7.8 

per·cen t of non-performing loans (Board of Governors, 

Febr·uar·y, 1'7'86). 

ln 1985, net loan charge-offs of agricultural banks was 

mor·e than double charge-offs o+ non-agricultural 

(USDA~ March, 1985). Annual provisions for loan 

agr· i c u l t u r· .::.. l banks are also nearly double provisions 1n 

smal I non-agr1cul tural banKs. 



:~:(I 

Agricultural banks accounted tor nearly 40 percent ot the 

1,0~5 banks on the 

1 17'85 . lh I=· i =· a 

agr· 1 cu 1 tur-:..1 banKs since 1983. Additionally, these banKs 

are concentrated in 11 Midwestern states. Agricultural banK 

failures increased from 15.9 percent of al 1 failures in 1983 

to ~9.5 per·cent in 1985. Agr i cu 1 tur.::..l bar,K=· h.:..ve 

historically comprised 35 percent of al 1 banks. 

In 1985 the Farm Credit System suf+ered a net loss ot 

$2.689 b1 l 1 ion compared with $~/3 mi 1 I ion of net 

1 984 < 1 ·:r·8::; Repor·t to I n•Je-:.tor·s.). 

i ncr·e.::..-:.ed fr·om $1 . 8~!:3 bi 1 i i c•n c•n December· 31 ' 1 '7':34 to ·$5. 323 

bi i i ion on December 31 
' 

1 '7'85. Acqu i r·ed proper t>·· i ncr·eased 

fr·c•m $505 mi I 1 ion 1n 1984 tc• ·$9£8 mi 1 1 i c•n in 1 '7'B5. 

All OlAiance-:. tor Increased to $3.190 bill ion on 

December 31, 1985 from $1.326 bill ion t··.Je t c h .:t.r· ge 

ofts vJere ·$1.105 bi 11 ion in 1985 versus $427 mill 10n in 

1984. 

l'he Federal Land BanK/s share of the ] OS':· \!.!.&. '=· ·$2, 21 2 

b i 11 1 c•n comp.::..r·ed tc• .a net i ncC~me c•f $:206, .:;: .. :::.u in 1'7'84. The 

Federal Intermedi .:..te C:r·edi t B.::..nK-:. 1•::.-:.t ·$541 ,351 

cC~mpared to a $32,9:24 net income in 1984. 

l n terest F.:a te-:. 

1 n 1 '7'85 

Interest payments on the farm debt in 1984 were sl 1ghtly 

over $20 bi 11 ton compared with $3.2 bi 1 I ion in 1970 and Sl .2 

b i i i 1 on 1 n ln 19.SU, tnter·e·::.t 



:::n 

was 4.4 percent o+ total operat1ng expenses and by 1984 had 

tc• 15.1 percent of operating expenses. .Lnter·e~.t 

expense was the fastest growing expense in the 1970's and 

has now begun to decline CUSDA, March, 1986). 

the incr·eaE.e 1n inter·est e::-:pense :.1nce the ear·l~.- 19?o··s has 

come from expanded debt. 

The October 19?'7' ch~.nge in the Federal Reserve System 

letting 1nter·e-:.t 

rates fluctuate has caused interest rates to become much 

more votatt le than they were prevtously. fhe huge increase 

in debt ot the agricultural sector assumed under low and 

·::.tB.bl e interest rates durtng the- 1'7'/0 .. ·=· 

oper·ators tc• be '·.!•:H·}' vulnerable tc• thJ·~ pel] icy ct-,.:o.nge. 

debt mor·e than 

tripled, real inter·e-:.t rates ~~artt?d +rom tv,to pt?r·cent to .:., 

ne-gativt? 1 • 5 per·cen t 

lntert?st rates JUmped to over eight percent and havt? 

bastca! ly remained at that 1 e• . .J•? ·1 thr·ough 

rate increased trom around seven percent tn 1977 to ovt?r 2U 

per·cent in (Federal Reserve, August, 1980; December, 

1981; ~ebruary, 1983; Ft?bruary, 1 '7'::36; i'-1.:-.r· c h , 1987) • I he 

prtmt? ratt? fel I be J CII.A.I i 1 pt?rct?n t in 1 '7'83 .:..nd r·os.e tc• 13 

per·ce-n t 1 n 1'7'::34. L>ur· 1 ng l'i'B~i the pr· 1 mt? rate +e 1 I 

pe-rcent and fell furtht?r·, to 7.5 pt?rcent by December of 

fhe .~.·...ter·a.ge lnter·t?-:.t r·.~.tt? on .:;..gr·icultural lc•~.ns. tr·mn 1'7'10 

unt1l 1974 ·::.ta.yt?d t•.:..·::.tc.:..ll::··· s.te.:<.d:;.' t•t?tv.Jeen 4.::. per•:ent .:<.nd 



6.5 percent <Ag ~inance DatabooK, July, 1'7'8!:.). After 1975 

the Interest r·ate on all agr·1cu1tur·a1 lc•an-:. increased until 

the average interest rate peaKed at 18.!j percent in 1 '7'81 • 

The average rate decreased to 13.6 percent in 1983 and rose 

to 14.2 percent in 1984. ·rhe average rate decreased to 13.1 

percent b>' mid-1985 and was pr·oJected b>' the USDA to fa·1·1 

further 1n 19::::!6. 

Summary 

in summary, the economic condition of agriculture has 

declined in absol I.J te terms and relative to most other 

-:.ectors s1nce 1981 (USDA, t1arch, 1986.i. l"he real value ot 

farm assets have declined by nearly one-half s1nce 1981, 

caus1ng a loss of approximately $250 bill 1on in equ1ty trom 

the farm sector by April of 1985. Dur1ng 1985, net farm 

1ncome declined 20 percent from its record peaK the )'ear 

bef•::tre and is projected to drop another eight percent in 

1986 by the USDA. Recent estimates project that net farm 

i n come VJ i l I increa:.e b>' eight per·cent in 17'8? •:USDA, t1arch, 

1987>. Real net cash incomes of the sector are projected to 

cc•ntinue to decline a-:. the>' hat.!e :.ince 1'7'?9. 

Commercial banKs and the Farm Credit System have suffered 

huge 1 ncrease-:. in 1 os-:.e:. and de I i nquenc>' r.:c. tes is 

evidenced by substantial Increases in foreclosures and 

acquired property holdings over the past few years. The 

rapid rrse in interest rates during the late 1970's and 

early 1980's left many producers vulnerable to financ1.:o.1 



r· 1 ·:.k • 

pr·~?s.·:.ur·e, but i n t e r·l? s. t r· .:.. t 12-:. s. t i 1 1 r· em.:<. i n at 

htgh levels trr r·eal ter·ms. 
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continue to distort credit marKets which have possibly 

c.::..•Js.ed cr·edi t teo .::..gr·icul tur·e to be o:.o.Jer·s.uppl io?d in the pas.t. 

Programs which simply exchange one type of debt for another 

\!J i l 1 do 1 i t t 1 e t co s. t .:..b i 1 i z,.. a s.e c t o:or ''Jh i c h is. cur·r·er.tly 

A program of direct write-offs of debt, 

costly and i nequ i t.:<.bl e, would seo?mingly 

con tr· i bu te the most toward putting stressed operators on 

more solid financial gr· cound if current depressed prices 

levels turn out to be the norm. If depressed price levels 

po?rsist for over five years, programs which delay repayment 

obi i gat ions may conly s.er·o..Je to postpone finding real 

solutions to current stress to tho? future when costs of 

facing the problem may be much higher. Increased federal 

involvement through guarantees serves to distort the r· i s.k 

structure in agricultural finance, possibly causing borrower 

.;:..nd lenders to bel ieo.Je hi9h levels. of lendin9 ar·e aco:eptable 

because of implicit or explicit federal guarantees. 

On the other hand, some professionals feo?l that targeted 

assistance may be consistent with long run agricultural 

pcol i C>' ·~0-:<.1 ·:., provided divo?rsity in the structure of 

agriculture is enhanced or maintained. Assistance may also 

be warranted if i t is targeted to promote efficiency in 

production and not subsidize inefficiency. Teo cor·r-ec t the 

cof f i nanc i a 1 i ns.tab i I it:>·· in agr· i cu 1 tur·e t•:•day·, 

asset transfer marKets may be unable to function to allow 

necessary financial r·es.tr·uc tur· i ng. Federal assistance in 

this. r·estr·tJctur i ng r:crul d r·educe ha.r·ds.h i p felt not onl :,..· b:>·· 



producers but also bv rural communities. If cur·r·ent 

conditions do not persist for more than three to five years, 

pr·cograms t'Jhich delay ot•l igations and smooth cur·r·ent stress 

by reducing or spreading out the numbers of operators 

1 eav in·~ far·mi ng -~.nd thereb;>' pr·otect i ng ''"' i .:o.bi 1 i ty c•f r·ur·al 

communities, could be very valuable. 

Other sections in this analysis attempt to develop a set 

of classifying variables which could be used to identify or 

describe farms with questionable fin.~.ncial 'J i .:...b i I i t y. 

Stepwise 1 inear regression, discriminant analysis and logit 

procedures were used to investigate this area. 

Other topics which help to explain and identify different 

financial char· act e r i s t i c '=· of the 

agricultural sector are also related. 

OKlahoma and U.S. 

This information is 

included to provide a more complete understanding of 

f i n.:<.n•: i .:o.l impl icatic•ns. of cer·t.:o.in pol i·-v 

responses and alternative solutions. 

Assumptions for Analysis 

In de ter·m in i ng potential to f.:o.r·mers and 

.:o.gr· i cu 1 t1Jr·a 1 to the f .:o.r·m f i n .an c i a 1 c r· i s. i '=·, 

several assumptions must be made. In simple terms, a viable 

operation must be solvent (0/A ratio l 1.0) .:<.nd maKing 

financial progress by meeting all financial c•bl igatic•ns in 

the 1 ong r·un. This means that al 1 interest, pr·incipal, 

de p r· e c i .:o. t i on consumption allowance) and f -~.m i 1 ::-' 

iving must be paid either from farm sources or other 
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sources in the long run. The following assumptions are used 

in computing costs and benefits of proposed programs in the 

1. Family 1 iving requirements are assigned 
$15,000. This figure is above poverty 
represents an austere budget on which 
receiving federal aid could be expected 

a va lt.Je c•f 
le•Jels and 

a f ami 1 >' 
t•::i 1 ive. 

Median non-metropolitan income in 1983 was $20,938. 
Thi~. figure, adjusted by implicit net r·ental value of 
the f.:..r·m d~o,~ell i ng .:..nd income t.:..x .:..d . .iu~.tment~., r·educe·:. 
estimated minimum farm family 1 iving needs to $12,950 
for the average farm family, according to Duncan and 
Harrington (page 3). 

2. A 60 per·cent r·e~.idual liquid.:..ti•:•n valt.Je i-= 
attr·ibuted tc• a.~.·:.ets ~.old. t··l:..ny times a "fc•r·ced" c•r 
":.heriff···=·" ·:.ale i:. nc•t .:..n a.rm-::. length tran-:.action and 
may be associated with very high transaction costs. 
Neighboring farmers are often reluctant to bid on 
foreclosed properties resulting in sales prices which 
are wei I below market levels. Legal fees and other 
expenses charged by a lender forcing a sale are paid 
before sales proceeds can be used to retire debt. 
Penalty interest charged by the Farm Credit System and 
other lending institutions once a loan becomes 
delinquent is also paid before debt can be retired. 
Far less than market value is thereby often available 
to retire outstanding debt. 

3. Income from al 1 sources is used in projecting a 
f.:..r·m'·s total income. On many far·ms in many ar·e.:o.s, use 
of off-farm income to supplement farm earnings is a 
t .. •.Ja.)' c•f life. t··.Ja.tionall::.-, in 1984, 54 percent c.f 
farmers tc.tal income was received frc.m nc.n-farm 
s•:•u r· c e s, i n ,j i cat i n •;t i t =· imp or· t .:o.n c e ( u:3DA, ._T.:..n u .:..r >', 
1986). Further, to be a viable and sustainable 
business, farm incc.me together with off-farm income 
must at lea-:.t prc.vide family li•"'in(~l reqt.Jir·ement-::. 
without worsening the financial positic.n of the farm. 
If f.:..rmer·s are to r·ece i ve fe,jer·a l a:.:. i stance, it i ·:. 
not unreasonable to expect them to exhaust all 
personal revenue sources before receiving assistance. 

4. Capital consumption allowances are not included. 
In recent years, as production agriculture adjusted to 
decreased levels of demand and lower prices, farm 
incomes have not been able to replace and/or form 
c.:<.pit-:<.1 in firm~. ~.•,ther·e fina.ncia.l '"'i.:..biiit:>·· i~. 

que·:.tion.:<.ble. 13i•...'en the :.er·ic.u·:.ne~.·:. .:o.nd pc•tenti.:..ll:>' 
short run nature of the current financial slump, 
capital replacement could be foregc.ne for a few years. 



While this may underestimate costs or levels of loss 
currently, more prosperous conditions in the future 
will hopefully provide for replacement. The capital 
structure of agriculture is undergoing a major 
restructuring process as depreciation exceeds new 
expenditures, leading to a possibly necessary lowering 
of capital investment to increase efficiency and 
decrea-:.e cost:. (USDA, AI 8 4'7'5, May 1 '7'86). These 
adjustments wi 11 hopefully prepare U.S. agricultural 
producers to compete more effectively in world marKets 
in the future. 

5. It is assumed that payment of all expenses and 
providing for family 1 iving taKe precedence over 
payment c•f interest and pr inc i pa 1 obl i gat i c•ns. 
Farmers generally maKe withdrawals from farm accounts 
during the year to meet family 1 iving needs and pay 
operating expenses. Consequently, at the end of the 
year or payment period, income remaining is used for 
debt service. Interest is generally paid first and 
the remainder is used for principal reduction. Any 
rJnpaid inter·est increases principal obligations for 
the following year or payment period. 

Current Financial Condition of OKlahoma 

Farmers and Ranchers 
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The OKlahoma Farm Survey, completed by the OKlahoma 

Department of Agriculture in cooperation with the Department 

of Agricultural Economics at OKlahoma State University was 

the source of the data used in this study. This -:.urvey tAJa-:. 

sent to 2,955 OKlahoma farmers and ranchers <Plaxico et 

al ,), The total number of complete surveys which provided 

all the information needed for this analysis was 602. 

Table II gives a breaKdown of OKlahoma operators by total 

residual income and D./A r·atio. Percent of total OKlahoma 

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

r· e s i d u ~- 1 i n c om e ( T R I) i -:. de f i ned as 9 r o s s i n c om e f r om a l l 

sources less al 1 operating expenses (including interest). 
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Assuming income from alI sources to farmers is avai I able 

for debt service, 12.3 percent of OKlahoma farms could be 

faced with some sort of forced sales action in 1986. This 

is the total percent of OKlahoma farms which have a TRI 

below $15~000 after debt service and hold some debt. These 

farms hold 10.8 percent of Oklahoma farm assets and 19.1 

percent of OKlahoma farm debt. If these farms were forced 

into some degree of 1 iquidation, a loss of 5.3 percent or 

$2'7'9 m i l l ion of fa.r·m debt VK••.J I d re·:.u I t. The = .-. 
._f • ..:s 

percent was calculated by determining the 

tot .::..1 debt value of all the farms in a certain TRI and 

debt/asset category. Sixty percent of asset value was 

assumed to be available for debt retirement from a forced 

sales action. Total debt was then subtracted to give the 

a.moun t of •.JnCQ] I ec t i bl e debt. All of the •.Jn•:col 1 ec t i bl e debt 

(5.3 per·cent) comes from Qperators whQ have D/A ratios 

greater than 0.7. 

If the above farms were nQt foreclosed upon, a $198 

million pr·incip.:o.l .:o.nd inter·e-:.t si"-..:Jr·tfa.ll to DKJ.::..hom.::.. lender·s 

co•.J I d r·e-:.u I t. Thi-:. fi9ure i ·=· the debt ·:::.e r \..' i c e 

shortfal 1 of alI farms with less than $15,000 TRI. De t.:o. i I ed 

statistics used to calculate this shortfal 1 can be found in 

T.:..bl e ><. A 12 per·cent interest rate and 8.6 percent 

principal repayment rate is also assumed. 

Another 7.5 percent of Oklahoma operators have a TRI over 

$15,000 and a D/A ratio exceeding 0.7. While many of these 

oper·.:o. tors a.r·e they are keeping their payment 
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c•bl i ·~·"'· t ions c:urr·en t and .:..r·e expec: ted to r·ema in c:ur·r·en t in 

the future. If these operators were forced to taKe some 

sort of sales action because of their high risK D/A ratios, 

.:..nc•ther 7 .. ::;. per·•:ent c•f OKler.hom.;:.. far·m a-:.-:.et-:. and :=:(1,4 pe-r·c12nt 

of farm debt could be affE-cted. Th i -:. iquidati.:)n would 

cause anc•ther· '7'.8 per·cent c•r ·$550 million in uncollectible 

OKlahoma debt to be absorbed by lenders and farmers. A 60 

percent residual value of assets sold to retire debt was 

again assumed to project the lo-:.-: .. Since these oper·ators 

no pr·incipal c•r· inter·est shc•r·tfal 1 i-:. e>~pected 

on these loans if they are not 1 iquidated. 

Proposed Assistance Programs 

The following section i -:;. an attempt t•::. e<.na 1 yze the 

effects of various levels of interest rate subsidies and 

debt wri te-offs on the viability of OKlahoma farmers. 

Effect·:. of these programs on distributions of operators, 

debts and assets in cer·tain tot.a 1 r·es i dua 1 income CiRI) 

categor· i e·:. i -=· e• ..... a lua te impacts of these 

p r· c~~~r· .:..m-: .. Impacts are measured bv numbers of operators 

a-:.-:. i -:.ted, dollar·-:. of loss faced by lenders and farmers 

following assistance, and costs of alternative- subsidies and 

p r· ogr· am-: .• 

f r· c•m .;:.. J 1 

Tc•tal residual income is defined as tc•tal incc.rne-

sour·ce-:., both farm and non-far·m, les-:. all 

production expenses includin·~ Tot a 1 r· e -:;. i du 2.1 

p r· i n c i p a i r· e d tJ c t i o n .01. n ,j, . ...-· •:• r· c .:.. p i t .:.. 1 .:., c q tJ i -:. i t i on ·:: .• 
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In developing an assistance program, determination of 

e-1 i g i b i 1 it::··· cr· iter i .;.. fc•r pr·ogr·.;..m benefit~. need·:. to be done 

car·efu 11 >'. In •:)rder· for· -~- f-~.rm tc• be eligible for· 

ass1stance in this analysis i t i ~- r e q 'J i r· e d t h ~- t , f o 1 1 01 .. •,1 i n g 

an interest subsidy, a TRI of $15,000 must be provided for 

family 1 iving expenses from all after a 11 other· 

cash commitments are met 

This. •.•iabilit>' r·equir·ement 

<includir11;:;~ interest payments). 

is. imposed because there is 

little justification for spending federal money on farms 

'-"'h i c h ..... ) i 1 1 never become self-supporting as a result of 

f i n.:..nc i .:..1 a·:.:.i stance. 

Volume and cost of inter·e~.t r·.~.te ~-ut·~-idies. C•:)Uld 1 ikeJ;,·· 

be r·educed if private banKs or 

required to refer al J accounts to the program and match part 

of the interest subsidy. A participation requirement should 

decrease abuse of the system by inducing the private sector 

to screen out accounts which do not need assistance. 

A·:. -~.n index to compare costs of proposed programs, 

government payments to Oklahoma farmers have ranged from 

approximately $35 mi 11 ion in 1980 to $365 mi 11 ion 

(USDA, Se-ptember·, 1984). 

Impact of Inte-re-st Rate Subsidies on the 

Distribution of Oklahoma Farmers 

in Various TRI Categories 

Interest rate subsidies are often cited as an obvious 

method to assist financially troubled farmers. T.:..tde III 
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rate subsidies and debt wri te-offs on distributions of 

operators and debt in •Jar· i ou-:. TRI and D/A categories. 

'·.).:..r·iou·:. -:.ub·:.idie-:. ar·e applied to the debt c•f e.~.·:h indi•,Jidu.:..l 

far·m .:..nd then in distributions of farms in 

•.Jar i c•us TRI categor·ies ar·e identified. Th i s an a 1 :>..--:. i :. 

examines the effect of various interest rate subsidies and 

debt write-offs in moving operators which are in non-viable 

TRI categories below $15,000 to viable TRI categories above 

The percent of OKlahoma farms column in Table 

the percentage of OKlahoma farms which fal 1 in ~- TRI 

category below $15,000. The of debt control led by 

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

The value of uncollectible debt column 1 ists an estimate of 

uncollectible OKlahoma debt if .a l 1 the farms with a TRI 

below $15,000 were forced to 1 iquidate. 

T h e f i r· s t 1 i n e 1 i s t s e ·:. t i m .:.. t e ·:. C• f p e r· c e n t of 0 k 1 .~. h om a 

farms, debt held by these farms and the potential volume of 

'Jncc•i lectible debt fc)i lowing J iquid.~.tion for· .;:.. "do nc•thir"~" 

·:.tr·.:..tegy. 

subsidy levels and debt wri te-offs on the per·cen t •::.f 

operators, debts and assets in TRI categories below $15,000 

following a one time subsidy and/or debt write-off. The 

percentages 1n Table III do not include farms with greater 

than $15,000 TRI before an interest rate subsidy or write-

these farms are able 



Sub·:. i d:~' 
Opt i c•n 

TABLE III 

:;:;ut···lf·'1Af':'·( OF I NTEPE:::;T RATE :;:;UBS I DIE:::; AND DEBT 
1, • .,1 R I TED Ol.•.JI'·l 0 PT I ot··.J :3 ON 0 ~(LA H 01"1A FA Rt···1 S 

Per· cent 
C•f OK 

Per·cent 

·=·f [1~:: 

1·.).:;., l u e of 1·).:.. 1 u e 
C•f Debt 
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( IP or· l,J0)./1 Far-ms .. /2 Debt .. /:3 
Un c c•l l e c t i b l e 

Debt ( :.';) ....... 4 klr it ten Off...-·'5 

De• noth i ng ·':!·~ 
.i...'-' . 24 1 ,-, 7 . 1 <= 

·-' ·$299 ~··1 ( C' 

·-' . :3) 
·-:·• .... ·-····· I p 27 . 91 1 6 . .-.. -. 7 ·=-· •$2:3(1 f''l ( 4 . 1 ) 
6~-·~ I F.: 2·~· . 42 '7' . 44 •$ .-.. -. 

·=-·=.t 1'·1 ( 1 . 5) 
,-, •... I F~ 2·~· (12 :3 :31 ·$ C•·-· t·'1 ( 1 5) ·=······ . . ._ .. ,:. . 
1 1 ~~; I R . .., .c:' 5:3 6 .::.2 ·$. 31 f''l ( 0 6) k..·-' . . . 
1 4~--~ I p 24 . '7'2 5 . ,-,.-, ·=•c• ·$ 31 i''l ( (1 . 6) 
6~--~ I R and 
25~---~ 1,.,)0 2·!· . ~:1 :=: ·=· ·-· . 31 ·$· :::~: t·'1 ( 1 5) ·;t;.:3:3 . :::: t···1 
·=··...-·-····· I F.: .:..nd 
25 ... · 1;_1(1 2.::. 0:::: .-. :31 ·$. ·=··':J t·'1 ( 1 5) ·$.:::::=: .-, t···l .···• . ·=· . ·-··-· . . .:.· 

1/ Interest Pate Subsidy <IR>; Principal Write-off <WO> 
2/ Percent of Oklahoma farms with a TPI i $15,000 
~/Percent of Oklahoma farm debt held by farmers with a TPI 
i ·$15,(100 
4., .. ·· Doll.:..r· :.hc·r·tfall re:.ul ting fr·c•m a tc•tal liquidation c•f 
Oklahoma farm operators with a TRI i $15,000, in mill ions of 
dollars. The percent of total Oklahoma farm debt which this 
figure represents is given in parenthesis. The 60% residual 
'...'.alue fc•r· l i qui d.:.. ted .:;..:.:.e t-:. 1,.. • .ta-:. u-:.ed to reduce 1 i .:..b i l i ty 
le• . .Jel befc•r·e the -:.t-JI::.r·tf.all vJ.a·:. tc•t.:..lled. 
5/Total dol Jar volume of debt written-off. 
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including interest and make a f .::..m i 1 :;.·· i ..... i ng 

allowance of $15,000. 

Table IV gives actual distributions of Oklahoma farm 

operators by NCFI, TRI and D/A ratio found by the Oklahoma 

Far·m Finance ~;•J r· ~}e)-·· • Table V gives the percentage 

distribution of farms in each TRI category after the various 

subsidy or write-off is applied. 

Interpretations and Recommendations 

Th i s. an a 1 ys i ·:. illustrates that although numbers of farms 

ass i ·:.ted is relative]~...- smal i in per·cen tage terms., 

uncollectible debt losses and levels of debt in categories 

below $15,000 is impacted extensively bv the subsidies. 

This indicates that debt servicing problems in Oklahoma are 

concentrated on a few farms. The ·:.m.::..l 1 number· of f .ar·ms 

moved into viable TRI categories may indicate that interest 

rate subsidies themselves cannot provide the total financial 

r·e 1 i ef that many f.:..r·mer·s. need. 

Over 92 percent of Oklahoma farms with TRI below $15,000 

are also in the gross farm income category below $100,000. 

These farms comprise 25 percent of al 1 Oklahoma farms. On i :;.-· 

$100,000 and also receive less than $15,000 TRI. Ana 1 ::.-s. i ·:. 

provided later on U.S. data shows a very smal 1 percentage of 

operators unable to meet debt service obligations have sales 

flow and unserviceable debt problems exist mainly, possibly 



TABLE I'·.) 

D I ::nR I BUT I ON OF OI<LAHOt···1A FAF:t···l CIF'ERAT IONS 
s·y D .. ...-"A RATIO, hiCFI AND TRI 

t--.ICFI 
Ca tegc•r·-:.-

i •$0 
$·1 - ·$·14' '?99 
$15,000 - $29,999 
2. •$3(1 '0 01~1 

All 

TF:I 
Categc•r·::.' 

~ ·$·0 
•$1 - •$1 4 
·$·1 <::" _, ' £n30 
$30 ,000 

''?'71171 
- ·$2'7' 
- $4'7' 

2:. ·$50 ,00(1 

Ai 1 

' 
~"7'-7'9 

' 999 

No 
Debt 

8. 14 
.-..-. ..1'-.:.a. ~·2 

~ .• :31 
·5 . 15 

44.52 

2. 1 6 
1 ~. .;:, . 7'? 
1 0 . 30 

7 • 81 
1 (1 . 47 

44.52 

Deb t . ...-·"Asse t Rat i r:l 

<0 .4 (1 . 4-€1 . 7 > [1 . 7 

7.64 2 ·-··-=-• • ;) ._s 
.-. ..:.. 16 

1 ·-=· ~·. 7~· 
.-. .· .. 
~. ·~·~ 

.-. ..:.. 16 
4 • '7':=: 1 • '?'7' 1 .83 
r-. o. .!.4 4 .49 2. :=:2 

35,135 1 1 .4t. 8. 97 

1 . :33 1 • (1 (1 1 . (1(1 

7 . :3 i 1 . 1 6 . 5(1 
t. . .~.4 1 . 0 (1 1 . 1 (~• 
6 . '?:3 ..., 

...... • $11? .-. 
·=· . 1 6 

1 2 -,.r-. <::" :32 ·-=· 1 6 . •. 7 ·-' . ·-· 
35. (15 11 • 4.£ 8 I '7'7 

Al 1 

213 .27 
42.52 
15. 12 
·-:··-=· ""- .._ . 09 

1 €10 0 [1 

<::" 

~· 
4·=· ·-· 

22 . 76 
1 '7' 1 0 
2~3 • '?:3 
:31 . 7:3 

1€1(1,(10 



TABLE 1·) 

D I STR I BUT I ON OF OKLAHot·-lA FARt···l OPEF.:AT I ON~; B'··( D.,...·A 
RATI 0 AND TRI FOLLOkllt'-·lG INTEREST F.:ATE 

SUBSIDIES OR DEBT WRITEOFF 

TRI 
Cateqor-Y 

i. ·$(1 

•$1 - •$1 4' 999 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$50 ' 0 0 (1 

All 

i. ·$0 
'$1 - '$14,999 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$·513 '000 

AlI 

< '$13 
•$ 1 - •$ 1 4 ' '7"7"? 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$5(1 '00 (1 

All 

'j -· 

6 

,-, 
•::0 

1 1 ~-·: 

< ·$0 

·$ i - '$1 4' 999 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$50 '(1 (1 (1 

Al 1 

~ ... ; 

. ·' .. ··• 

.,. 
·"'• 

No 
Det•t 

Inter-est 
2. 1 6 

1 .-, .:;, . 7'? 
1 0 . 30 

7 • :31 
1 (1 . 47 

44 . C'·-· ._1..::,. 

In ter-e·:.t 
.-, 
..:. . 1 ~. 

1 ~ . . :J • 79 
1 (1 • 3€1 

7 . :31 
1 0 . 47 

44 . ~·-· ._..::,. 

In ter·e-:.t 
.-, 
..:. . 1 .:::. 

1 :3 . 7'7• 
1 (1 . 3€1 

7 . 91 
1 13 47 

44 . 52 

I n ter·est 
2 . 1 .~. 

1 3 . 7'7' 
1 (1 . :30 

7 . :31 
1 I) . 4" ,. 

44.52 

<0 . 4 

Rate 
1 . 1 6 
7 . 48 
1:' 
.J. 

,-,,-, 
'J't=l 

7. 1 4 
1 ·:· ·-·. 2'7' 

.-.t:' 
·=··-' . 05 

R.a te 
1 . 1 6 
6 . '?8 
C' _,. :=:1 
7 . 1 4 

1 .-, ·=· . '?5 

.-.c 135 ~-' . 
R.:.. te 

1 . 1::1 (1 
..::, ·- ,-,,-, 

7•:=t 

4 . 66 
6 .64 

1 4 . 45 

.-.c::' 

..:1._1 . 1::15 

Rate . :=::::: 
6 . '7'8 
c:' 

·-' . 4,-, Co 
7 . 31 

1 4 . 4"" ·-' 

:=:5.~35 

0 . 4-0 . 7 )(1 . 7 

Sub·:.i d:~·· 
. ;=::=: 1 . (10 

1 . .-, .-, .:,.;a . 1 7 
ta6 1 . .-,.-, ._:,._:, 

·"') 
.i....• 

4,-, 
7 

.-, ..:. . 4'? 
1~1 . 1 1:' _, ·:I -· . '7''? 

1 1 . 4"' ·-· C• 97 ,_, . 
Sub·:.i .jy 

• 50 .~ .. ~ . 
1 . 1 6 • 0 (1 

. .~ . .!. 1 . :3:3 
~. ,,.-, 1 ,-,.-, 
..:. • ·=·..:::. .o~ 

,!:. . 31 1:' 

·-' . 1 C' 

·-' 

1 1 . 4"' ,_, :=:. '7'7 

Subsi ,j;,·· 
. 5t1 . 5€1 

1 • ~j (1 1 
.., . ... 

7:3 1 .-, . . ,:. 

2.:33 1 . 66 
.~. . :31 1:' 

·-' . '?:=: 

1 i . 4.~. ,-, C• . '7'7 

:3ub-:. i d)'•' 

. 50 . ·:··-=-._ .. _, 

8:3 1 
.., . . o' . 1!1~1 . ,-,.-, C•·.=a 

1 . 17''71 1 . 1 l~l 
7 . 4C• ·-· 6 . 4E: 

11 • 46 

47 

Al 1 

5 . 1 1:' -· 22 . ?.S 
1 ,-, 0 . .-...., .,;:..-

1 '? . ·~3 
.-..-. ·=··=-. :=:·7• 

1 (1(1 . (1 (1 

4 . 4'7' 
21 . 9:::: 
1 7 '7'4 
1 9 . 6€1 
.-,C' 
·=•·.J . .-..-. ·=•c• 

1 00 . (1 (1 

4 . 1 1:' _, 
21 . '?~: 
1 ·-:1 21 .i.... . 
1 8 . 44 
:37 . 71 

1 (11) . 1::10 

·-=· 
,-,.-. -· . o..::. 

21 . 76 
1 7 . 2:=: 
1 ,-, ·=- . 27 
:3::: . ,-.-, 0( 



TABLE V (continued) 

TRI 
c~. t e qor / 

14 ;.-: 
< ·$·0 
·$1 - ·$14' '?'?9 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$·50' 0(1(1 

All 

In 

1 
1 

i 

l'·lo 
Debt 

tere:.t 
.-. ..::. . 1 .!· 
.-. 
.:;. . 7'? 
0 . 3~3 
7 . 81 
0 . 47 

44.52 

Deb t./A:.·:.e t Ratio 

<~3. 4 ~3 . 4-0 . 7 

R~. te !3u b·:. i dy 
,-,.-, 1 7 .-,.-, . ·=- .;. • . . .:;.,:. 

6 . 48 1 . 0€1 . 1 7 
C' .-,.-. •• ;S.;S 50 ·-' . ~£ . 
7 . 4f: 1 • :3:3 1 . .-,.-. . .: .. .,:. 

1 4 . 95 7 . 81 .::. . .~.4 
35 I €15 11 . 46 

25% Debt Write-off and 6% Interest Rate Subsidy 
i •$0 
•$1 - •$14' 9'?9 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$50,000 

All 

2. 1·5 
1 :3 • 7S.' 

7.:31 
10.47 

44.52 

25% Debt Write-off and 
i ·$.(1 
·$1 - •$1 4' 999 
$15,000 - $29,999 
$30,000 - $49,999 
2. ·$50 ' ~3 ~3 (1 

All 

1 :=:I 7'? 

7.:31 
10.47 

44.52 

1.~3(1 

6. '7':3 
5. ·:.=·:3 
6.:31 

14. 2$' 

:35 I 05 

1 • 0 ~3 

2.:3:3 

11 . 4.:::. 

8~·~ I n t e r· e =· t R a t e 
1 • 00 . 50 
6.9:3 1.00 

7.31 1.83 
14.45 7.3i 

:35.05 11 . 46 

.00 
L .i. 

I 1-1'-.1 

1. 99 

,-, .-....., 
0. 7 { 

:3•Jb:. i d::or· 
. 5€1. 
• 1 7 

1 • 66 

:::I '7'7 

48 

All 

.-, 

.:;. . 4'? 
21 . 4.-, .:;, 

1 £. ·-· . 7E: 
1 !3. 44 
:;:·:.;· • :=:7 

4.::::2 
21.76 
17.77 
1:3. '?4 
::::7 I 21 

4. 15 

1 7. 11 
1::::.60 
::::s I 21 
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by "choice" on part-time~ non-commercial farming operations. 

Interest Rate Subsidies Needed to Correct 

Debt Service Shortfalls 

This an.:.. I :~'-:.i -:. i -:. .appr·c .. ached r •• ,Ji th a ·:.1 i 9htl y di ffer·ent 

per··:.pe•: t i • . ..'e th.an the precedin9 analysis. 1..-Jher·e.as the 

precedin9 analysis examined impacts of a certain subsidy or 

write-off on distributions of farms, assets and debts in 

non-viable TRI categories, the following analysis determines 

levels of subsidies by sales or TRI and D/A cate9ory needed 

to cc•rr·ec t interest and principal payment shortfal Is of 

stressed operators. 

United States Data 

Table '·..JI, usin9 data from the USDA 1'7'85 FCRS survey, 

9ives detailed information on cash balance le• . ..'el·:., inter·est 

rate subsidies and other information concerning U.S. farms 

by sales and D/A ratio. The interest shortfall percent and 

pr·incipal -:.hor· tf.a 11 per·cent ines are the percent of the 

interest and principal payments respectively which are not 

paid by the avera9e farm. Principal payments are assumed to 

be 8.6 percent of tota.l debt. The .:..•v• e r a9e i n t e r· e =· t r· a. t e 

charged in each cate9ory is that used in each cate9ory in 

the FCRS survey as reported in AlB #4'7'5<USDA, .Ju l ::·', 1 "?::::5). 

A negative cash balance indicates the amount of debt service 

which is not paid by an avera9e farm in each category. 

Positive casn balances indicate all debt service is paid and 
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TAE:LE '-. ...'! * 

PEF.: FARr-1 H-HEF.:E:=;T At··.JD PR H-·lC I F'AL :3HORTFALLS 8'( 
TOTAL SALES AND D/A CATEGORY (U.S.) 

D .. /A Rat i eo ~L4 to (1.7 

Total Sales Category l $500,000 

Pe r·•: en t c•f F.:o.r·rns 
Number of Farms 

Gross Farm Income 
Government Payments 
Off-Farm Income 
I n come from a 1 1 
:::;,:ru r- c e -:. 
Farm Expenses excl. 
In ter·e~.t 
Family Living Allow. 
Total Cash Avai 1. 
for· Debt Ser•.J ice 

In ter·est Payment 
Principal Payment 
Ca·:.h Balance 

In ter·e~.t :=;h•:•r· tfa 11 
Interest Shortfal I % 
Principal Shortfal 1 % 

Interest Rate Reduc
tic•n Req1Jir·ed 

Total A~.·:.ets 
Tc•t.:o.l Li.::..bil itie~. 

%of Farms with < 
·$.~3 Ca~.h E:.::..l .:..nee 

.-.. -. 
• ..:•o 

t.41 7 

·$·1 '€152' 746 
•$ 36' 353 

·$. 9, 1 7t: 

·$ :=::36' 317 
·$ 15.~:wo 

$119,~)51 

•$ 85, (175 
$- 7' 16.::. 

.16 
2611 

$1 '1.:.~:' 9.~.5 
·$ so, s·:;:·6 
·$. 5, ~:~:t1 

·$·1 '219 ~ :391 

·$·91 9 ~ 49'7' 
·$ 15,[1lH) 

·$121 ,006 
·$·10:=:, 455 

·$. (1 

0;·~ 

0/~ 

(1; .. ·: 

> 1 . 0 

• 11 
1:327 

·$1 ~455,37£1 

'*· 55!' 1 1 8 
·$ 27, '7'(5:3 

·$·1 '53E:' 411 

·$. i , 2:=:0 ~ 246 
·$ 15,000 

•$ 243' 165 

·$ 20 1 ''?:39 
·$ 205.607 
·$.-164 ~ 431 

·$ 0 
€1:..-: 

!3(i~...; 

0:.··: 

$1 ~4:35,297 $1,516,403 
$1 ~202~968 $2,390,776 

24~···~ 



TABLE '· . ...'I (continue"j) 

D./A Ratio (1,4 to 13.7 0.7 to 1.0 

Total Sales Category $250,000 to $499~999 

Percent of Farms 
t··.Jumbe r· of Farm-:. 

Gross Farm Income 
Government Payments 
Off-Far·m I nc•:•meo 
Income fr·c•m a. I 1 
::k•u r c e -:. 
F.:..rm Expen·:;e-:. exc l • 
Intere-:.t 
Family Living Allow. 
Total Cash Avai 1. 
for· Debt :::er·•...o i ceo 

I n t e r· e :. t P .;:.. ;~·m eo n t 
Principal Payment 
C.:.. ·:.h B.a 1 an c e 

In ter·e·:.t :::hor· tfa 11 
Interest Shortfall X 
Principal Shortfall X 

Inte-rest Rate Reduc
tic.n RP.quir·ed 

Tc•t.a 1 A·=-se ts 
Total Liabilities 

X of Farms with i 
·;t(1 C.:.. ·:.h 8.:..1 an •: e 

16184 

$310,423 
'$ 2:3 ,0'717 
·$ 6, 17°7'7 

·$340 ~51 7 

·$ 15,0(Hj 

$- 9,300 

"*82.!.' 3~:·? 
·$43::: '622 

. :37 
6ii:3 

·:t31 ·:;-' 54'7' 
·$ 17,50S 
·$ 4, (148 

·$341 '105 

$261 ~ 740 
•$ 15,00~3 

·$ 54,621 

'*· 4 7, 59·~· 

$ 0 
(1;.-~ 

0~-··~ 

•$686' 191 

51 

> 1 • 0 

.24 
3"7'93 

•$2:37 '01 4 
$ 17' :301 
'*· 15,570 

'*·236 ~ 002 
·;t:. 15,000 

·$ 48 ~ 912 
$ 4 :=: , .::::11~1 7 
·$-28' 1 '7'6 

•$411 '779 
•$565' 901 



TABLE VI (continued) 

Total Sales Category 

Percent of Farms 
t···l•Jmbe r of F ar·ms 

Gross Farm Income 
Government Payments 
Off-F.:..r·m I n•:c•me 
I n c om e f r· om .:., 1 1 
:=; CtiJ r· .: e -:. 
Farm Expenses excl. 
Inter·e-:.t 
Family Living Allow 
Total Cash Avai 1. 
for· Debt :::;er·•.,.o ice 

I n t e r· est P ayme n t 
Pr· inc i pa 1 Payment 
Ca-:.h Balance 

Inter·e-:.t :3hcor·tfa.ll 
Interest Shortfall % 
Pr· inc i p.:..l Shor· tfa 1 1 ~.': 

Interest Rate Reduc
tion F:equ i r·ed 

Tcot.:..i Assets 
Tcot.:r.1 Li.:..bilities 

%of Farms with i 
·$0 Ca ·:.h B.:r.l a.n c e 

0.4 to 0.7 

2.84 

·$144, E:65 
·$ 10,515 
'*· E:,t15E: 

·$111,411 
·$ 15,0~:::113 

·$ 37' 027 

·$ 2'?' 1 40 
'*· 23, ~:52 
·$-15' 465 

$ 

·$515' 204 

57~···~ 

1 • 0 5 

·:~:- 1 ~3 '45t1 
·:~:- :3.044 

'*·155' 722 

·$116,417 
$ 15.~:w~3 

·$ :33 ~53'? 
·:;. 2'?, 545 
·$-:38' 779 

$427' 61 (1 

'*·343' 546 

71 ~ .. ·; 

> 1 • t1 

1 0 '3'7'1 

'$1 30 '85'7' 
'*· 1 6' 3':;:'.::;. 
•$ 4, i 56 

'*·151,411 

'*·117,400 
·$ 15.~3~:::10 

'*· 34' 2'?2 
·t ::::0 , 434 
·$-45' 715 

$25€1 ''7'53 
'*·:353' :=::::t, 



TABLE'.)! (cc•ntinued) 

D/A R.:o. t i c• 

Total ~ales Category 

Per· cent of F ar·m:. 
Number· •:Of Farm:. 

Gross Farm Income 
Government Payments 
Off-F.:o.r·m Incc•me 
I n come f r •:om a 1 l 
::;;,::our· c e -:. 
Farm Expenses excl. 
Inter·e:.t 
Family Living Allo. 
Total Cash Avai 1. 
f•:•r· Debt :::;er·• . ..o ice 

In tere·:.t Payment 
Principal Payment 
C.:o.:.h Balance 

Interest Shortfal 1 
Interest Shortfall X 
Principal Shortfall X 

Interest Rate Reduc
tion Requir·ed 

Tota.l A:.sets 
Tc•tal Li.:o.bi 1 i tie·:. 

X of Farms with i 
·$-13 C.:o. ·:.h E:.:o. 1 .:o.n c e 

t1.7 to 1.(1 

$40,000 to $99,999 

::::.07 
51,285 

•$ 5' .549 

·$. 5:=: '5t.4 
·$ 15,13(H3 

·$. 3' (173 

$ 16,022 
$ 1 2, '7'4t: 

·$ 1 2' '7'4'7' 

1 t10:-··: 

:3 • . ~.; .. ·~ 

-~2~32' 566 
·$150 '557 

1 • 1 1 
1:3' 450 

•$ 56·, 7:35 
·$ 6' :345 
·$. 7, 464 

·$. 55' 5(1 :.:: 
·$ 15,t1130 

441 

·:f;. 1 6' :::::37 
·$. 17,202 

·$ 1 .:::;. '396 .-. ..., •... 
7 l .~·. 

85~--~ 

*Based on the USDA, 19:35 FCRS data. 

> 1 • 0 

13' '7'82 

·$. C" ' ~:::17:=: ._IC• 
' $ '5 ' 

.::: .. :54 
·$ q .. , :::::::::.:: 

·$ --=-·-· {.J:., 

' 
~~175 

·$ 61 '1~14:3 
·$ 1 C" 

·-' , 1~1 (1 13 

·$. 15,1357 
1 t1 1::1:-·: 
1 ~::11~1 ; .. ·: 

7. ?~-< 

·$14:3' 610 
·$·1 '7'6' 261 
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income is avai Jable for increasing fami Jy 1 iving or for 

·= .ap i t .:.. 1 T.:..ble i. . ..JII i ·: .. :.. ·:.ummar·::.·· of potentia 1 

interest rate subsidy costs necessary to meet the interest 

p .:._yme n t ·:. of u.s. pr·c•ducer·s. in various sales and D/A 

ca tegc•r· i e·: .• 

Table l...)l using data from the USDA 1985 FCRS 

·:.ur·ve;v, that incidence of i nabi 1 i ty tc• meet interest 

payments is not found, on the average, on farms with cash 

s .. :..Jes greater than $250,000 <USDA, July, 1'7'85). The 

inter·es.t ·:.hc•r·tfall line is. the dc<ll2<.r· .:..mc•unt of inter·es.t nc•t 

paid. 

On i :;.' 1 • 1 7 per· ceo n t of a 1 1 U. ::;; • farms have sales between 

$100,000 and $250,000 and are- unable to meet the-ir· interest 

payments. (USDA, .Jul::. .. , 1'7'85). This number (1.17) is the s.J.Jm 

of the products which ~,.,.Jer·e calculated b .... ··' multipb'ing the 

percent of operators in each category by the perce-nt of 

farms with zero or negative cash balances. As is shc•t ... m bY 

T.at•l e I. . ...' I .and Table VII, depending on D/A category, a 2.7 to 

4. 3 per· cent i n t e r· est r .;.. t e ·:.J.J bs. i d::·' cost i n 9 ·~321. 2 m i 1 1 i Ctr1 i s. 

neede-d by the farms in the ·~100,0(H3 to $250,000 sales 

cate<;~ory to meet their interest obi igations. An .:..• . .Jer·age 

subsidy of $11,480 would be paid to each of the farms in 

this cate<;~ory. Average per farm direct government payme-nts 

for this category was $13,084 and avera<;~eo farm size in .acres 

1,.•,1-E<.S. 1 , 431 in 1 ';T'84, r·k•te that .after both direct gove-rnment 

p.a::.'ments .;..nd .an interes.t subsid::.·· totaling ·$·24,564, nc• incc•me 

r· e-m a i n ·:. t •:• p .ay .:..n ::··· p r· i n c i p .:..1 •::<b 1 i <;~.at i on s.. Thus., no p r· c";;,r· eo ·:;s 
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TABLE \.)l I 

::;;ut···1t,·1AFt( OF F'OTH.JT I AL Co::;;T::;; OF At··.J I t·,JTEF.:E:::;T 
F.:ATE SUBSIDY FOR U.S. FARM F'F.:ODUCERS* 

De-b t .... ·'A-;.-;.e- t F<:a. t i o :3a 1 e- -;. 
Cat e- qc•r· y (1 • 4-IZ1 • 7 I) . 7-1 . IZ1 > 1 . IZ1 ALL 

2. ·:1:-5(1 (1 '(10 (1 
$250,000 to $499,999 
$100,000 to $249,999 
$40,000 to $99,999 

Tot .:r.l 

(1 • 0 
0 • (1 

IL (1 

·$6.:54. 1 

Ave-rage Subsidy F'e-r Farm 

CMil lions of Dollars) 

(1 , I) 

0. 0 
·:1:·162.4 
·:~:.:302. 5 

(1,1Z1 1::1.0 
1),1) 1L0 

·$15E:.:3 ·$ 321.2 
·t2 HL 5 ·$11 77. 1 

*Calculate-d by multiplying the ave-rage inte-re-st subsidy pe-r 
farm in Table VI by the- numbe-r of farms in that cate-gory. 



is being made by these operators in reducing their future 

Slightly more farms in to $100,000 sales 

category require assistance. Only 3.7 percent of all farms 

have sales in this category and cannot pay their interest 

obi igations. These operators need a 7.7 to 8.6 percent 

interest subsidy costing $1.177 bill ion. Note that an 8.6 

percent sub·:.i d>' i -:;. e qua 1 t •::. the i n t ere-:;. t rate t h.:.. t the U:3DA 

estimates these operators are paying. The average per farm 

subsidy payment would be $14,061. As a comparison, average 

per farm direct government payments were $5,487 and the 

average farm size was 1,007 acres in 1984. Note that after 

these subsidies, these operators are unable 

reduction in principal obi igations and many are unable to 

even pay al 1 of their other operating expenses. Ther·efore, 

th i ·:. in ter·est sub-:. i d::··· does 1 itt 1 e to ·:.t.:..b i 1 i ze the f i nanc i .:..1 

condition of these operators. It -:.impl>' rel ie•...'e-:. pre·:.·:.ur·e 

u n t i 1 t h e n e x t i n t e r· e s t p a ym en t m u s t be m a ,j e • 

The tc•tal inter·est r·ate -:.ub-:.id:~- needed fc•r· .:..11 U.S;. f.:..r·m-:. 

with sales above $40,000 to meet their interest payments in 

the level of interest shortfalls possibly faced by lenders. 

pr·incip.:..l payment shortfalls are much more 

prevalent than are interest payment shortfalls. 

Subsidies were not figured for farms with sales below 

they are not widely considered to be 

commercial farms. On the average, al 1 U.S. farms in al 1 D/A 
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categories with sales below $40,000 were unable to pay total 

production expenses let alone pay debt service requirements. 

Of all U.S. farms, 1.1 percent have sales above $250,000 

and are unable to meet al 1 c•f their pr·incip.:..l obligation-:. 

<Table VI>. Another 2.8 percent of all farms have sales of 

$100,000 to $250,000 and are unable to meet their principal 

obligations. A maximum of 3.73 percent of all farms have 

sales between $40,000 and $99,999 and are unable to maKe any 

principal payments on their 1 o.:..n ·: .. On the average, +arms 

with sales between $40,000 and $250,000 are not making 

fin.:..ncia.l progress because they are unable to pay 100 

payments. Therefore, the financial condition of these farms 

is worsening as unpaid interest increases principal balances 

for the next payment period. 

Table • .. )III pr·c•• . .Jides a summ.cc.r·>' c•f the dollar amount of 

(both pr·incipal and i nter·e-:.t) ·:.hor·tf.:..ll·:. •::.n 

U.S. farms. The percent of total column gives the percent 

of tot.:..! debt service which could not be paid by the 

operator. Table IX provides a summary of the dollar amounts 

of debt which need to be written off to enable U.S. farmers 

to maKe al 1 of their debt service payments. The percent of 

i =· the percent of total debt on the auer·a.ge 

farm in that category which would need to be written off to 

enable the farm operator to pa:y· pr· inc i pa 1 and in ter·e-:.t 

t··.Jo t e that percentage shortfalls i ncr·e.a..-:.e 

tremendously as sales category decreases and D/A increases. 



TABLE t)I I I 

SUMI"1ARY OF TOTAL DEBT SERI....J ICE SHORTFALLS ON 
U.S . FAR1"1S BY D/A RAT I D AND SALES /1 

58 

Saies 0.4 to 0.7 0 7 . ' to 1.0 > 1.0 
Ca tegor·y 

> •$500~000 
$250~000 -

·:a-499' '7'99 
•$100 ~000 -

•$249 ~ 999 
$ 40~000 -

•$ 9'7'' 999 

Total 
Shrtfl/2 

$ 7 ~ 166 

$ $'~300 

$15,465 

$25 ~ 8'7'7 

'/ 
.-'. of Total 

Total/3 Shr· tf l 
(Dollars. 

4/. 

1 (1:..-: $37,852 

30~-~ •$38' 77'7' 

~·o···· o .. /. $33' 5'?8 

1/Based on the USDA, 1985 FCRS data. 

., . 
/, of Total X of 
Total Shr tf l Total 

per farm) 

•$164 ~ 431 40~ ... ~ 

.... ..., ... $ 28' 196 2Q'/ .;:,; /, ' .... 

61/. •$ 45~715 71 ;-~ 

'7'9/~ $ 31 ''7'35 1 ~3 0~-~ 

2/Dollars of debt service (principal and interest) not paid 
by a particular farm operation. 
3/Percentage of the total debt service payment which is not 
paid. 



::=:a. 1 e =· 
Cat e ·~~~:.r y 

TABLE r:~< 

PRINCIPAL WRITEDOWN REQUIRED SO ALL DEBT 
SER1-.) ICE Ol'·l U. :::; • FARt-·1:::; CAt"--l BE PAID 

BY D ... ··'A RATI 0 AND t:ALES; 

< (1 • 4 0 .4 tc• 0.7 
Dol 1 ar ~.~~ .::.f D•:t 1 1 .:..r· '/ .... of Dol 

>O, 
1 .ar 

~·Jr t dwn Debt 1 ..... tr·tdvm Debt l..o..lr·tdt.<m 

> ·$-50~3 '~300 
$250, (H30 -

•$-4'?'?' '?99 
$10(1 '~300 -

·$134 '880 

(Dollars per farm)* 

*These values were calculated by dividing the dollar 
shor· tfa 11 in Ta.bl e \.)I I I t•::··· the in ter·e·:.t r·a te p lu·:. the 
principal repayment rate. 

.., 
... 

.,. . ... C•f 
Debt 



United States data were only avai I able sorted by total 

sales category and D/A ratio. When the Oklahoma data were 

sorted by total sales and D/A ratio, average cash balance 

levels in each sales and D/A category were· high enough that 

no interest payment shortfal Is were detected. I t i -=· 

therefore expected that sorting USDA data by TRI would 

identify more operators in need of asststance. 

Oklahoma data by TRI category was necessary to find any 

group of farms which had negative average cash balances and 

were therefore unable to meet their· interest payments in 

1985. 

percent and principal 

.:._-:.-:.umed. 

repayment rate of 8.6 percent is 

When the Oklahoma survey was sorted by TRI, the average 

subsidy needed by farms with negative TRI was $35,160 (Table 

X). The total subsidy needed to meet interest payments for 

these farms with negative or zero TRI was $83.1 mill ion. 

Table XI gives a summary of these potential subsidy costs. 

This represents nearly 100 percent of all interest paid by 

these farms. This category contains 3.3 percent of Oklahoma 

f .:..r·ms. Average direct government payments to these farms 

was $3,376 in 1985. 

It should be noted from Table X that the farmers in the 

TRI categories below $0 are, after the interest s.I.Jt•-:.idies 

averaging $35,160 per farm, unable to provide for family 

iving requirements and pay al 1 other farm expenses. E•...ren 



TABLE _::{ 

HHERE:=:T AND PF.:INCI F'AL SHOF.:TFALLE: E:\' 
TF.: I Ar-m D./A CATEI30F<:""·( ( Df<) 

D./A R.:.. tic' (0.4 

Total Residual Income Category i $0 

Per·cent c,f F.~r·m·:. 

Number· ,:;f F ar·m-:. 

13ross Farm Income 
Government Payments 
Off-Farm I ncc,me 
I n c 1:Jm e f r ,:;m a l l 
:::our· c e -=· 
Farm Expenses excl. 
In ter·e-:.t 
Family Living Allow. 
Total Cash Avai 1. 
for· Debt Ser·vi,:e 

In t e r· e -;:. t P .a;~··me n t 
Principal Payment 
i_:.:..sh 8.::'1.1 .ance 

In t e r· e -:. t :3r11x· t f ~- 1 1 
Interest Shortfal 1 X 
Principal Shortfal 1 X 

Interest Rate Reduc
t i ':'n F.:equ i r·ed 

Tc,t."'.l A-:.set·:. 
T c' t ·"'· 1 L i -:'l.b i 1 i t i e -:. 

1 .-,.-. •. ,: • ..:1 

'7'44 

•$120 '360 

"*· 3' 462 
"*· '7', 13'7'0 

•$1 :32 ~ '7'12 

•$1 41 ' 58.:::. 
·$ 15,1:::100 

·$-23' 674 

·$ 15,'7'76 
•$ 11 , 44'7' 

1 (113 : . .-; 
1 o o:.··: 

1 .-.•... .::.. .. ··• 

·:s::n 7, 426 
"$·133' 1:35 

·$ 
·$ 

"*· 

"*· 

"*· $ 

1 • (113 
710 

71 ' 0 '7'4 
7' 5€10 
c: ._1, 7H1 

:::4 '304 

:=:~~1 '45.:-:. 
15 , cn::n:::1 

·$-11 '152 

·$ 25' 810 

·$-55' 459 

·$ 25,BH1 
113 13:-··: 
1 13 1;:1 : . .-; 

·$:39~~s, 22 17' 
'*·21 5' ~3 8.~. 

61 

>0.7 

1 • CHJ 
710 

·$~:t.'7' ~ 521 
$ 5~277 

•$ 15,0013 

·$ 5,476 

•$ 75' 4'?2 
"*· 54,1(13 

·:1:--124,119 

1 1 • 1 :.-·: 

·$ 542' ::::46 
·=;. .~.29' i (12 



TABLE X (continued) 

D/'A R.:.. t i o 

Per·cen t c.-t= Farms 
t··.Jumbe r c•f F ·"'.rm-:. 

Gross Farm Income 
Government Payments 
Off -F .:..r·m Inc c•me 
I n c c•m e f r c•m .;.. 1 1 
:::;c•u r· c e -:. 
Far·rn Expenses e:>;cl. 
In ter·e-:.t 
Family Living Allow. 
Total Cash Avai 1. 
fc•r· Debt Ser·•.} ice 

Interest P.a;>'ment 
Principal Payment 
c.a-:.h 8.;..1 ance 

Interest Shortfall 
Interest Shortfall % 
Principal Shortfal 1 % 

Interest Rate Reduc
tion Requir·ed 

Tc•t.al As·:.et·:. 
T•:•t.;..l Li.;..bilitie-:. 

7 . 31 
51 ·~C' .. .J 

·:s. 1 ·:;· ~ 84.::. 
·$ '7'0:3 
·$ C' ._1, 1 .-.r:: 

7._1 

·$ .-.c:" 
L·-' l '7'4'? 

·$ 1 C' 
·-'!I '7'98 

·$ 1 c:' 

·-' l 
(1(11) 

·$ -5 l 1)49 

$ 2 l 4.:54 
·$ 1 l 

..., .... 
l OC:• 

·$- '7', 279 

·:s. 2 l 4.~.4 
1 0(1~··: 
1 0(1;.··: 

•$197ll357 
·$ 2(1 !I 5:36 

(1.4 tc• 0.7 

1 . 1.~ . 
824 

·:s. 57 l '7'25 
$ 2 

' 
241 

$ 5,457 

·$ 'c:' 62:::: C•·-' l 

·$ 46 
' 

.-.. -.. -. 
L:..C•..::. 

·$ 1 5, 000 

·$ 4 l :341 

•$ 1 3 '3(15 

'*· 
.-. 
7 l 

c-.-,r;: 
._t-=._1._} 

·$-1 8, 4'7'9 

:=: • 1 ~--·~ 

$194,516 
·$.11(1 l :376 

·:s. 
·$ 
·:s. 

·:s. 

·$· 
•$ 

·$. 

·$ 
$ 

.52 

>~3. 7 

.50 
.-,C' C' 

·=·--'·-' 

52 !I 26:=: 
207 

7,425 

5'7' !I '7'(10 

1 ,440 
15,fj0~3 

4:3 l 46(1 

49,442 
::::5,4~:3 

·$-41 ,415 

·$. 5' '7'82 
1 .-..... .&::...···. 

100~··: 

1 • 5~···~ 

·$41 2 l ~~11 5 



TABLE X (continued) 

D./A F.:.:.. t i Co <(I. 4 0.4 teo [1.7 

T Co t .:., 1 R e :. i d u .:., 1 I n c om e C a t e go r· y $. 1 5 ~ €1 [HJ t o ·$ 2 ·;:· , '? '? '? 

Percent of Farms 
Number· of Farms. 

Gross Farm Income 
Government Payments 
Off-F.:..r·m Inccome 
I n c o:)me f r· om .:o. 1 1 
:3coiJ r· c e :. 
Farm Expenses excl 
Inter·est 
Family Living Allow. 
Total Cash Avai 1. 
fcor· Debt Ser·• . ..o ice 

In ter·es.t Pa:~'men t 
Principal Payment 
Ca·:.h Balance 

Interest Shortfal 1 
Interest Shortfal 1 X 
Principal Shortfall X 

Interest Rate Reduc
tic•n F:equir·ed 

Tcot.:o.l A:.:.ets. 
Tc•h.i Li .:..bi 1 it i es. 

·~. .!·4 
471 4 

·$ . -,C' 
~.6.~ . .,: . ._, 

' ·$. 1 
' 

61 :=: -
·$ 1 7 , 1 ::::•7• 

·$. 54 
' 

4.-.. -. .c..:.• 

•$ . -.c-
..:. ,_1 ' 

'7'(1.~ . 
•$ 1 5 , 1}13 0 

'*· 1 :3 ,51 
.., 
... 

•$ 4 
' 
445 

·$ .-, 
..:as 1 8t. 

$ C" 

·-' ' 
::::86 

·$ 0 
0~·~ 
1::1 ~ .. ·; 

0~···: 

$.-,,-,,-, 
,i;.77 ' 634 

·$. ~:7 
' 

[144 

1 . I} I} 
71 [1 

·$. 24 ' 1 ..,C" 
... ._t 

·$ .-, 
.:;,r 

~ 4::::3 
•$ 1 7 , 1 513 

·$· 44 ' 
Ea3:=: 

·$ c: 
._r ' 453 

·$ 1 c: 
·..! ,000 

·$. 24 ·-rC'C' 

' ·=··-'-' 

·$ 1 ·-=· ·-·!I 547 
·$ . .-. 7 ~:1 '7' 7 l 

·$ 1 !I 0 $"7' 

·$ 13 
1}~···: 

I}~ .. ·; 

(1 ~··~ 

·$221 
' 

'7''7'4 
•$1 1 .-. ..::. 

' 
E:S:'2 

>0.7 

1 . 1 .!. 
824 

·$. 51 ' 
(1 1 4 

·$ 1 
' 
500 

·$. .-, 
.,:t , '7'43 

·$ . t:' .. ._ro ~457 

'*· 22 
' 
474 

·$ 1 5 , I} 0 0 

'*· 1 ·=· '-' ' '7':=::=: 

·$ 1 .-, 1 .;5'7' .;:.. 

' ·$ 9 l 
4.-,,-, .::.,C• 

•$ -··:· ·-· !1~·24 

·$ I) 

0~ .. ; 
3E:; .. ·~ 

(1~···: 

·$ 1 1}'7' '71 4 
•$ 1 09 ' 743 



TABLE A (continued) 

D/A Rat i C• 

Percent of Farms 
Number· c•f F ar·m-:. 

Gross Farm Income 
Government Payments 
Off-F.arm I n•:ome 
I n c om e f rom .;,. 1 1 
::;; •:•u r· •: e ·:. 
F.ar·m Expense-:. excl. 
Inter·e-:.t 
Family Living Allo. 
Total Cash Auai 1. 
for De-bt ::;:f?r·v i •:I? 

I n t e r· est P a::···me n t 
Principal Payme-nt 
c.:.. ·:.h Ba 1 .;,.n c e 

Inte-re-st Shortfall 
Interest Shortfa1 1 % 
Principal Shortfa1 1 % 

Intere-st Rate- Reduc
t i c•n Required 

Tot-:..1 Assets 
Total Liabi 1 ities 

< ~] • 4 

6 . QC• 
,f ·-· 

4'7'56 

·$ :3:3 l 2\3.!. 
•$ 2 

' 
682 

·$ 26 , :329 

'*· .::.2 l 21 7 

·$ 1 t. l 
.-. C' C' o._J._I 

$ 1 5 , ~] (:11] 

·$ :30 
' 

::::.~.0 

·$ 6 ' 1 07 
·$ 4 , :376 
•$ 1 9 l 

R...,,-, 
·- ... 7 

'*· I] 

~3 ~-·~ 

(1~ ... ~ 

·$:324 '66'7' 
"*· 5~3 's::: ·;:· 

$ 

'*· 
'*· 

'*· 
·$ 

·:;. 

'*· 
•$ 

$. 

·:;. 

-. .;;. . '7''7' 
21 'J ·-=· .i- ._. 

6'7' , 75::: 
l 
' 
855 

1 C• ..... , ~.-.. -. ... .,:..: . 
'?·~· , 351 

3~. 
' 
33(1 

1 5 , 001] 

4C' ·-' ' 
021 

1 '7' ' 
254 

1 . -. - .. ·-· 
1 i l '7'.::.:3 

(1 ; .. ·; 

$·30 1 '80 .. ,.. 
·~:.t 6(1 '451 

64 

.-. 
-='• 1 6 
2244 

·$. 48 l 841 
·:;. 2 ·~·-··-· 

' 
·.;J..:-7 

$. .-,.-, -.-.. -. 
·=··=· , ...-.~o 

·:;. :34 ·;;· 1 .-. l ·=· 

·$ 20 l 061 
•$ 1 5 l 000 

·$ 4.-. 7 l :::57 

$ 2~: ' 1 22 
·:; . 1 .::. l 571 
·:):. 1 (:1 

' 1 64 

$ 0 
0:.··: 
(1 ; ... : 

·$.206,074 
·$1'7'2 '685 



TABLE X (continued) 

{1).4 0.4 to 0.7 

Total Residual Income Category l $50,000 

Percent of Farms 
Number· of Farms 

Gross Farm Income 
Government Payments 
Off-Farm Incc•me 
I ncc•me fr·om a 1 1 
Sc••J r c e- s. 
F.:o.r·m Expe-ns.es e::·::cl. 
In ter·es.t 
Family Living Allow. 
Total Cash Avai 1. 
fc·r· Debt ~;er·•.J i •:e 

In t .:-rest P a:)'me n t 
Principal Payment 
Ca.·:.h B.:o.l .:o,n c e 

Interest Shortfal I 
Interest Shortfall X 
Principal Shortfal 1 X 

Interest Rate Reduc
tion F:equ i re•j 

Tot.:o.l As.s.ets. 
Total Li.:o.bilities. 

12. 7'7' 

•$111 ''7'6(1 
·$ H1, 125 
·:;. 47,'?74 

·:;. 58' '7'35 
·$ 15,000 

·:j; ·;:·.~.' 1 24 

·$ 13' 234 
·$ 9, 485 

o:.··~ 

'$a!u:S:3 ~ 24~3 

·$11 0 '2:::5 

5.:32 
3777 

·:n 4t1, '7'05 
·$ 1 2' :351:1 
•$ 44,51::: 

•$ 1 97' 773 

·:;. .~ 1 '(152 
·$ 15,000 

·$121 '721 

·:;. 30 '61 7 
$ 21 , '?42 

·:;. 
lA'/ 
Y.Jn 

·$501:1 '99.!. 
•:$255' 143 

65 

>0.7 

:3 • 1 t, 
2244 

'*·225' 4~3·:;· 
·$. 16' 792 
•$ 54,522 

$11 2 ' 1 7:=: 
·:j; 15.~:100 

·:t; 62, n1:3 
·$ 44,9:37 

·$6(15' 74'? 
·$·522' 525 



TABLE >:::I 

SUMMARY OF POTENTIAL COSTS OF AN INTEREST 
RATE SUBSIDY FOR OKLAHOMA PRODUCERS* 

F~e·:.i du.::..i 
I n c o:rrne 
Cat e ,-err-Y 

< •$0 
·$1 t ·=· •$1 4' '7"7''7' 
$15,000 to $29,999 
$30,000 to $49,999 
l. $5(1 '0~10 

Tot.:o.l 

Debt./"As·:.e t R.:o. t i o 
<0.4 0.4 - 0.7 }0.7 

·$15. 1 
•$12.8 

[1 • 0 
0 . (1 

0.0 

( t···1 i 1 1 i on-;:. of Dcrl l .::..r· ·::.) 

·$18. :::: 
·$ 7. 4 

0.0 
0 . ~~1 

0.0 

$-25.7 

•$4'7'. 7 
·$ 2. 1 

~) • 0 
0 • [1 

~3 . 0 

·:E-5 i . :::: 

Aver-age Subsidy Per Farm 

ALL 

·$· :::::3. 1 
·:r:. 22.:::: 

13.0 
e.o 
0.0 

*Calculated by multiplying the average interest subsidy per 
farm in Table X by the number- erf farms in that category. 



1..•,1 i th a 1 1 C•-f their· interest payments -forgiven or paid by a 

-:.u t•-=· i d>', i n add i t i C•n t C• d i r e c t gc••,J e r· nme n t p a::.'me n t ·:., f .:o,r·me r· ~. 

in these categories are unable to make progress in reducing 

their· pr inc i pa 1 ob 1 i gat i ern~ .• They consequently show no 

ability to eventuall::.·· correct their situation of excessive 

debt. Rather, they are unable to pay expenses other than 

inter·e·:.t .:o.nd thei r· fami 1 :';'· 1 i • . .J i ng needs .• This VJ i 1 l cause 

pr·incipal Crbl i gat ions tc• i ncr·eas.e as C•per·.:r.t i ng fund~. 

arjr.,.ranced are i n.:o.d•...rer· tent 1 ::r·· used teo pa::.·· f .:r.m i 1 ::r·· i uing 

expenses and are not repaid each year. 

The subsidy cost for farms in the ·$1 to S15,000 income 

categor·y '-'Ja~. $22.3 mi II ion .:o.nd r·eprt-s.ent-:. ne.:o.r·J::.' 54 perco?nt 

crf tcrt.:r.l i nter·e~.t obl i gat i ern-:. of th i ::;. c.:r.tegor·y. An aut-ra·~t-

intt-rest rate subsidy of 10.9 po?rct-ntage points was ro?quirt-d 

and would average $3,501 per farm. This category contains 

9.0 percent of Oklahoma farms. Aut-rage per farm direct 

government payments for these farms was $688 in 1985. 

Tatrle :x: illu-:.tr·ate·:. that if all c•f tho? intert-st o?xpenses 

of f.:o.r·mer·:. in the $1 to $15,000 TRI category were paid by a 

subsidy, these farmers would be able to make some progress 

on reducing their principal obi i gat ion·: .. Bef•::rr·e the 

subsidy, no principal payments can be made. Oper·a tor~. in 

t h i s res i du .:o, 1 income category are only able 

pr·incipal payments equaling 4.6 percent of their· total 

1 iabi 1 i ties .. :o.fter· an interes.t r·ate ·:.r.Jbsid::.·· p.:o.:;.'s .:r.ll inter·e~.t 

p .:r.::.'me n t ·: .. 

No interest shortfalls were found, on the average, in any 
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TRI category above $15,000. Operators in all D/A categories 

with a TRI above $15,000 are able t c• meet .:..1 1 

pr· inc i p-3.1 and 

with one exception. Farms with a D/A ratio above 0.7 in 

the ·$15,0(10 to $30,000 TRI category are maKing principal 

pa::•'ments equal C': .-• . J.-=.- tc•t.:..l debt. 

Table XII provides a summary of the dollar amount of debt 

service (both principal and interest) shortfalls on OKlahoma 

f.:..rms. The percent of total column gives the percent of 

total debt service which could not be paid by the operator. 

Table XIII provides a summary of the dol Jar amounts of debt 

which need to be written off to enable OKlahoma farmers to 

mal<e all of their debt service payments. The per·cent •:of 

tc•tal c•:•lumn is the percent of to:ot.:..l debt con the avera.ge 

farm in that category which would need to be written off to 

en.:..b 1 e the farm operator to pa:)' pr· inc i pal and in ter·o:--:.t 

C•b l i g.:.. t i on-: .• 

This analysis illustrates, b::··· the ·::.m.:.. 1 i 

operators needing assistance and by the large subsidies 

needed by these operators while their no:-ighbors neo:-d no 

·::.u b·s i d i e s , C•::oupled with the size of direct government 

payments, that problems of those financially stressed in the 

.:o.gr i cu 1 tur·.:.. i sec tor· go deeper than excessive debt. 

I nab i 1 i ty of r·egre-:.-:. i •:•n .;..nd c•tho:-r· .:..na 1 :)'S i -:. d i -:.cu-:.·::.ed her·.:- in 

to identify mo:-asurablo:- variables to explain incidenco:- of 
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TABLE ><I I 

SUMMARY OF TOTAL DEBT SERVICE SHORTFALLS ON 
Of<LAHDr··JA FAF.:t-··J:=; E:"·{ D ... ...-A RAT I 0 AND TR I 

TRI 

< ·$.(1 

·$-1 -
·$14 ~ 999 

·$15~0(H3 -

TRI 
C.a t e 90r· ::··· 

< ·$(1 

·$1 -
·$14 ~ '7'99 

·$15~(1(113 -

Debt..-··'Asse t R.a t i O:• 

< ~~1 • 4 0.4 to 0.7 >0.7 
To:•tal ; . .-; •:•f To:•tal ; . .-; o:•f To:•tal ; .. ·; o:•f 
:3hrtfl Total Shrtfl Total Shrtfl Total 

(Dollars per farm) 

$27 ~ 425 1 0 ~3:.-: 

·$18~4'7"7' B1/·: "*· 4 1 ~ 4 1 5 4 9;.-·: 

TABLE ><I I I 

PRINCIPAL WRITEDOWN REQUIRED SO ALL DEBT 
:3 E F.:t) I C E ON 0 K LA H Otv1A FA Rr·-1:3 CAt···i BE 

PAID E:'( D ... ...-A F:AT I 0 At··.JD TR I 

< 0.4 
Do:•l l ar· ; .. ·; of 
l .. • . .lr· t dt .. •.Jn Debt 

$133 ~ 135 1 (1(r . .-; 

De t• t/··A·:.·:.e t F.:.:r. t i o 
0.4 to ~3.7 

Dol l .:r.r· ; . .-; of 
l..•,lr· t dt .... m Debt 

<Dollars per farm) 

>0.7 
D•:•l l .:r.r· ~-·: of 
l..• .. lr· t dv,tn Debt 

·$602 ~ 519 9&·: 
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financial stress further points to the need to identify 

causes in addition to excessive debt to fully explain 

current financial distress. 

This analysis also indicates that TRI or even total sales 

is a more reliable indicator of financial viability than is 

D/A ratio. Percentage interest rate subsidies needed by a 

particular operator change much more between a TRI or sales 

category than they do within a TRI or sales category as D/A 

r.a t i o changes. Absolute dol Jar level of a subsidy needed 

increases as D/A ratio increases, to greater extent because 

of actual increases in dollar levels of debt, rather than 

because of an increase in subsidy needed as a percentage of 

tot a I debt. 

Debt Guarantee 

By increasing uncertainty and instability since the 

early 1970's, macro-economic and agricultural policies have 

contributed to stress felt by operators with high D/A ratios 

who also have high repayment ability. It may be reasonable 

to assume that public programs should be initiated to help 

alI e•.) i .ate -:.c•me stre-:.s v.Jh i ch ptJbl i c policies 

i nadver tent I y caused <Tv . .tee ten and Pongtanakorn). Dec 1 i nes 

in asset values have placed many operators in D/A positions 

which lenders consider to be highly risky. This has caused 

lenders to pressure operators by restricting credit flow, 

requiring additional collateral or mortgages or by requiring 

some type of asset restructuring or sale. These b'pes of 
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r·equ i r·emen t·:. CCII.Jld c.:o.u·:.e pr·of i t.:o.b i l it>·· and eff i •: i enc;.-· 

declines which could lead to eventual i q u i da t i c•n of .;. 

formerly viable operator. A debt guarantee would provide 

r·e 1 i ef tc• the=.e cq:::q:-r·a tc•r·:. b;v· en·:.ur· i ng th.:o. t the~·' cc•n t i n•.Je tc• 

receive credit needed to operate their farms without forcing 

asset restructuring impede efficiency or 

decr·ease prof i t.:ib i 1 it>'. 

Tables XIV and XV give summaries of the potential volume 

of two guarantee programs which incl•.Jde f.:o.rms in D./A 

categories greater than 0.7, sales greater than $40,000 and 

all TRI categories. volume column of Table XIV 

.:..n d ::<~...' is the expected volume of a guarantee program which 

would guarantee all of the debt of U.S. 

operators with a D/A ratio greater than 0.7. The total 

volume to 0.7 D/A column is the expected volume of a 

guarantee which would only guarantee the 

operators found in the previous column down tc• the 1 eve i 

approach has a much ](:ti .... Jer· potenti.:o.l cost and potential 

:=::u c h a l i m i ted e:>=:po=.ur·e to the guaranteeing agency. 

induce the lender to taKe a more active 

role and inter·e=.t in a guaranteed loan 

a.ttentic•n and financial cc•unsel ing and not =·impl::··· turn .:;:.. 

'problem' over to the government agency. 

In Table XIV and XV, an '*' indicates the categories of 

operators which are proposed to be eligible for 

guarantee. The guarantee is proposed to assist operators in 
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TAE:LE ><It.) 

POTENTIAL VOLUME OF A DEBT GUARANTEE PROGRAM 
FOR U.S. PRODUCERS E:Y SALES 

CATEGORY. AND D . .-····A F:AT I 0 

D ... ...-A R.:r. t i o Tcrtal Tc•t-:..1 s.al e '=· 
Cat e ·~or·>·· 0.7- 1.0 >1.0 Volume to Volume 

.... ··"1 ./1 

> $5~::113,000 
# •:•f Ope r· .:._ t err·'=· 
Total Assets CTA) 
Tc•tal Debt 

2,611* 1,827* 
1,485,297 1,516,403 
1,202,968 2,390,776 

70% of TA 1,039,708 
Guarantee Required 

$250,000 to $499,999 
#of Operators 6,118* 
Total Assets CTA) 686,191 
Total Debt 553,443 
7~3 ~-; of TA 
Guarantee Required 

$100,000 to $249,999 
# of Operators 17,583* 
Total Assets CTA) 427,610 
Total Debt 343,546 
70 % of TA 299,327 
Guarantee Required 

$ 40,000 to$ 99,999 
# of Operator··:. 
Total Assets (TA) 
Tcrt.al Debt 

i 8' 45f1 
23.5' 299 
21::11), ~;:125 

70 % of TA 165,409 
Guarantee Required 

1,~361,4:32 

411,779 
5.!:.5 , ·:;:·o 1 
277 '65.£ 

10,391* 
250 ''?53 
35:3' :=::=:.::. 
175,667 

1 0 (1 '527 

Total Potential $Volume of Guarantees 

/1 Average per farm values. 
/2 Aggregate totals in bi 11 ions of dollars. 

£1 • 7 D .. /A/'2 _,.l2 

.-. .-.c:"C' ..::. ' c,._r ._1 

1. 556 

1 • ·:;·::::1) 

7.5(1'~' 

·$9. I) 32 ·$29 • 401 



TABLE ::0<1·.) 

POTENTIAL VOLUME OF A DEBT GUARANTEE PROGRAM 
FOR OKLAHOMA PRODUCERS BY TRI 

CATEGOF.:Y. AND D.,····A F:AT I 0 

TF.:I 
c.:.. t'"' gc•r· /. 

i. ·$0 
# •:•f Ope r· at c•r· ·:. 
Total Assets CTA) 
Tc•t.::..l Det•t 
7f1 ~··: of TA 

D.,···"A F.:.:.. t i C• 

~3.4- 1L7 
./1 

71 ~3 

:3'7'6 ~ 229 
215,~3:3.~ 

277' 36€1 

>0.7 
.... ···1 

7H1 
542,::::46 
·~·29,lf12 

37'?' '?92 
Guarantee Required Cper farm) (249,110) 

·$1 to 14,999 
# c•f Oper·a tc•r·-:. 
Total Assets CTA) 
Total Debt 

:324 
1'?4,516 
il€1~:::7.~. 412,015 

70% of TA 136,161 207,633 
Guarantee F.:equired (per farm) C204,3t::2) 

$15,000 to $29,999 
# c•f Oper·.::..tor·-:. 
Total Assets CTA) 
Tc•t.~·.; Debt 

221 '·:;~~:;·4 

11 2' :::'7'2 
70 % of TA 155,396 
Guarantee F.:equired (per farm) 

$30,000 to $49,999 
# c•f Oper·.::.. tc·r·-:. 
Total Assets CTA> 
Tc•t.::..l Debt 
7(1 :.--: c•f TA 
Guarantee Required 

l ·$50' ~300 
# of Oper·.:<.tc•r·:. 
Total Assets CTA> 
Tc•t.::..J Debt 
70 :.--: of TA 

2' 123 
201 't::09 
1.~.(1 '451 
211 ~266 

(per· f.::..r·m) 

.-. _,_,-, 
~·' { ( ,·· 

50 ~j , S\~.6 

255' 1 4:=: 
35~3 '.;S 7 .~. 

109,714 
1 ~:::1 '7'' 74:=: 

?.:S' 8~30 
3~3,7~:::14) 

2,244* 

144,252 

2,244* 
605' 74'7' 
r:: .-, .-. C' .-, c-
-·~..::. '._1.£,.._1 

424 '024 

Tot.::..l 
t...Jc•lum€' to 
~:::1 . 7 D ... ...-A .. -·· .. 2 

176.'? 

72.6 

25. ~: 

Tot.::.. I 
t)ol ume 

....... 2 

146.3 

Guarantee F.:equired (per farm) ( 9t::,501) 221.€1 1172.5 

Total Potential $Volume of Guarantees 

/1 Average per farm values . 
.. ...-:.::_ Aggre•;~c..te tot.:..]-:. in mi 11 ion-:. of dol 1 .::..r··: .. 
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high sales and TRI categories who have high D/A ratios. In 

this way shifting of 

sector by guaranteeing operators Jacking repayment abi 1 ity 

is less 1 ikely to occur. If pa;vmen t c•f a 1 1 expens.es is. 

achieved by operators in the $1 to $15,000 TRI category and 

to $249,999 sales category following a modest 

interest rate subsidy these operators would also be eligible 

for a guarantee. Alternatively the guarantee could also 

assist these operators if repayment ability i ·:; derr11:.n ·:. t rated 

f c• 1 1 o~•J i n g asset restructuring through private sale or 

purchase by an asset purchasing entity. The major purpose 

of this program is to ensure credit flow to operators with 

high repayment ability who also have high D/A ratios. 

Total assets and total i ab i 1 it i e·:. in thes.e tab] es ar·e 

the average a':.:.e t:. or· l i ab i 1 it i es of a far·m in .;:.. par· t i CI.J 1 ar 

category. The 70 percent of total assets. 1 ine pr·c•• .. Jides. 

values representing the maximum amount of debt a farm can 

carry and have a D/A ratio of 0.7 percent or 1 e·:.s .. 

Subtr·actin·~ thi·:; figur·e fr·om tot.:..l liabilities gi•,.•e-:. the 

.:..mount c•f l i .:..t• i 1 it i e-:. J..<Jh i ch mu·:.t be •;~u.:..r·an teed -:.c• tt"1a t .:..1 1 

debt in excess of a 0.7 D/A ratio is included in the 

Since nearly 12 percent of al 1 agricultural 

lending is done by FmHA, these estimates could be reduced by 

12 percent or more to represent new volume for a federal 

Joan guarantee program. 

While data in Table XV are presented for Oklahoma 

operators in the 0.4- 0.7 D/A categories, 



.;:..r-e not included in the pr-ojected volume of the pr-ogr-am 

because it is assumed that levels of equity on these far-ms 

ar-e high enough so that a guar-antee is not needed to r-educe 

lender r-isK in or-der to maintain needed credit flow. 

No write-off of debt by the lender is included her-e as a 

pr·c·9r·am r·eq1J i rement because an equivalent amount of 

assistance provided by a lender in the for·m of .:..n in ter·est 

r-ate subsidy has a greater impact on the viability of a farm 

and its ability to meet its cash flow obligations in the 

·:;.h Crr· t r IJ n , A lar-ge, federally sponsored, debt write-off is 

an equity transfer accruing to a stressed operator and would 

provide the greatest benefit to the oper·ator· and lender· if 

1 i qui dati c•n \.•,,er·e imminent. This could potentially create 

much abuse of the program if a federal program shared in the 

costs of principal reductions. 

The following example illustrates the difference in costs 

and benefits of an interest rate subsidy and debt write-off. 

A $100,000 loan and an interest rate of 10 per·cent i ~-

assumed. The pr-oposed write-off is also 10 percent. 

Debt write-off of 10 percent by lender 
$100,000 X 10% = $10,000 

t··.JevJ i ntere-:.t expen-:.e to bc•rrC•J,.o.Jer 
$ 90,000 X 10% = $ 9,000 

cost to lender= $10,000 <one time) 
benefit to borrower-= $1,000 <per year) 

Interest rate subsidy of 2 percent 
$100,000 X 2% = $ 2,000 

New interest expense to borrower 
$100,000 X 8% = $ 8,000 

cost to lender=$ 2,000 (per year) 
benefit to borrower= $2,000 (per year) 



Increased benefit to borrower 
Decreased cost to lender 

1 [1 [1; ... ; 

513 [1; ... ~ 

An inter·e·:.t r·ate t.•,tr·i te-dov.m b>' .:;.. lende,-· ha·: .. ;:.. lc11 .. •.rer· ini tia.l 

lender cost and provides more financial stabilization to the 

borrower currently, when it is needed the most. Inter·es.t 

rate subsidies should also be a more attractive option to 

lender·s s.ince this assistance can be recognized gradually 

out of earnings rather than as a debt write-off which must 

come out c•f c.::r.p i tal. A requirement for the lender to 

provide an interest rate write-down to accompany a loan 

guarantee for a specified number of years, or for as long as 

the guarantee is in effect may be preferred to a requirement 

t h.;:., t the lender· decr·e.::r.·:.e the pr·incipal b.:..l.::r.nce of a loa.n 

given that an int~rest rate subsidy would not remain in 

effect i nrjeof in i te 1 :~-. 

The above example only compares benefits to the lender 

in t .. •..rh i ch the adJustme-nt taKes 

p 1 .ace. The size of the write-off and number of years an 

interest rate subsidy i ·=· in effect would greatly impact 

which option would be preferred over a long period. 

Cone 1 tJs. ion 

Extensive demand for a debt guarantee program is likely 

and, in Oklahoma, cou 1 d include tJp to 8.0 percent of 

Oklahoma farms and one-third of OKlahoma farm debt. 

percent of U.S. debt held by 2.6 percent of U.S. farmers 

could also be guaranteed. A guarantee program would 



7"7 , ... 

potent i a l l ::··· c c··=· t t .ax p .:o.::···e r· ·:. l i ttl e (J the r t h .an adm i n i s t r· .;.. t i •X1 

costs if farms are required to project positive cash flow 

under current depressed conditions to be eligible. Str·ict 

this requirement would maKe default and 

add i t i on .a l c c•-=· t s I.Jn 1 i k e l :,... . Tt"li ·:. p r· ogr· am c OI.J l d be . .i u -:;. t i f i e d 

in th.a t it may be needed to guarantee credit flow to 

OKlahoma's most efficient farmers who may also have high 

and face restricted credit 

a~.•ai J.abi 1 it:;.' due to asset value dec] ines which are beyond 

their· contr··:d. 

A debt guarantee program has several advantages to both 

the agr· i cu l tura l sec tor· and the ·~ener·.::..l 

Guide l i ne-:. 1,.• •• 1h i ch 

r·equir·e cer·tain 1 eve l of TRI f c.] 1 ovJ i n g 

restructuring, interest rate subsidy, or loan restructuring 

will help to contain costs of this program due to borrower 

de f .::..u l t . Guarantees targeted to efficient producers in high 

D/A and TRI or sales categories helps to promote and sustain 

e-ff i c i e-nc:;.' in the -:.e-ctor·. Voluntary and/or re-quire-d 

intere-st rate subsidies granted bv a lender .::..f te-r a 

If actual guideline-s are written for a guarante-e program, 

the debt adjustment ~rogram, administered by the- FmHA in 

1 '7'84 l need-:. to be- identify factors and 

guide-1 ines which caused minimal uti 1 ization of this program. 

This conside-ration, in addition to cost containment need to 

be addressed to maKe a debt guarantee a viable portion of an 



assistance pacKage, should one be developed. 

Asset Purchasing Entity 

In a 11 n or·ma i 11 only 2 to 4 percent of farm real 

estate assets are transferred indicating hc•t·'' 

agricultur·al la.nd m.~r·Ket can be (.J,::.ll>' and Do:~··e). 

five percent of the assets on the average farm in 

.~r·e r·eal e·:.t.:.. te a·:.se t·:., further frustrating attempts by 

farmers to regain financial stability by restructuring their 

balance sheets (U.S. 13ener.:..l Accounting Office, March, 

1'7'85) . In 1 '?:34, 13.7 percent of OKlahoma farm assets are 

real estate assets which were held by farmers with aD/A 

ratio above 0.7 or by farmers with some debt and a TRI below 

·$15,000. These farms hold 49.5 percent of Oklahoma farm 

debt. A:.·:.e t r·estr·uctur· i ng 

I i q u i d.:.. t i on c•n the·:.e farm·:. is needed or wil I 1 ikely be 

needed in the future. 

The 13.7 per·cen t · c•f r·e.:..l est.:.. te .:..:.:.e t·:. c i te•j ear·1 i er· doe-:. 

normal year, discontinue farming for health, r· e t i r· erne n t •::.r· 

non-f i nanc i .:..1 In this 

ps.ychcdogical, if not actu.:..l, pressure on real e-:.t.:..te 

• . .!alues, it i·:. not surpri·:.in•;, th.:..t the-:.e v.:..l,Je·:. \.o.muid dr·op a.n 

average of 60 percent in some states over 

Harl feels that enough assets wil 1 be I iquidated so 

that public intervention wi 11 be necessary· to prevent 

economic d.:..rn.:..ge to r·ur·.:..l communi ties (Proposal for Interim 



Land Ownership). The debt guarantee which was discussed 

needed to 8.1 percent of OKlahoma farm assets. 

For reasons cited above, many individuals have suggested 

that a federal pr·ogr·am be initi.~.ted tc• incr·e.:..-:.e liquidib' in 

the agr· i cu 1 tur·.c<.l real estate market and to support market 

values through purchase of real H.:..r·l 

proposes an Agricultural Finance Corporation (AFC), t.o,lh i ch 

wou l d fun c t i c•n to provide a mechanism to purchase assets, 

primarily land, which are sub.j ec t to foreclo-:.ure .::.r· 

banKruptcy, being held in inventory by lenders, or are being 

held by farmers unable to service debt. The AFC could be 

ch.:..r· ter·ed simi 1 ar to the Commodity Credit Corporation. 

Such proposed programs would provide an alternative buyer 

and could help reduce the tendency for 

overreact downward. These alternatives would also help 

alleviate downward pressure on machinery and other asset 

prices since real estate transfers could more effectively 

meet restructuring requirements. In this way a farmer could 

retain the 'tools' (machinery and equipment) 

continue farming by renting or leasing real estate assets. 

value of real estate assets held by OKlahoma 

farmers which have TRI below $15,000 and some debt is $2.05 

t• i 11 ion and r·epr·e-:.en t-:. 8 ~ 1 percent of OKlahoma farm assets 

( T .:..b 1 e :::<1..) I ) • This could represent a lower bound for the 

estimated value of real estate that an asset purchasing 

entity would acquire in Oklahoma. A 20 percent downpayment 
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on the $2.05 bi 11 ion of OKlahoma real estate would be $409 

mi IIi •:•n. The r·emai n i ng debt ·:.er·•,.t ice c•bl i gat ion-:., .:..-:.-:.umi n9 

repayment schedules comparable to current schedules~ would 

be $-141 mi 11 ion pr·in•:ip.al .and ·*·197 mi II ic•n inter·e-:.t for· the 

fir·st :~··e.ar·. The·:.e C•blig.atic•n·:. t .• • • .~~::.uld continue •Jntil the 

properties are paid off, sold or repurchased by the original 

Far·ms in high TRI categories which may be under 

pressure to sel 1 assets because of a high D/A ratio are 

envisioned to be ass1sted by a guarantee program and are not 

included in this estimate. Property held by lenders and 

individuals wishing to restructure could also be eligible 

for purchase by an asset purchasing entity. 

U.S. data i ndi c.:..te:. th.at ·$7:3.6 bi 11 i •X• c•f U.S. r·eal 

t?-:.tate- cc•ul•j be- e-1 i 9i bl e fc•r· the pr·c•gram <Table ){t)I I). Th i '=· 

is the- real estate value of al 1 farms with aD/A ratio above 

0.4 and a sales level between $40,000 and $249,999. A 20 

percent downpayment would be $15.7 bill ion. Pr·incip.al and 

rt?spective-ly next year assuming payment rates i n the o]IJ I ::···' 

1985 AlB #495 CUSDA, July, 1985). 

If the to simply pay a 20 percent 

downpayment to current owners who have- an t?qui ty position in 

a property (possibly after a principal reduction from the 

lender because of the decreased risK 

guaranteed payment) .and then take over debt service 

could be spread over several years. In many instances, a 
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POTENTIAL VOLUME FOR AN ASSET PURCHASING 
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1L4 to 1L7 
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Value $34.625 
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Payme<nt $ 3.705 
Yearl>' Prin. 

Payment $ 2.978 
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pr· i nr: i p.:r.l reduction raised by the farmer because of a 

negative equity position) in exchange for t i t l e to the 

property may be appropriate. H.:r,r._.r i n g f l ex i b i l i h' bu i l t i n t C• 

such a program could increase program effectiveness and 

decrease program costs as purchase agreements were tailored 

to a borrower~s needs within some guidelines surrounding 

marKet value determination. 

Determining if properties should be appraised at current 

market values or at a "normal" value~ such as was done by 

the L-:r.nd Ban~: Commis-:.ioner· prr::rgr.:r.m in the 1'7'30···-:., i-:. al-:.c• an 

i·:.sue. The higher appraised~ err II nor·m.:r_] II' V a l!J e I .. • .. IOU l d 

pr·or.,r ide mcrr·e re l i ef to operators and fai 1 ing lending 

institutions but could serve to transfer private sector 

losses to the public sector, an effect which may not be 

des i r·abl e. Setting prices at a "normal" market value could 

potentially raise barriers to entry for young or expanding 

c•::rmmer·c i .:r,l farmer·-: .• Depending on how pr·crper·tie·:. ar·e 

tr·.:..ns.fer·red back to the private sector, the program could 

also have destabi 1 izing effects when properties are resold 

if excessive amounts of 1 .:r.nd .:r.r·e i i q u i dated i n a s.h or· t 

period. A large real estate inventory held by the federal 

government could also have a psychologically depressing 

effect on asset markets since farmers and i n• .. -•e·:.tors- VJ i 11 

Know a large amount of government acquired properties will 

be l iquid.:r.ted -:<.t a cer·t.:r.in time .:r.t -:<. pr-ice th.:..t COIJld ·:.et 

the marKet price for the en t i r· e r· e -:<. l e ·:.tate m.:r.r· K e t i n -:<. 
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locality. 

Appropriations necessary to fund an assistance project of 

this magnitude could potentially be raised on bond marKets. 

If a certain 1 ife in number of. years is specified by such a 

program, including a time period of orderly 1 iquidation of 

properties to private individuals, bonds could be sold with 

similar maturities to the program. A type of formula which 

relates bond payoff to real estate marKet values at 

maturity could help reduce potential costs to taxpayers and 

spread some risK of the program to the bond purchaser. If 

real estate values increased the bond holder would share in 

that increase; If r·eal estate \Jalues fall, the bond holder· 

WOJ.J 1 d shar·e in a certain percentage of that loss thereby 

reducing the potential costs of the program to taxpayers. 

A benefit which could be an aside to 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 as native grasses, and removed from 

production. This could be part of a supply management and 

resource conservation effort to reduce massive U.S. grain 

stocKs and pr·otec t fer· t i 1 i t;v. 

Cone ll.JE. ions 

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

needed because of a contention that land values have 

stabi 1 i zed (Pr·c•gr·ams to Alter Lender Ri E-~~s.). Given the 

1 ar·ge dec 1 i ne in land values throughout much of the corn 



belt and wheat producing states from February of 1985 and 

Febr·u.:c.r·::.-· of 1S:'t:6, it i·:. nc•t cl~?ar· th~.t ~. ,jeclin€' '-"'ill rrc•t b~? 

experienced again i n 1 9B6-1 987. Near·]>' all liter.:c.ture 

addressing farm financial stress has indicated that a very 

high degree of asset and 1 iabil i ty restructuring is sti 11 

pending since very 1 ittle of the necessary restructuring has 

occur·r·ed. Real estate assets stil 1 need to be sold into a 

cash, wh~?re current marKet conditions and 

uncertainty do not maKe that cash readily available. A 

•;~ener·a 1 in the fu tur·e of 

agriculture and in the abi 1 ity of farm programs to alleviate 

financial stress would also maKe a turnaround in the real 

esta.te value ·::.1 ide unl ikeb-. 

I,.Jithout fur·ther· decline-:. in .:c.-:.-:.et • . .J.:c.lues, the final cc•-:.t-:. 

C•f this program could be negative. In •:.tl"rer· vJor·d·:., if 

current marKet prices are paid for properties and if rent is 

collected from these properties until they are resold, 

upward appreciation in land values in th~? future could repay 

al 1 costs of the program. 13 i '...'en p c• ten t i a 1 a-::.·::. i ·~ t .:.,n c e l e ..... e l -:;. 

and levels of government program payments to agricultural 

pr·odrJcer·-:., ccd lectic•n of .:;., pr·ofi t b::··· the public s.ector· on 

one segment of this program is not unreasonable. A sh.:..r·in·~ 

of risK in real estate value changes with bond hold~?rs could 

help to decrease risK to the purchasing agency and decrease 

the program given negative real e·:.tate '...'.:r.lue 

If the agricultural economy does not rebound in 



futur·e- this program will h .;:..• . .J E' 

alleviating financial stre-ss in the long run, 

loss of net worth, than wi 11 any other program. 

88 

ie. r·educing 

If economic 

conditions do not improve, other program segments are not 

1 iKely to provide long term relief to financially stressed 

operators and rural 

conditions continue, 

If depressed economic 

support of asset values over an 

extended period could greatly ease the tr·an:. it ion of 

unviable- operators to non-farm employment and protect the 

viabi 1 ity of rural communities as a whole. 

Coordinated Financial Assistance 

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

and risK tc• a go• . .Jer·nment a·:.sistance prc~~~r·.:..m, .and to maximize 

the possible benefit of funds committed to financi.al 

.:..·:.·:. i stance, a combination of assistance options should be 

implemented to best achieve objectives of each sector 

invol• . .Jed, i e . reasonable stabilization of the financial 

condition of largest number of operators at lowest taxpayer 

cost and with minimum interference of long run fundamentals. 

An assistance pacKage would thereby seem to be the most 

1 og i ca 1 pr·ogr·.am to initiate. This approach would be 

consistent with the triage approach suggested by Paarlberg 

in which farm operators should be divided into categories 

dependant on their chances of survival 

The three categorie-s he related were: 

wounded and unable to survive CTRI 

<Paarlberg, 1986). 



(2) those who with help could survive CTF~I $1-

·=*'·15, 131::1~~1) ~ .:..n•j ( 3) those who could at least for a time 

survive without help <TRI greater than $15~000). E•Jen 1 •• • •• 1 i th 

such tailor made assistance available~ note that the farms. 

in categories which as a whole are less efficient would 

receive the most assistance. Table XVIII summarizes bv D/A 

sales and TRI ca tegor;v ~ h()l,l,l e 1 i g i b i 1 i ty for· 

particular parts of an 

de ter·m i ned. 

.;:.. -;:.·::. 1 -;:. t .:..n ceo p.:..ck:.:..ge- CC•U J d be 

If a far·mer· is. cur·r·ent with hi·::. debt oblig.:..tions~ (in 

particular a majority of farmers with TRI gr·e.:<. ter th.:..n 

gr·e.:.. te-r· than 0. 7) and is not in nc•t nee-•j of an in ter·est rate 

subsidy, rece-ipt of a debt guarante-e would preclude need of 

an asset purchasing entity. This ,,..,,ou 1 d ensur·e tha. t 

operators in high D/A, sales, and TRI categories, <those in 

greater than $15~000 TRI COK) and $250,000 sales CUS)) who 

are the most efficient operators, wi 11 

necessary to operate their farms restricted because of asset 

I t i ·::. 

pos·::.ible in these categories 

di ff i CIJ 1 b' in meeting interest payments and could benefit 

from a 1 imite-d intere-st rate subsidy (2%- 4%) also. 

A 1 1 t h reo e •:.p t i c•n s , inte-re-st rate- subsidie-s, guarante-e-s 

and purchase- of asse-ts are- nee-ded by some operators, 

specifically those in the $100~000 to $249~999 sales (US) 
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T A E: L E :::<1 •• ) I I I 

CHARACTERISTICS OF FARM OPERATORS ELIGIBLE FOR 
PROPOSED FINANCIAL ASSISTANCE PROGRAMS 

u.:3. D.:..ta 
:;:;.:;.. 1 e -::. C.:.. t e 9c•r· :;.·· 

'*·25[1 '0 0 [1 t.:· 
$5[10 l 1~1 [1 [1 

·$4[1,00(J tc• 
·=· '? '? l 0 13 1~1 

Ok 1 .:..h •::rrna. Da. t .:;.. 
TRI Categm'>·' 

'*·15,01313 tc• 
'*·~:0 '1313 (1 

·$30,1300 tc• 
·=· 5 [1 ' 0 (11~1 

Guarantee debt above 0.7 D/A ratio. 

Guarantee debt above 0.7 D/A ratio. 

Guarantee debt above 0.7 D/A ratio only in 
conjunction with a 3 to 5 percent interest 
subsidy. Allow for asset purchase by a 
fe,jer·al entib'. 

Guarantee debt above 0.7 D/A ratio only in 
conjunction I.J •• Iith a. total inter·e·:.t r·.:..te 
subsidy (7% to'?%). AI low for asset 
purchase by a federal entity. 

Guarantee debt above 0.7 D/A ratio only in 
conjunction with a 12 percent interest 
subsidy. Allow for asset purchase by a 
federa 1 en t i t>···. 

Guarantee debt above 0.7 D/A ratio only in 
c•::rnj unc t i •=•n I,J •. l i th .:..n in ter·e-::.t ·:.ubs i d::··· in 
excess of 2 percent (2% to'?%). AI low for 
.:.. ·:.·:.e t pur· c h.:.. ·:.e b:~' .:.. f e de r· .:;.. I en t i t ::···. 

Guarantee debt above 0.7 D/A ratio. 
Eli ·~i bi I it:;..-· for· i nter·e·:.t r·ate ·:.ub-::.i d:~·· .:..1-::.c• 
p o-::.·:. i b I e . 

Guarantee debt above 0.7 D/A ratio. 

Guarantee debt above 0.7 D/A ratio. 
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debt guarantees if real estate values remain stable. Th I·=· 

help to clear problem accounts from records of 

lending institutions and allow them to pass on benefits of 

lowered losses to other borrowers through lowered interest 

rates, thereby increasing overall ·::.tabil.it::•' t.:• the entire 

·:.ector. If .:..n interest subsidy was provided to the 

operators in the lowest TRI and sales categories to correct 

interest payment deficiencies, 40 to 53 percent of the debt 

of operators with less than $99,999 of sales needs to be 

1 •. • • .1r i t ten c•f f to allow these operators to maKe progress on 

p r inc i p a 1 reduction. 

Table XIX gives the potential cost or volume of each 

in each c•f the various D/A and sales or TRI 

categories without specific t.:<.r·ge t i ng. Table :X::\ •;;t i • . ..oes. 

potential program cost or volume in each D/A and TRI 

category for which a particular 

proposed, if assistance were provided in a package approach. 

Table XX also gives the number and percentages of farms in 

each category which would receive a particular combination 

of assistance in Oklahoma. 

Conclusions. 

··.as.·:. i s.tance p ac !<.age··· .:o.p p r· o.:r.c h 

beneficial because higher use of guarantees creates less 

need for asset sales and thereby less demand for an asset 

P'Jr·chas. i ng en tit;~·. Use of an asset purchasing entity causes 

less need for interest rate subsidies. Use of guarantees 



TABLE XIX 

SUtvJtv1AR'( OF TOTAL POTENTIAL co:::;TS OR t.)OLUt--·1E 
OF ASSISTANCE PROGRAM OPTIONS BY 

D/A RATIO, SALES OR TRI 

In ter·e-:.t $ of :$ of Debt 
Rate Debt Guar·an teed 

Subsidt Guar·an teed to 0.7 D/A 
u.s. Data < in b i 11 ions of dollars) 

Sales Ca tegcory 

> ·$50€1 '000 $ $7.509 $2.855 
$250,000 -

$4'7'9' 999 •$ $5.646 $1.556 
$100,000 -

$249,999 $ .321 ·$9.811 $2.641 
$ 40,000 -

$ 99' '?99 $1. 177 $6.435 $1.980 

OKlahoma Data (in mill ions of dollars) 

TRI Category 

< •$0 
$1 -

$14,9'7"7' 
$15,000 -

·$29' 9'7'9 
$30,000 -

•$49' '7'99 

2. $50,000 

$ 83.1 

·$ 22.1 

$446.7 ·$176.9 

·$14-! .• 3 $ 72.6 

$ 84.2 $ 25.3 

$432.4 ·$108.7 

·$1 '1 72.5 $221 • 0 

-=··-· 7-:J 

A-:.-:.e t 
Purchasing 

En t itt 

·$ 4.657 

$ 5.485 

$ 29. 84-!. 

$ 21 .836 

$1 '078. 8 

·$ '7'66. 4 

·$1 ,245.4 

$6,989.9 
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TABLE XX 

SUM~1ARY OF COSTS AND 1JOLUt·1E OF TARGETED FINANCIAL 
ASSISTANCE OPTIONS IN OKLAHOMA 

D/A 
Ratio 

No Debt 
# •::tf OK Farm-:. 
~.-: of OK Farms 
Co-:.t of In tere-:.t 

Rate Sub-:. i dy 
'Jol ume of Debt 

Guarante to .7 
I...Jc•l •.Jme of Asse t 

Pur· c h a -:.e 

i 0.4 

# c•f OK Farms 
~·~ of OK Farms 
Co-:.t of Interest 

Rate Subsidy 
tJol ume of Debt 

Guar·.:..nte to • 7 
tJo l•.Jme of Asset 

Pur· c h a -:.e 

0.4 to 0.7 

# of OK F ar·m-:. 
;...; of OK Farms 
Co-:.t •::tf In tere-:.t 

Rate Subs i d>-· 
1-)olume of Debt 

Guarante to .7 
1-.)o 1 ume of Asset 

Pur· chase 

2. 0.7 
# of OK Farms 
;...; of OK Farms 
Cost of Interest 

Rate Sub-:. i d>' 
Volume of Debt 

Guaranteo tc• .7 
1-.)c•l urn eo c ~- ;:;-:;.-:.e t 

Pur·ch.:..-:.e 

BY D/A RATIO AND TRI 

< $0 

1 '534 
2. 16 

'?44 
1.33 

$578.7 ~1 

710 
1 • 0 0 

$211 . 0 M 

710 
1 • 00 

-$-289. 1 t·'1 

TRI Ca tegc•o' 

$1 t 0 $1 4, 999 

9,791 
1:3.79 

51 '7'1 
7.31 

·$12.8 M 

$767.2 M 

824 
1 • 16 

$7.4 t-1 

$120.2 t1 

355 
.50 

$ .... 
,;. . 1 1''1 

$72.6 r'1 

·:1:-7'7'. (1 f''1 

> $15,00 

20 '2'7'2 
28.58 

1 8' 751 
26.41 

6,610 
9.31 

5 ~ 311 
7.48 

·$355 ,13 t1 



D./·A 
Rat i •=• 

A l i 

# c•f 01< F.:..rm':. 
; .. ·; of Of< F .:..r·m·:. 
Cc•':.t of Inter·e':.t 

R:.. t e :::u b':. i dy 
1-.)c.] ume of Debt 

Guar·.:..n te tc• • 7 
1-)o l ume of As:.e t 

Pur·.:t·J.:..':.e 

TABLE XX (Continued) 

5. 4'7' 

•$11378.8 t···l 

TR I Cat e gon·· 

16,1.::.1 
22.76 

'$·22 I 3 t··1 

> ·$-15 f10 

71 . :3 

·$-:355. (1 t·-1 



and the asset purchasing entity help to ensure money spent 

on interest subsidies is effective. In t h i ·:. vJa::.·· i t 

li~:e-J::.·· that the benefits to the sector per dollar of 

assistance- provided would be maximized. 

Given that a large degree of diversity exists among 

agricultural producers today, a f.inancial assistance program 

should be designed to take this diversity into account. The 

degree of financial assistance needed by operators in 

different sales and TRI categories varies greatly. In •:•rder 

to pro•.,..ide assistance where i t is needed and have 

responsible spending of assistance dol Iars, specific types 

of assistance need to be targeted to producers 

specific financial characteristics. In this way the program 

wil I promote the diversity which is assumed to be desired in 

agriculture and can promote efficiency in 

t ... Jhc•l e. 

the sec tor a·:. a 

Table XVIII gives a summary of what type of assistance is 

proposed for each category of sales or TRI .:..nd D/"A ra. t i c•. 

Number of operators assisted and potential costs and volume 

of a proposed program segment is given bv Table XX. 

Analysis of Efficiency Ratios 

To indicate possible differences in managerial ability 

and efficiency of farms 

categories, ratios of total 

in the different NCFI and D/A 

cash farm expenses/gross farm 

income (TFE/GFI) and Net Cash Farm Income/Gross Farm Income 

(NCFI/GFI) were calculated for al 1 far·m·:. in 



$'7 

·:.urvey. 

Table :::<:::<I shows that on the average~ for OKlahoma farms~ 

the D/A ratio and NCFI the fev,ter· 

incurred for each dollar of GFI received. This 

indicates that on the average~ the higher the NCFI category 

and D/A ratio, the fewer dollars of TFE used to generate a 

dctl 1 ar of GFI. Closer analysis shows that TFE/GFI does not 

increase within every NCFI category as D/A i ncr·eases, 

thereby not allowing a simple generalization 

concerning efficiency and D/A ratio. For those farms with 

1 ncr·e.:o.s.es., indicating that on farms with serious cash 

s.hc•r tfa 1 l s, 

efficient. 

those with more debt are r·e l .:.. t i ve 1 y mor·e 

The TFE/GFI does however, decline consistently for alI 

D/A categories as NCFI i ncr·eases. This. inojicate·:. that 

receiving higher NCFI~ in every leverage 

category, are more efficient, i ncur·r· i n•;~ less expenses for 

each dollar of GFI than those receiving lower NCFI. These 

farms not only have greater dol Iars of sales, 

their sales dollars end up as profit. 

but mor·e of 

Average results of the NCFI/GFI ratio shown in Table XXII 

indicate the mirror image of the TFE/GFI ratios. The higher 

the t···lCFI category and D/A ratio the greater the percent of 

GFI which becomes NCFI, Closer analysis again shows that a 

·:.impl e gener·al i z.:o.t i c•n concer·n i n•;~ he·~~' NCFI./GFI •:t-r.:o.nge·:. as. D/A 

changes in each NCFI category is not possible. 



TAE:LE ><><I 

TOTAL E><PEN:::;E:::; ..... ··Gf~:o::;:;::;:; FAF.:t-··1 INCOt···1E Ot··.J Cii<LAHot···1A 
FARt--·1S B"'( D./A RAT I 0 AND t··.JCF I 

NCFI 
C.:.. t e qc•r· -:.-· 

i. $0 
·:1:·1 - ·:1:-14' 999 
$15,000 - $29,999 

A1 1 

Deb t ... ··'As~.e t Rat i c• 
t··.Jc• 

Debt 

3 . 7.~, 
C'·=· ._1 '-' 

. 4t: 

. :.::·? 

1 . 09 

< ~J . 4 

1 . 77 . .:r7 
. 55 
. 4..., ... 

::::4 

TABLE >:::><I I 

0.4- 0.7 

1 . 5'7' 1 
64 
. 58 . i:" C" 

·-'·-' 

. 7B 

>(1R7 

.-,~::; . ~--' . 7~ ,. ,_, 

. .54 . 4'7' 

. 77 

NET CASH FAR~'1 I I"-·JCOtv1E .. ·...-GRC)::;:;s FARt··1 I t··.JCOt···1E ON 
OKLAHot··1A FARt,·1:=: B···( D/A RAT I 0 AND NCF I 

NCFI 
Cat e qc•r· -:.-· 
i. •:1:-0 
:1:·1 - ·:s 1 4 ' 999 
$15~000 - $29,999 
l ·$·:30 '000 

A1 1 

t··.J·::. 
Debt 

4 .-, . ..::.. 

C' .-. 
• ·-'L 

< [1 • 4 0.4- 0.7 >(1,7 
-.77 

. ~::3 . ::::.s • 24 

.45 . 42 • 44 
. 45 . 51 

. u. • 2:.::: • 23 

98 

A 1 1 

2.'7'4 
.62 

.47 

.94 

All 
-1.47 

.47 
C"·-· •• _,.=._, 

. o.~ . 
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in 1983 and 1984~ the average of this ratio for al 1 U.S. 

farms was .1 and .198 respectively. 

NCFI/GFI does increase in each D/A ratio category as NCFI 

is. i ncr· e.:.. s.e d. This again shows that farms 

receiving higher NCFI convert more of their sales and income 

dolla.r·s. intc• pr·ofits, indicating either gr·eater· efficiency, 

managerial ability or both. A cons. i ·:.tent trend doe·:. not 

exist as D/A ratio increases however. 

increases, NCFI/GFI increases or decreases depending on the 

r··.JCF I •: .:.. t e 9C•r· !' • 

This analysis seems to indicate that farms do not 

significantly differ in efficiency depending on D/A ratio. 

Significant differences in efficiency do however become 

apparent between farms in different NCFI categories. 

Interpretation and Recommendations 

Harl comments that throughout history, as agriculture has 

de• . ..oel Coped, it has. been .:..bl €' to .:<.11 Coi,.•J tr·.:<.n·:.fer Cof c.:<.p it.:._] 

and labor to other sectors because of increased efficiency 

<The People and the In·:. t i t u t i on·:.) • He contends that the 

large number of current farm failures is not a continuation 

this tre-nd toward greate-r efficiency. 

appeals and pro-family farm sentiment are 

Oklahoma data simply does not support this conte-ntion. 

f',lea.r·l :;.' 3.11 f.:..r·mer .. :. facing que·:.t i c•nat•l e ..... i .:..bi 1 it>' be-ca.us.e- of 

if the>' 

rece i • . .!e•j 3.1 1 t 11 e i r· bc·r· r· o• .. ·.Je d c .:..p i t .::..1 .::..t zer·o per·cent 



interest. This section leads one to the conclusion that the 

IJnder·l>'ing pr·oblem causing ques.tio:onable viabi 1 it>·· i·:. lac~~ cof 

managerial effectiveness in ccon tr·ol i i no;; expen·:.e·:. cor· 1 ack cof 

ability to effectively discriminate between profitable and 

unprofitable enterprises. The current transition would then 

definitely be a continuation of long term process of 

transferring human resources and capital out of agriculture 

with resultant increased sector efficiency. This also helps 

to e>~plain lack of compassion among farmers for those who 

are facing foreclosures or debt restructuring. 

Previous analysis il Justrates that farms in the 1 owe·:.t 

NCFI categories are those which need government assistance 

the most to enhance their· 0-.!i.:<.biiit>··. These are the farms 

r .. •.Jhio:h need interest subsidies, debt write-downs or asset 

purchase in order to survive. Criteria related before 

indicate that government ass1stance i ·=· in the prJbl i c 

interest if efficiency is enhanced or maintained. I t 

ther·ef•::or·e seemin9l>' wcould ncot be in the public inter·es.t teo 

provide assistance least efficient of OKlahoma 

farms which need assistance the most to remain in operation. 

Since the hi9hly levera9ed farms (0/A > 0.4) in the 

hi ghes.t NCFI cate9ories are the most efficient in usin9 the 

least amount of resources to produce (lowest GFE/GFI), a 

federal program securin9 the debt of hi9hly leveraged farms 

in high NCFI categories to 9uarantee flow of credit to these 

operations would meet the pub! i o: ob.j ec t i ves. of pr·omcot i ng 

efficiency in the agricultural i ndus.tr·~···. The farm·:. '·'·-' i th 



1 01 

than $15~000 NCFI per·cen t of 

17.6 percent of OKlahoma assets, and 52.2 

percent of OKlahoma operator debt. 

One i ~.·:.u e in this analysis which has yet to be addressed 

and which wil 1 not be addressed here is: 

negative cash flows and poor management abi 1 ity a long run 

characteristic of farms facing stress or h.a..s r·educed 

management effectiveness been caused by emotional stress or 

trauma which has resulted from financial s t r· e ·:. ·:.? 

f i na.nc i .:..1 str·e~.·=· cau~.ed incredible costs in human terms 

which have led to mental fatigue and mental breaKdowns which 

ha•...'e in turn caused deterioration of management abi 1 ity and 

u 1 t i rna tel y l oss c•f f i n .:..n c i .;.. l v i ab i l i t::.··? 

Categorization of Oklahoma Farms by 

Socio-Economic Variables 

In the course of this research project~ much time .;..nd 

effort was devoted towards attempting to identify a set of 

variables which would characterize farms facing 1 imi ted 

of f i nanc i .:..1 •...oi.:..bi 1 it;.'. Linear regression, 

discriminant analysis, and logit procedures were pursued to 

develop a set of socio-economic variables which would 

characterize stressed Oklahoma farms. 

results is given in Appendix A. 

In the o?vent 

A summary of these 

effort v..1as succe·:.sful. The range of characteristics of 

financially stressed OKlahoma farms is so extensive, that a 
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significant set of variables characterizing these farms was 

not found. 

One variable which was not related to the financial 

vi ab i 1 i ty c•f OK 1 ahoma far·ms was D/A r·a t i o. Other studies 

CLines and Morehart, FisK et al ., and Joseph and Reinsel) 

trying to identify certain characteristics of a farm 

operation contributing to some measure of financial stress 

or vi ab i 1 i ty have either ignored D/A ratio or aiso 

at t r· i but e d financial stress. or· vigor to other 

characteristics. This degree of heterogen~ity among farm 

operations with 1 imited viabi 1 i ty, indicates the success of 

a business is highly dependant on some combination of 

entrepreneurial, management and decision maKing abilities of 

an i nd i vi dua 1 operator which are highly difficult to 

identify or quantify. Attempting to identify why one farmer 

is successful and another is rp::.t is compara.ble to explaining 

why Lee Iaccoca is Chief Executive Officer of Chrysler and 

why someone who attended the same grade school and high 

school classes with him may be wor·K i ng on Chr·ys 1 er ·' s 

ass.embl y 1 i ne. 

Failure of res.earch efforts. tc• identify D/A ratio as 

significant in indicating degree of financial viability does 

indicate a heavy reliance on this ratio by volume~ of 

1 iterature to explain financial viabilit>' is questionable. 

Care should be taKen that D/A ratio be used in conJunction 

with other variables to give a more accurate assessment of 

operators which are facing financial hardship. 



The Board of Governors of the Federal Reserve System use 

a cross-classification system which uses return on assets, 

return on equity, amount of equity and D/A ratio to measure 

financial stress <February, 1986). Although its authors use 

it to indicate financial ·:. t r· e ss, this classification is 

1 ikeh' the most cc•mpr·ehen-:.i•v"e methc"j of pr·edicting long r·un 

viability of a farming operation. A drawbacK of this method 

i=· that it can be ~)ery cc•mp 1 i ca ted and using it 

administer a federal program could be quite time consuming. 

The USDA has begun the degree of financial 

stress on both cash flow and D/A ratio <USDA, July, 1985). 

D/ A r· ~. t i C• is used to indicate overal I financial soundness 

and cash flow measures the farms abi I ity to meet cash 



CHAPTEF: 1·.) 

SUMMARY AND CONCLUSIONS 

The 1985 Farm Costs and F:eturns Survey <FCF:S) data were 

used in estimating costs and benefits of programs for U.S. 

p r o::.du c e r ·: .• The Oklahoma farm finance survey, done by the 

Oklahoma Department of Agriculture in cooperation with the 

Department of Agricultural Economics at Oklahoma State 

University in January of 1986, was the source of data used 

to complete financial analysis of Oklahoma farm operators. 

In a r·ecent .:r.r t i c l e , c omp .:..r· e d the 

classification which is needed for U.S. farmers to ~triage~ 

used in World War I. The three groups he related were: (1) 

the mortally wounded and which wi 11 

who with help could survive, .:..noj (:3) thco·:.e l,o •• lhO CC•Uld .:..t 

least for a time survive without help (November, In 

t h i ·:. .:r,n .:.. l >···:. i s:. , farmers with TF:I below $0 are considered to 

be mortally wounded. Those who with help could survive have 

a TRI Those with a TF:I above 

$15,000 could survive for the time being without help. 

F.:.. r· me r· s:. these three categories have different 

financial assistance needs and given budget restrictions for 

an assistance program, the benefit to the sector can be 

104 
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·"'-•;Jr·icul tur·.::..l ·:.ect•:•r· if ther·e i·:. no fin.::..nci.::..l .;:..·:.·:.i·:.t.::..nce fr·mn 

government sources. 

2. Suggest government debt assistance program alternatives 

p r· odu c e r· ·: .• Identify impacts of assistanct 

programs on projected Oklahoma losses and identify costs and 

benefits of each alternative. 

·:· ·-·. impacts of proposed government program 

alternatives nationally. Identify costs and benefits of a 

national program. 

4. Identify characteristics of farms which contribute 

significantly to a farm/s presence in a certain financial 

!]b.i e c t i '·.! e One 

If OKlahoma farm operators were divided up into the three 

triage categories suggested by Paarlberg, 3. 7 per·cen t of 

Oklahoma farmers who hold 13.4 percent of Oklahoma farm debt 

are mortally wounded and will not be able to survive. These 

farms would primarily maKe use of an asset purchasing 

program. Another 9.2 percent of Oklahoma farms, who with 

help could survive hold 7.2 percent of Oklahoma farm debt 

and would use the bulk of a financial assistance pacKage. 

percent of Oklahoma farms hold 79 percent of 

Oklahoma farm debt and will survive without help, 

for the time being. Debt guarantees would be the major type 

of assistance used by these farms. The remaining 45 percent 

of OK l.;:..homa f.::-,r·m·:. hold no debt. The pr·c·f i t.~.b i lit:;.-· pr·obl em·:. 



1 (17 

of these operators with 1 OI;.J TF: I need to be solved through 

educa t i •::.n .:o.nd improved farming practicesl not f i n .:o.n c i .:o. l 

. :..·:.:. i ·::. t .:o.n c e . Fur·ther· det.:o.i 1 of ojebt a.n•j .:o.-:;.·:.et distributicon·:: . 

of Oklahoma farmers is give~ in Table II. Table III shows 

that with no financial ass1st.:o.nce~ $·:331 million or· .:: .• 1 

percent of Oklahoma debt i:. unccollectit•le if all oper·atcor·:. 

with a TRI below $15~000 and a D/A greater than 0.4 were 

for·ced tc• 1 iquidate. A summary of potential 

interest rate subsidy program for Oklahoma producers is 

·~i•.Jen in Table >=:I. 

required so that all 

Table XIII shows that debt wri te-offs 

debt service can be paid ranges from 

100 percent on farms with less than $0 TRI to 16 percent on 

farms with a $15,000 to $30~000 TRI and aD/A ratio greater 

than 0.7. 

Ob.i e c t i • . ..o e Tv,,•:• 

The :3.7 percent of Oklahoma operators which are found in 

the TRI category less than $0 using Paarlberg's description~ 

are considered to be mortally wounded andl after a 100 

percent interest rate subsidy or debt write-off~ are unable 

to pay alI operating expenses. No purpose would be served 

in committing federal fund:. to :.t.:o.b i 1 i ze the:.e oper·a. tc•r··:. 

when they cannot fully pay production costs. Pur·cha:.e c•f 

the r·eal estate assets controlled by these farms by a 

federally sponsored agency (4.6 percent of Oklahoma farm 

.:o.·:.-:.ets •,J.:o.lued .:o.t ·$1,177.4 million) cc•u],j ·:.er·• . ..'e t•:• pr·c•tect 

.:..:.set '..J.:o.lue·:. •:•f c•ther· oper·.:o.tor··::., cie.:o.r· delinquent .::o.cc•:•unt·::. 
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f r· om .:.. 9 r· i c u 1 t u r· .:.. 1 b.:.. n k ·::. .:.. n d p r· o t e c t t h e • . ..o i .:;.. b i 1 i t ·.,· of r· u r· .:.. i 

c omm •J n i t i e ·=· • 

I t is proposed that the 9.2 percent of Oklahoma farm 

operators, who with help could survive, in the $0 to $15,000 · 

TPI .;. ·:. ·=· i -:. t .:.. n c e 

p.:..ck.:..ge. Idea.lly, fle>~ibility sh•::.uld be built into the 

program to allow a plan, each of which may have a unique 

combination of interest rate subsidies, debt 9uarantees and 

asset purchases, to be developed for each farm operation 

seeking assistance from this category. Lender and borrower 

concessions (such as principal reductions by the lender or 

borrower) which are not necessarily a part of a federal 

program could also be negotiated to help ensure success of a 

reorganization plan. An interest rate subsidy for th i ·::. TRI 

category could reach $21.9 mil 1 ion, a debt guarantee $75 

mill ion and an asset purchase $219.7 mi 11 ion. 

Additional assistance is only proposed in 

debt guarantee for 7.7 percent of Oklahoma farm operators 

with greater than $15,000 TRI and aD/A ratio greater than 

0.7. The volume of a guarantee in this category could reach 

S286.5 mil 1 ion. No assistance is proposed for operators 

,,...tith a TRI above $15,000 and aD/A ratio below .7. In 

practice, some exception could be made to this criteria 

depending on certain circumstances o+ a particular farm or 

f .;.r·m f .:..m i I :~··. I n I i m i ted •: a -:.e -:. , .;.n 

•: ou I d be g i ,.,.. en 

·$·15,000. 

to farms with TRI 

interest rate subsidy 



The primary purpose for providing guarantees for this 

group of operators with a TRI i ~. to en~.ur·e 

credit flow needed to keep these efficient and profitable 

farms operating. Restriction of credit flow to these 

operators because of a D/A ratio which has been moved into a 

risky category due to asset value declines could force these 

operators which have been shown to be among OKlahoma's most 

efficient to sel 1 assets or make other decisions which could 

reduce profitabi 1 ity or efficiency and .eventually cause 

1 i q •.J i da. t i •:Jn . Guarantees of farms 

would take some pressure off of asset markets by possibly 

or· eliminating restructuring needs of many 

ope r .::o. t •::.r· -:: .• 

An .:r.dd i t i ona.l consideration indicated by FAPRI analysis 

I·::;. th .;:.. t i ncr·e.::o.-:.e-:. in income do not significantly increase 

..... i .::o.t• i 1 i t :: ... ' but decr·ea-:.e-:. in income cau-:.e •,.• i a.t• i 1 it;.·· to:. 

decline ·:.i·~nific.:r.ntl:~-. This would suggest that maintenance 

c•f i n c orne .:r. t 

deter· i •:Jr·a t ion of '...' i .:r.b i l it>' 

is needed to prevent further 

and to prevent failure of a 

f i n an c i .:;. 1 .:r. s. ·::. i ·::. t .:r. n c e p r o g r· .:r.m -:;. u c h a.-:;. t h e on e o u t 1 i n e d h e r· e . 

A summary of costs and volume estimates of these programs 

and the number of Oklahoma operators assisted by each is 

given in Table XX. 

Alternative Considerations. Interest subsidies result 

in huge wealth transfers for a small number of operators and 

raise many questions concerning equity issues among farmers 

and between farmers and other smal 1 b u ·::. i n e ·:. sm e n • 
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Agriculture~ which i·:. cur·r·entl::.-· o•,.•er·c.:o.pi t.:o.l ized .:o.nd 

plagued by overproduction, is being held in this condition 

partly because of huge farm program expenditures. Cc•nt i nued 

infusion of funds into agric~l ture by Federal programs may 

on 1 >' con t i n u e to di ·:.tor·t the risK and return structure of 

.:o.gr i cu 1 tur·e. Given that huge sums of capital 

directed out of other s~ctors which may be more productive 

than the .:o.gr·ic,Jitur.:o.l s.ectc·r~ can .:o.dditic•n.:o.l 

other sectors be justified? 

t r· .:o.n s.f e r· ·:. f r· om 

Ob.i e•: t i • . ..oe Thr·ee 

E:ecau-:.e •:•f the for·m of the .:o.v.:o.il.:o.bilit::.' of financi.:o.l d.:o.t.:o. 

on U.S. farms, the portion of 

is not entirely comparable to Oklahoma data. 

Interest rate subsidies, are not needed on the average on 

U. ::;; • f ar·m-:. 1n sales categories above $250,000. On i >·· f .:o.r·ms 

with less than $100,000 sales and which were also insolvent 

could not pay al 1 ex pen ·:.e -:. C• the r· th.:o.n in ter·e·:.t. After· .:o.n 

interest payment subsidy of 80 percent or greater, only 

minimal principal reduction is achieved on farms with less 

Farms with sales between $100,000 

and $249,999 are also only able to make minimal progress on 

pr·incip.:o.l r·educti•::rn .:o.fter· .:o.n inter·est rate -:.ut•·:.irjy of up to 

4.3 percentage points. Difficulty in paying full principal 

payments does exist in sales categories above $250,000 but 

progress can be made by these operators in debt reduction. 
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IX gives a detailed breakdown of 

be written off in each sales category so the farm is able to 

project a positive cash flow. 

Ob.i ec t i • . .!e Fo•Jr· 

This objective was pursued bv combining results of 

-:.e '·.! e r· .::r. l this analysis and by applying several 

.:r.n.:..l :;-·t i ca 1 p r· err: e du r· e '=· incl•Jdin•;! discriminant analysis, 

inear regression and logi t procedures. These 

procedures were used to attempt identify a set of 

variables which characterize financially stressed farms. 

None of these procedures produced results which developed, 

to any satisfactory degree, a set of variables which 

adequately explained the limited fin.:..nci.:..l 

1} i .:r.b i 1 i t y. It is therefore concluded that an adequate set 

of discriminating variables can 

ch.::r.r·.:..c ter· i ze f.:..rms f..'.J i th 1 i m i ted f i n.::r.nc i .::r.l ..... i .:..b i 1 i ty. r··krder·n 

U.S. production agricu1 ture, .:..n d the f .::r,r·m-:. '··'··' i t h 1 i m i ted 

fin.:..nci.:..l •,1 i ab i 1 i t >·· in p.:..r· t i cui .::r.r·, .:..r·e ·:.imp 1 >·· too 

heterogeneous to easily categorize. Variables which are not 

easi iy quantified such as, personal initiative, decision 

making abi 1 ity, managerial or· time management sKi 1 ls are 

h:~··pothe·:.ized tc• mor·e full:Y expl.:..in the incidence of limited 

financi.:..l •_.ri.:..bi 1 it:~-. 

,,..,,lh i 1 e 1 Er '·..' e 1 Crf detrt i -:. i mpc•r· t.:r.n t ' 
m.::r.ny f.:..r·m·:. l_.r.J i tt-. 

e::-=: t r· erne i '•r•' h i gh D ....... A r· .:.. t i c•·=· h .:..• . .! e po·:. i t j ' . .Je c -~.·:.r: f 1 01_.1 . .1':. . FC::F:::;; 
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indicates that 25 percent of technically 

insolvent operators h-~'-.!e po·:. it i '...'e 1 .. ·..1 ide 

di ffer·ence·:. ex i ·:.t in pr·of i t.;.bi 1 it::·· betv.Jeen .;.11 f .;. r· m-:. a. n d 

. ;.mon ';;i f .;.r·rn·:. i n -:. i m i 1 a.r type or sales categories • 

survey data indicates many farms which have NCFI greater 

than $30,000 could support D/A ratios up to 1.6 and farms 

with NCFI less than $15,000 are unable to support D/A ratios 

Thi-:. e' . .!idence illustrates that the simple use 

of D ....... A i ·:. .;.n inadequa.te in i ,je n t i f ::...- i r11;;~ 1 i m i ted f i n .;.n c i .;.1 

'...' i .;.t, i 1 it::··· .;.nd f i nanc i a 1 -:.tr·e·:.·:. in .~.gr· i ':u 1 tur·e. In Ok 1 -~hom.~., 

assistance level required to stabi 1 ize a operator varied 

much more depending on TRI than D/A ratio. D ....... A r·a tic' need·:. 

to be used inconJunction with other financial measures to 

indicate financial stress. 

Summ.:..r· >' 

f i na.nc i .~ 1 assistance options explored here 

address a short term issue~ that of minimizing the numbers 

of farmers which must in the near future 

because of financial str-e-:.s. l<nu t-:.on .~.nd f<l i nefe 1 ter· 

i 11 u-:.tr·.~.te that programs such as interest rate subsidies, 

loan guarantees, write-offs and asset acquisition only treat 

symptoms of current problems. Duncan comments that: 

... agr· i cu 1 tur·e ·' =· fu tur·e 1 .. • . .1 i 1 i 1 i ~::e 1 y be ch.~.r·.~.c ter· i ze,j 
by less inflation .•. and a fuller integration of the 
industry into the international market place ••• 
Because of these factcirs, the fate of agriculture wi 11 
t'e predic.~.ted le·:.'·:. 1:Jn v,1hat i·:. done to r·e-:.,:Jive 
financial stress and the constant tinkering of 
cornmodi t:/ pr·c";;~r·-~rn .det.~i 1·:. th.;.n on hot.•.J pol i c::.·· m.;Yer-:. 



choose to deal with the broad range of macro-economic 
and trade issues (1985, page 26). 
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He also comments that the changes in FmHA program directives 

which caused the market share of FmHA to increase from 5.4 

percent of total agricultural lending in 1977 to 12 percent 

in 1982 would appear to have greatly contributed to the 

level of adjustment needed today. This increase in Federal 

lending which contributed to the overleveraging of the 

agricultural sector raises questions concerning the value of 

expanding Federal credit programs at this time. Duncan, a 

member of the Farm Credit Administration Board~ fails to 

make any comment concerning the emphasis which the FCS 

placed on market share through their employee promotion 

system which stressed growth in account volume and its 

impact on the growth in the farm sector's use of credit. 

This report has centered on exploration of costs and 

benefits of short term assistance to financially stressed 

farm operators. It is recognized that these proposals wi 11 

not resolve underlying fundamentals which have contributed 

to financial stress by contributing to huge overproduction 

and overcapitalization in production agriculture. Rather, 

these proposals may only serve to complicate these problems. 

To resolve these long range concerns~ pol icy makers need to 

come to terms with these problems and make the difficult 

decisions necessary to correct them and allow a viable 

agricultural production sector to emerge in the future. 
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The .::..·:.·:. i ·:. t a.n c e programs detailed here wi 11 

pr·otect the •...'i.:..bi 1 i ty •:•f f.:..r·mer·-:. , .... .1hich c.:..n cur·r·entl:;. .. p.:..::-' .:..11 

of their expenses including interest and make some progress 

on debt reduction. If the -~.gr· i cu 1 tura 1 econmny r·em.:.. in·:. 

de pre -:.·:.e d or· deteriorates further, spi !lover benefits of 

package assistance described here wi 11 help maintain the 

'·.! i a.b i 1 it::-' efficient and profitable operators not 

currently needing assistance. If the current depressed 

economy and associated low commodity prices 

continue for more than a few years, proposed programs are 

1 iKely long-run solution 1 i m i ted 

f i n .:..n c i a 1 '·.! i .:..b i 1 i t ::···. Con t i n u at i c•n of low commodity prices 

wil 1 cause financial assistance programs to simply delay the 

day of recKoning for many producers. 

Current 'modes of thought' concerning 'standard' methods 

of farming may need to be changed among producers to cope 

with world economic situation different from that vJh i ch t.o •• •.:..-:. 

experienced during the Th o·:.e f .:..c i n •;;! f i n .:..n c i .a 1 

stress now need, or needed in the past, education concerning 

me.:.. ·:.tJ r· erne n t pr·oduc t ion .:..nd e-:.pec i -~.11 >' 

concerning financial .an a. 1 ::··· ·:. i ·:. i n d i '...' i ,ju .::..1 

enter·pr·i-:.e in an oper·.:.. t ion. This type of analysis needs to 

be used immediately by stressed operators to determine which 

en ter·pr· i ·:.e·:. ar·e efficient and profitable and which need to 

be i m p r· o '--' e d or· e l i m i n a t e d • Accor·d i ng to Richard Krumme, 

Farming Magazine, too many operators 

facing financial difficulty have no plan 
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their •;:lperation. 

these operators be given federal funds to continue 

unpr·of i tabl y? 

The change in econc•mic ci imate from the 1'?70's to the 

1'?80's has contributed to financial stress and subsequent 

lacK of • .. dabilit:;..- in the agr· i cu 1 tur·a 1 economy by catching 

many operators in a vulnerable financial r i sK s i t u at i on . 

Even though this change caught many unaware, farmers may not 

have fully comprehended the ramifications of debt financing 

on their· financial viabilih' in years of low profitability 

at the time they assumed high levels of debt. They also may 

not fully realize the impact of direct government payments 

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

impact their debt repayment ability. All of these factors 

indicate a need to improve education of farmers to increase 

awareness of financial risK considerations connected with 

debt financing. Many have no realization of the t;:.·pe of 

r i sK p o:. i t i on the loans they request and receive place the 

a·:.sets in v . .Jhi•:h they ha~Je invested their entir·e 1 ife·'s ~'•or·K. 

Education to improve this perception is needed. 
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APPENDIX A 

LINEAR REGRESSION ANALYSIS 

In t r odu c t i on 

Th~ purpos~ of ~stimating a multiple 1 inear regression 

equation on several variables in the OKlahoma farm survey 

is to identify certain factors which relate significantly to 

c~rtain measures of farm financial h~alth. Through this 

.:..nal ysi s it is hoped that characteristics can be identified 

which significantly ex~lain variation in important dependant 

variabl~s on which farms ar~ commonly classifi~d. Th~ 

-:.t~pw is~ 1 inear regr~ssion program in SAS was us~d to 

p~rform this analysis. 

R~gr~ssion of N~t Farm Incom~ 

Param~t~rs includ~d 

n~t farm incom~ CNFI) which w~r~ significant, w~r~ highly 

significant. N~ t farm income 

incom~ minus total cash ~xp~nses 

is d~fin~d as gross farm 

including d~bt s~rvic~. 

Four out C•f 

.0001 1~·-..r~l. 

six param~ters were significant to b~yond the 

In th~ opinion of the r·e-:.~archer ~ th~ Equation (1) 

income <T-values app~ar in par~nthesis). 
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NFI = 6360.16 + .391NW + .409TD + 1.959PMT- .132M&! -
(-3.12) (10.36) (4.41) (12.47) (-2.57) 

2.332RTA + 10,767.5220/A (1) 

(-3.09) ( 8.99) R--:.qu.art? .476 

No? t ~vor th <Nt.._l); Tot a 1 a sst? ts - tot a 1 dt?bt in ·a;. 
Dirt?ct govt?rnmt?nt paymt?nts CPMT>; 

govt?rnmt?nt paymt?nts rt?por~t?d by 
Sum 
t?ach 

of direct 
farm 

opt?rator in$, 
Mineral and investment 

from royalties, 
account-:. in$. 

Rentt?d acres CRTA>; 
r·ented. 

income CM&I>; Incomt? receivt?d 
investments and savings 

Total number· of acres reported 

Total Debt CTD>; Total debt of each opt?ration in$, 
Maximum serviceable D/A ratio CD/A); Maximum serviceable 

debt lt?vel/total assets. 
Net farm Income CNFI>; Gross income minus total expenses 

in $. 

Net worth, debt level, and direct government payments 

were significantly positively related to net farm income. A 

ratio of maximum level of serviceable debt for a certain 

far·m, divided b>' total assets of the farm was also 

significantly positively related to NFI <this parameter is 

explained later). Incomt? from minerals and investments was 

significantly nt?gatively related to NFI. 

income could likely be treated as an endowment paid monthly 

or yearly to the operator regardless of how hard he works. 

Since this royalty money is available the farmer may worK 

fewer hours, farm his land less intensively or be less 

conct?rned about control 1 ing expenses since farm income is 

not required to support the operator/s family. 



Fin•jin.:;, number· of .:..c r· e -:. of r·ented .:;,r·ound 

1 .-.c 
~--' 

to be 

si.:;,nificantly ne.:;,atively related , ... Ja ·:. -:;.u r· p r i -:;. i n ·~ • 

Farmers are either paying rents which are 

renting is unprofitable or farmers with low net incomes are 

renting ground to improve their f 1 •::.v.J-: .• F ar·me r· ·:. v .. 1h o 

r·en t number· of acres may have operations which 

ou t-:.tr· i p their· Cl.bi l i ty .:..nd .are ther·eby 

inefficie-nt. 

tc•t.al that the hi·~her· the l e•..Je 1 of assets controlled the 

higher· the NFI level This also shows that there is a 

positive return to borrowed funds on some farms. Indicating 

not necessarily associated with 

low or negative cash flows. The returns to borrowed funds 

i-:. higher· tha.n the return to net worth. Thus when averaged 

in ·~ener·a.l i-:. u-:.ed inte-nsively than is owner 

equity. 

Direct .:;,overnment payments are significantly related to 

t··.JFI bec.:..u·:.e in .:;. ·:.imp 1 i ·:.tic sen·:.e, the/· i ncr·e.:..·:.e t··.JFI v .. t i thou t 

any corresponding increase in costs. It is also interesting 

to note the on the Pt,1T t e r·m. Near·l :-,.·· ·$2 •::.f 

gove-rnment payments are needed to raise NFI by $1. 

The maximum serviceable level of debt for· .:.. g i • . .Jen 

farm divided bv tot.:..l assets was included as a proxy to 

account for· due tc• .:..pp.:..r·en t d i ffer·ence·:. in 

t···1.:.. i l - i n ·::.u r· '·..' e >···::. 



.:..r·e not .:..bi e tc• me.:..·:.ur·e ma.n.:..~;~ement .:..t•i 1 it::··· di r·e-cti ::··· .::..nd cJf 

·:.e '--' e- r· .:.. i ratios propose-d to account for such manage-rial 

diffe-re-nce-s, this ratio proved to be the- most si~;~nificant. 

Pe ·:. i du .:..1 f .:..r·m income- before debt service was divide-d by .18 

to give- the maximum level of debt which could be- se-rvice-d 

from farm sources (.13 inte-re-st rate plus .05 re-payment rate-

on principal). This maximum de-bt level divide-d by total 

asse-ts ~;~ives the maximum D/A ratio the farm could support. 

This ratio re-late-s income 1 e- '···' e i .:..nd le•.,te-1 

debt to the value- of assets on the farm producin~;~ that 

income-. Ve-ry high ratios that asse-ts are ve-ry 

productive-. Thus, farms with a high maximum se-rviceable D/A 

ratio can support more debt. In .:.. 1 ike r·e•;;Jr·e·=-~-ion on NFI 

which included actual D/A ratio but excluded net worth and 

debt <Equ.:..tic•n 

r·e 1 a ted to r··.JFI. 

I I ..... ' T.:..t.] e ><::<I I I ) , not s i •;;Jn i f i c .:..n t 1 y 

Other attempts at estimating an equation were also 

performed. A summary of these attempts is given in Table 

>G<III. 1-.).:..r· i ab 1 e ·:. in equation VI were chosen because 

stepwise discriminant analysis indic.:..ted th.:..t the::··· h.:..d 

significant discriminating characteristics. 



TAE:LE ><><I I I 

1 .-,..., .;:..(' 

SUMMARY OF LINEAR REGRESSION RESULTS 

1-.).:..r i
b 1 >?* 

I I 
Equ.:..t i .:•n·:. 

I I I I • .. ) \.) '·)I 

R2 .4114 .477.::. .5~315 .:3996 .4t15:3 .:3'7'24 

80 84:31.8:3 -5482.77 -10152.66 9956.41 46.75 5816.77 
(.'~'~j) (-.6~::1) (-1.12) (.94) (.~32) (75) 

r··.Jt..J . (1:355 
( :3. 75) 

TD • 0441 

DA1 
(1.~3:3) 

DA2 :=:12.4€1 
((1,[18) 

TF 1 -1 0 5.:: .• 54 
( -0. 25) 

TF2 -1 ::::::::•7• I 55 
( -[1 • 51 ) 

(10.1:3) 

.0407 
(4.24) 

4419. ~3.::. 
( 1 • 0::::) 

2150 I ::::7 
(~3.5:3) 

(-0.24) 

1752.51 
(0.4'?) 

TF:3 18102.98 10969.80 

RTA 

AGE 

TDA 

(1.:32) 

( -0 • 4:3) 

-(1.15:3 
( -2. 7:3) 

-·J C'r-•C' 
~I ,_f7 ._1 

(-3.72) 

2.310 
(12.22) 

(-1.(1f:) 

( 0 . :34) 

-0.[121 
(-0.25) 

-0.1:31 

-2. 4,!.[1 
(-::::.1:3) 

1. 957 

-5'7'. 65 
(-0.46) 

1 [1658. 42 
(::::.57) 

• ~~1::::94 
(1[1.17) 

(4.23) 

5454.55 
( 1 • 28) 

( €1 If 77) 

272€1. 52 
( (1. 58) 

::::4:::5 I €14 
((1,:::5) 

• [1::::44 

• [1452 
( 4. 6[1) 

-2009.85 -4169.59 
(-0.50) 

24::::4.:34 
(0.71) 

9:34.:: .• 1 [1 
( ~~1. 7~:) 

-~3.[121 

(-0.24) 

-(i 1 1 2:::: 
(-2.45) 

-2.427 
(-3.1'7') 

( -~21. '7'5) 

5::::=::::: I 0 9 
( 1 • 54) 

(-0.:37) 

( 0 . i 5) ( -2. ::::4) 

-1.247 -2.:382 
(-1.52) (-2.'?7) 

2 I 1'7':=: 

1 (1 :::: lr~l 

(:3.13) 

• [1347 
( :3. 55) 

( 1 • 48) 

2. 1 :=:7 
( 11 • 54) (14.78) (1:3.:3:3) (1:3.04) 

-2(1[1. 03 
(-1 .34) 

1:3289.14 10946.59 
(4.B9) 

125.91 
(1.~~10) 



Var-i
bl e* 

PF~FT 

I 

TABLE XXIII (continued) 

I I 
Equations 

I I I 

'?1.5.54 1 7.!.9. 65 
(1.06) (1.85) 

v l) I 

1 ·":•C• 
L.l.-1 

D/A -7834.'?3 

MD/A 

* NFI 

R2; 
BO; 
t··.JW; 
TD; 
DA1; 

DA2; 

(-1 .40) 

170.4.5 
( ~3 • 22) 

is the dependant var-iable <NFI =Gr-oss Far-m sales -
gr-oss cash expenses). 

R-squar·e. 
In ter·cep t 
Networ-th =Total Assets -Total Debt inS. 
Tecta! debt in$. 

0,1 var-iable 1 for- wester-n Oklahoma 0 for- centr-al and 
easter-n. 

0,1 var-iable for- centr-al Oklahoma 0 for- wester-n and 
e.:tster-n. 

TF1; 0,1 var-iable for- Far-mtype of wheat (if l 70% of gr-oss 
far-m r-eciepts wer-e r-eceived fr-om wheat) 0 if 
c•ther-w i se. 

TF2; 0,1 var-iable for- Far-mtype of cattle (if l 70% of gr-oss 
far-m r-eciepts wer-e r-eceived fr-om cattle) 0 

TF3; 

l, ... j&S; 
t·1&I; 
RTA; 
Age; 
TDA; 

PRFT; 
t·1D/A; 

if other-wi-:.e. 
0,1 var-iable for- Far-mtype of dair-y (if l 70% of gr-oss 

far-m r-eciepts wer-e r-eceived fr-om dair-y) 0 if 
other·w i -:.e. 

Off-far-m wages and salar-ies in $/year-. 
Miner-al and investment income in $/year-. 
Number- of r-ented acr-es. 
Age of oper·a tor·. 
Maximum debt/asset r-atio a oper-ation could suppor-t 

with far-m income assuming a 13% inter-est r-ate and 5% 
pr- inc i pa 1 r-epayment r·a te. 

Gr-oss far-m sales/total cash oper-ating expenses. 
Maximum debt/asset r-atio an oper-ation could suppor-t 

with net income fr-om all sour-ces (far-m and off-far-m) 
assuming a 13% inter-est r-ate and 5% principal 
r- e p a ym c:o n t r· a t e . 
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