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BEYOND THE 
FARM DEBT CRISIS 
-- by Greg Hanson --

Thankfully, the farm debt' crisis of the 19aos ran its course. 
The U.S. farm sector is now more competitive and financially 
stronger than at any time since 19ao. But instead of collectively 
heaving a big sigh of relief, now is the time to be vigilant. It is 
critical during a recovery period to keep bad business habits 
from reasserting themselves. Certainly not with 1991 looming as 
a recession year in the general economy. If we take time to reflect 
on the economic costs and hardships of the farm crisis, the 
lessons taught us could pay enormous dividends, even pointing 
to strategies to meet the challenges of the 1990s. 

Costs And Dislocation 

Washington's Crisis Role 

As farm financial analysts employed by the USDA, we took 
sharply pointed barbs in the 19aOs, particularly in the Midwest. 
Whether the comments were directed at us in person, or in the 
media, the allegations generally pushed the theme that "the Gov-
ernment got us into the crisis, and was not doing enough to get 
us out." Tough medicine for us civil servants to stomach. 

Looking out from the concrete and glass of the Washington, DC 
area, and sizing up the enormous price tag on the farm programs, 
it was hard to comprehend how the federal government caused 
the agricultural catastrophe that unfolded in places like Iowa, 
Minnesota and Missouri. Who in Washington was responsible 
for cutting financial lifelines, instead of sending heavy purses to 
farmers? No one identifiable. 

One can visualize an Uncle Sam of 19aos vintage as a sem
blance of the ghost of Scrooge's partner in Dickens' classic: a 
well-intentioned incorporeal figure but pathetically burdened 

with heavy weights and chains. 
Figure 1 - Real U.S. net farm Admittedly, Washington-the 

The economic distress of the 19aos income fell $20 billion Congress and the Executive Branch-
began at the farm gate. The USDA esti- early 19705 to early 19805 was prone to cast money onto the trou-
mates 200,000 to 300,000 farmers $ Billion.............. bled waters and let all farmers, solvent 
failed financially during the crisis (1 982) or stressed, "work" for it. Not many 
years. The crisis spread immediately to 50 wanted to target the expenditures to 
the farm lender: the poor and needy among farmers. 

• More agricultural banks failed in This was the decade of easy national 
19a7 than in any year since the 1930s. budget deficits. Most farmers didn't 
All told, 300 agricultural banks failed. 40 want the fed's money targeted by need 

• Agricultural lenders , including criteria either. The majority stood to 
individuals as well as firms, wrote off gain from programs that distributed 
about $19 billion of bad loans in the benefits according to production. 
five years 19a4 through 19aa-10 per- 30 The federal government was bigger 
cent of all outstanding farm loans. than in earlier decades but it could do 

• No lenders escaped . In fact the less. Or, put another way, what Wash-
Farm Credit System whose difficulties ington gave the farmer with one hand, 
received a great deal of publicity 20 it took back with the other. 
appears to have had lower than average For more than 50 years we counted 
losses. on government to play an activist role 

From the farm to farm lender, the in agriculture. While government com-
crisis shot through to agribusiness . 10 modity, conservation or finance pro-
Capital purchases by farmers fell off 60 grams continued in the 19aOs-and 
percent from 1979 to 19a6. The giant their costs became record-high-they 
International Harvester Corporation did not provide a tight safety-net. High 
went broke, and Allis Chalmers , 011 ____ ... _ ..... _____ Commodity Credit Corporation loan 
Massey Ferguson and other large 1970·1974 1975·1979 1980·1986 rates and direct subsidies were under-
agribusiness firms also required finan- . cut by indirect policies. The prevalent economic model is that 
cial restructuring. Partial statistics show 2,200 agncultural ser- mammoth federal budget deficits raised real interest rates, led to 
vice firms failed according to Dun and Bradstreet. an increase in the exchange rate value of the dollar (in the mid 

We do not yet know how to adequately add up the personal 19aOs) and consequently costs rose and farm exports fell. 
and family suffering exacted by the financial depression. Sui- Our view of government effectiveness needs to be altered. 
cides, alcoholism , divorce , child abuse, even assaulted Especially when we take a holistic approach that includes fiscal 
bankers-these were tough times. In the hardest hit areas of the and monetary policies. 
Midwest, one of every five farm families faced the prospect of In the mid-19aOs farmers reaped $14 to $17 billion annually in 
losing their farms and virtually all their savings. subsidy checks direct from the government. But marke.t co.ndi-

Then the taxpayer took a $100 billion hit. During the years tions were terrible. It was not so much government steppmg m to 
19a3 through 19a9 direct Government payments to. farmers aver- fill the void, but rather subsidies bandaging the wounds caused 
aged four times higher than in any other a-yea: penod .. The $100 by fiscal deficits, trade deficits, related high real interest rates, 
billion is a conservative estimate. It does not mclude mterest to and an occasional grain embargo. 
the Treasury and administrative costs. The Nebraska farmer in a financial tailspin should have told 

Greg Hanson is an Associate Professor at Penn State Unive~sity, 
after heading up farm income forecasts at ERS, USDA, dunng 
the farm crisis years. 
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every elected person in Washington: "Str~~hten out the, mone
tary and fiscal mess; forget the farm subSIdies; they don t make 
up for Washington's structural damage to my ability to export 
corn and pay ever higher real interest rates." Instead, he talked 
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about $~50 corn, and we talked about big government checks in 
the mail to farmers . Ships passed in the night, incognizant of 
what was happening on the other side of the channel. 

High Risk Farmers And Lenders 

Another critical piece of the puzzle needs to be discussed. No 
policymaker insisted that producers (a) rapidly bid up asset val
ues and rents , and (b) commence a borrowing binge to finance the 
higher prices they were paying for land. For that matter, bankers 

ratios from 1955 to the early 1970s. The difference between the 
two lines in the figure can be viewed as a hedge against risk. But 
disequilibrium developed in 1976 as the relationship invert
ed- an early indicator that the balance between income and 
financing had gone awry. Interestingly enough, the relationship 
became more "normal" in 1986, providing a signal that the 
recovery was around the corner. 

• Prices and income fluctuate widely. They always have, but 
we forgot. Few of us anticipated that $3 to $4 per bushel corn 
would plummet to $1.50 in 1987. Financial contingency plans 

were not ordered to increase agri
cultural lending from about $50 bil
lion in 1969 to over $200 billion by 
1982 . These were their own deci
sions, not orders from Washington. 
When farmers took on $150 billion 
of additional loans in this 12-year 
period, they adopted a high-risk 
business strategy. 

Figure 2-Financial disequilibrium of 
U.S. farm sector changed in the 1970s, 

but turned around in the mid-1980s 

for "what to do" if commodity 
prices dropped to pre-export 
boom levels, had not been 
thought out. 

Farmers , ranchers , and farm 
lenders did not suddenly become 
"crazed" in the 1970s and early 
1980s; these bidding and financing 
decisions seemed rational. Consid
er that the accelerated buying and 
borrowing generated enormous 
profits for farmers and investors 
that bought and then sold land in 
the boom years, as well as for 
agribusiness firms and agricultural 
lenders. But capital budgeting and 

Percent 

o 
1960 1970 

financing decisions became increasingly risky-a "boom mental
ity" placed increasingly greater decision weights on quick 
growth and shortrun performance. Even so, the benefits of 
aggressive financing were judged by many to be worth the 
greater associated risks. 

Most recognized that their lending and borrowing decisions 
were risky. Some accepted the responsibility for the possible 
losses, as well as the possible gains associated with their deci

1980 

• Cost-controls were deempha
sized. The immediate stage for 
the crisis was set by the annual 
$14 billion increase in production 
costs including expenses during 
1977-80. Interest expenses nearly 
doubled in these three years . 
Overall, costs rose a phenomenal 
13 percen t ann ually between 
1972, when the export boom com
menced, and 1980. If we thought 
computer management aids, 
sophisticated futures marketing 
and aggressive financing would 
substitute for traditional cost-con
trol, we were dead wrong. 

Management for 1990s 

Our first reaction to the post-crisis conditions should not be an 
overreaction, warning farmers "Don't borrow, don't bid up land 
prices, don't expand." This advice would be as short-sighted 
today as were the 1970s slogans of to "buy, borrow, leverage. " If 
sound economic intelligence points to bidding a higher price for 
a parcel of land, then from a business standpoint it is perverse 

sions. However, many had 
come to conclude unfortunate-
ly that if their decision proved 
to be a poor one, the govern
ment would bail them out! 

Figure 3 - Building a net worth 
"cushion" is important 

not to seriously consider this 
option. 

On balance , our experi
ences in the 1980s suggest 
four key management guide
lines that may be widely use
ful in the 1990s. Overlooked 

Fundamentals 

Three piece of information 
were increasingly ignored by 
people pursuing the high risk 
strategy of the 1970s: 

Percent 

40 

20 

Percent of farms in default 
by net worth position 

• The current income 
deficit. During the 1970s, farm 
profits, although rising, were 
not growing fast enough to 
sustain the exploding debt 
burden. Farmers were borrow

• Build A Financial Cush
ion. Half of all commercial 
size farmers with net worth 
between zero and $40,000 
were in default in 1988. Only 
about 7 percent of commercial 
farmers with net worth of 
$100,000 or more were faced 
with default problems. We 
have to recognize that the 

Thousand dOllar~o~c~t,:~!!hcost andRetums surveY.USDA. odds are not favorable for 
long-run financial survival 

unless farmers have or can generate a sizeable equity base. The 
safer the equity the better. Putting a large chunk of equity into a 
$120,000 combine is not as safe as getting by with a $30,000 
used combine, maintaining a $30,000 savings account and not 
having to pay interest on $60,000 more debt. 

ing (and credit agencies were extending credit) more than they 
could afford to pay unless land prices increased and they sold 
the land to someone else. Two ratios help us understand what 
happened-the ratio of debts to assets and the ratio of interest 
expense to farm income for the farm sector (Figure 2). If we track 
these ratios we observe stability in the relation between the 
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• Be A Low Cost Producer. Economic theory tells us that for a 
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farm to survive, it must produce in the bottom of the "envelope" 
or "U-shaped average cost curve. This will be particularly true in 
the 1990s as U.S. farmers match costs with foreign producers in 
a vast global marketplace. Further, USDA data strongly suggest 
that the largest firms frequently operate beyond the size that real
izes the lowest costs. Bigger is not necessarily better-or safer. 

Sophisticated marketing and 

ond, large government payments would likely be only partial 
compensation for profit shortfalls linked to other fiscal and mon
etary policies that result in higher interest rates, inflation, etc., 
for farmers (and nonfarmers, alike). 

Future Dividends 

Table - Default problems concentrated 
in the Midwest and Southern Plains 

What does this all portend? 

Commercial Farms in Default 
Number of Farms 

financing techniques are ndt a 
panacea for farm sector ills . In 
fac t they can be expensive to 
implement (margin re quire
ments , loan fees, etc.) and take 
valuable time away from pro
duction and management deci
sionmaking. 

States 
State Ranking 

1984-86 1984-86 1987-88 1989-90 

To begin with , the act of 
remembering the terribly high 
financial and personal costs of 
the 1980s farm crisis is not 
bereft of economic benefit. We 
playe d wi th fir e, the winds 
shifted, we were burned- now 
we respect the intensity of the 
flames . The aspect of looking 
back will likely ensure that 
farmers avoid another devastat
ing finan cial crisis throug h 
1995, and perhaps through the 
end of the 1990s. 

Gains from cos t control and 
effective marketing are incre
mental and cannot be imple
mented hurringly. Nor are these 
gains large enough to turn 
rapidly sinking farms around at 
the last minute. The key to cost
cutting is foresig ht. The best 
farmers try to cu t costs every 
day, especially when times are 
good. 

Iowa 
Minnesota 
Wisconsin 
Texas 
Missouri 
Nebraska 
Kansas 
Illinois 
Indiana 
South Dakota 
North Dakota 
Oklahoma 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

*12.6 
*11.5 
· 7.7 

6.1 
5.7 
5.4 
5.2 
4.8 
4.1 
4.1 
3.8 
3.2 

Thousand 
6.5 
5.5 
3.2 
4.5 
2.4 
2.6 
2.4 
3.2 
1.5 
2.2 
3.0 
1.7 

6.1 
2.4 
3.1 
6.3 
2.4 
3.5 
2.9 
3.7 
1.1 
2.6 
2.8 
3.4 • Diversify With Livestock or 

Off-Farm Income. A full 
employment crop farm is a rari
ty. Most crop farmers have time 
on th eir hands excep t during 
planting and harvest . In the 
non-farm sector the tendency is 
for both spouses to work full 
time, all year. Few cash grain 
farms satisfy the full- employ
ment criterion. 

Source: Hanson, et aI., USDA. States averaging more than 3,000 
defaulting commercial farms, 1984-86. 

Management techniques now 
being adop ted on a wide
scale-going slow on debt, cut
ti ng costs , building equity 
cushions, diversifying enter
pris es , enhancing off-farm 
incomes , adjusting to lower 
eee loan rates an d target 
prices- are going to promote 
steady grOwtll. Pummelled by a 
recession economy, farm 
income could decline in 1991. 
But, instead of boom and bust, 
the 199 0s will likely be no 
worse th an a s low growth 

How to account for the pervasiveness of default problems in the Mid
west and Southern Plains? In part, because of sheer numbers. About 
two-thirds of all commercial farms are located in these regions. 

When the Midwest farm sector began to list heavily, land prices col
lapsed . In some areas of the border along Minnesota, Iowa, and 
Nebraska land prices fell by two-thirds. The chocked reaction of the land 
market came to overwhelm the income problems that in itially caused the 
downturn, creating a financially vicious feedback. 

Livestock prices have held up 
relatively well since 1986 and 

·At the crisis peak, nearly 32,000 commercial farms faced financial fail
ure in these three states. 

prospects look good for the early 1990s. Tax provisions no longer 
spur "non-economic" investment in livestock. The export out
look is becoming more favorable, and lower government com
modity loan rates are now translating into cheaper feed prices. 
Beef, hogs, dairy or poultry can complement and add stability to 
crop operations . 

Commercial farms receive 22 percent of their incomes from 
off-farm sources (as of 1988). Big farmers will rely even more on 
non-farm jobs in the future. Both es tablished and beginning 
farmers will have to increasingly think in terms of three diverse 
incomes, where both spouses have off-farm income in addition 
to farm income. Four-wheel drive tractors and microwave ovens 
are displacing former farm/household labor requirements . 

• Treat Government Aid As Neither Costless Nor Permanent. 
Farm organizations will continue to effectively lobby Washing
ton. But government, through sheer size and complexity, tends to 
be impersonal and slow to act. The twin deficits are tying Uncle 
Sam's hands tighter and tighter. Farmers need to think about 
how they would operate should USDA slowly withdraw from 
the farm decisionmaking process and permit market price signals 
to hold even more sway. 

Think of it this way: It is not a good idea to base long range 
planning decisions, such as investment in land and buildings, on 
projections of future government payments. First because the 
payments may be cut back due to budget deficit pressures. Sec-
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decade with occasional dips in 
farm income . Moderate farm 

growth in the 1990s may be the lasting legacy of the 1980s down
turn. 

In a classic novel about the "Great War" (A ll Quiet On The 
Western Fron t) it was observed that if a soldier survived the first 
big battle, his long run prospects to survive the war were incom
parably better. And so it is with the 600,000 commercial farm 
survivors. These farmers are now better prepared for new direc
tions in farm legislation, and whatever is unforeseen during 1991 
to 1995 and beyond. ~ 

For More Information 

The USDA recently published a broad review of 1984-88 loan 
loss problems. It included information by regions, enterprises, 
farm size and by lenders: "Loan Repayment Problems of 
Farmers in the Mid-1980s," by .G. D. Hanson, G. H. Parand
vash, and J . Ryan, USDA Economic Report, 1990. 
A more sociologically based treatment of farm stress and the 
problems of failed farmers is available in The Farm Financial 
Crisis, edited by Steve H. Murdock and F. Larry Leistritz and is 
available from Westview Press, Inc., Boulder, CO. 

CHOICES·35 


	magr24705
	magr24706
	magr24707
	magr24708
	magr24709
	magr24710
	magr24711
	magr24712
	magr24713
	magr24714
	magr24715
	magr24716
	magr24717
	magr24718
	magr24719
	magr24720
	magr24721
	magr24722
	magr24723
	magr24724
	magr24725
	magr24726
	magr24727
	magr24728
	magr24729
	magr24730
	magr24731
	magr24732
	magr24733
	magr24734
	magr24735
	magr24736
	magr24737
	magr24738
	magr24739
	magr24740
	magr24741
	magr24742
	magr24743
	magr24744
	magr24745
	magr24746
	magr24747
	magr24748
	magr24749
	magr24750
	magr24751
	magr24752

