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Following recent headlines from crisis countries in the 
Eurozone, fears of a credit crunch in the Italian farming 
sector loom large, and Spanish food producers worry about 
crumbling domestic demand. Indeed, many European 
economies and the European Union (EU), as a political 
and economic project, are currently in deep trouble. But 
how severely are EU farmers really hurt by the recent crisis? 
How much are they exposed to the threats emanating from 
the epicenters of recent economic turmoil? This article at-
tempts to collect the available evidence to answer some of 
these questions. The insights are tentative because there is 
a lack of up-to-date data, and consolidated information on 
EU agricultural finance markets is not readily available.

Evolution of the Crisis and Possible Impacts on EU 
Agriculture
Following years of an expansionary monetary policy of the 
Federal Reserve, the massive default of highly leveraged real 
estate loans marked the outbreak of the U.S. “subprime 
crisis” in spring 2007. As these loans had been distributed 
globally in the form of structured financial products, the 
bursting bubble hurt the portfolios of commercial banks 
and institutional investors worldwide and led to a massive 
loss of trust in the financial system. In waves, these financial 
institutions faced large losses and experienced difficulties in 
borrowing, epitomized by the collapse of Lehman Broth-
ers in September 2008. As a response, central banks in the 
United States and Europe cut their lending rates, substan-
tially increased the assets on their own balance sheets, and 
provided the banking sector with large amounts of liquid-
ity. Governments stepped in to guarantee the solvency 

of financial institutions and set up stimulus packages to 
counteract the looming economic recession. Government 
bailouts and nationalizations in almost all euro area coun-
tries as well as Denmark and the United Kingdom led to 
an explosion of sovereign debt. In December 2009, Greece 
declared significant problems in its debt exposure, followed 
by Ireland, Portugal, and Spain in 2010. By mid-2011, also 
Italy had witnessed rising spreads of its government bond 
yields over those of Germany, which are typically consid-
ered as a secure benchmark. Amidst economic recession 
and rising unemployment rates, the Greece, Ireland, Italy, 
Portugal and Spain (GIIPS) countries moved center stage 
in the genuine Eurozone crisis (German Council of Eco-
nomic Experts, 2012). The Eurozone governments reacted 
by implementing multibillion euro stability facilities, in-
cluding the European Financial Stability Facility (EFSF) 
and its follower organization, the European Stability 
Mechanism (ESM). In a highly controversial act, the Euro-
pean Central Bank (ECB) declared in August 2012 that it 
would buy unlimited amounts of government bonds.

As this snapshot illustrates, it is useful to speak of a se-
ries of crises which recently disrupted economic growth in 
the Western world. See Shambaugh (2012) for a discussion 
of the interlinked crises currently affecting the Eurozone, 
which include: 
(a) a banking crisis, 
(b) a growth and competitiveness crisis, and 
(c) a sovereign debt crisis. 
What makes the situation so complex and difficult to resolve 
is that none of these crises can be dealt with in isolation. 
The massive bailout of banks by the public directly adds to 
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sovereign debt. On the other hand, 
banks holding government bonds in 
their balance sheets suffer when sov-
ereign default is imminent. If banks 
no longer supply sufficient credit, eco-
nomic growth will slow. But increasing 
bankruptcies in the real economy also 
strain the banking sector. Austerity on 
the side of governments, as a result of 
mounting public debt, likely reduces 
growth. Finally, lacking economic dy-
namism in the economy also means re-
duced tax incomes for the government 
to solve its debt problems. Of course, 
not all problems are similarly acute in 
all Eurozone countries; the imbalances 
among them in fact add to the com-
plexity. For example, while poor fiscal 
policies were a main cause of the crisis 
in Greece, problems of the banking 
sector predominated in Ireland and 
a collapsed housing boom dragged 
down Spain (Shambaugh, 2012, p. 
161). Germany and other northern 
Eurozone countries, on the other 
hand, displayed positive growth rates 
and record-low unemployment levels.

This anatomy of the crisis suggests 
at least three ways in how it can dis-
tress EU farmers:
•	 The banking crisis may cause a 

credit crunch for agricultural bor-
rowers, by spoiling the function-
ing of rural financial markets.

•	 Economic recession and dwin-
dling demand for income-elastic 
food products may lead to a re-
duction of farm incomes. 

•	 Constraints on public budgets 
may lead to spending cuts in ag-
ricultural and rural policies.

In the following, we concentrate on 
the first, most immediate effect of the 
crisis. We come back to the second 
and third pathways in the latter part 
of the article.

Production and Banking Structure 
in EU Agriculture
A closer look at the institutional set-
tings on European agricultural credit 
markets reveals a multifaceted pic-
ture. Table 1 displays information on 

farming structures and main finan-
cial intermediaries for agriculture in 
selected EU member states. While 
highly simplifying, the table conveys 
an impression of the considerable 
heterogeneity across EU members. 
Denmark, France, Germany, and 
the UK tend to be characterized by 
relatively big commercial operations 
in agriculture. The GIIPS countries 
are dominated by smaller farms with 
comparatively low levels of invest-
ment and value creation. While some 
member countries have a long tradi-
tion of locally anchored savings and 
cooperative banks, state mandated 
agricultural sector banks or commer-
cial banks prevail in others. 

Farmers’ exposure to the financial 
crisis also depends on their past lend-
ing behavior, their current indebted-
ness, and the extent to which their local 
financial intermediaries are themselves 
subject to the crisis’ impacts. As the ta-
ble shows, the countries most affected 
by the financial crisis may not be those 
with the most exposed farming sector. 
In particular, Greece, Ireland, Italy and 
Spain tend to be dominated by small 
farms exhibiting low investment levels 
in the past.

Farm Financial Indicators (2000-
2009)
We now examine some of the fi-
nancial indicators of EU farmers in 
further detail. Figure 1 displays the 
interest paid on agricultural loans, 
the debt-to-asset ratio of farms, farm 
debts per hectare (1 ha equals 2.4 
acres), and net investment per ha for 
a sample of EU countries. We include 
the five GIIPS countries, Germany as 
a reference, as well as Denmark and 
the UK as non-euro members. Den-
mark is particularly interesting due 
to its developed agricultural banking 
system, whereas the UK’s banking 
sector was itself subject to turbulence 
during the financial crisis. The figures 
are based on Farm Accountancy Data 
Network (FADN) data for the last 10 
years of observation that are publicly 

Table 1: Farm structures and agricultural finance in selected EU member states 

Sources: Authors’ compilation based on European Commission (2012) (farm 
size and standard gross margins); Jansson et al. (2013) (banking institutions); 
FADN data (investment activity), miscellaneous sources.

Country Farm structures Degree of farm 
commercialization

Dominating agri-
cultural banking 
institutions

Investment in farm-
ing assets

Denmark Medium High Commercial banks Traditionally high, 
recent decline

France Medium Medium Centralised coops Medium

Germany Medium	(West) Medium	(West) Coops, savings 
banks

Medium

Large	(East) High	(East)

Greece Small Low Agricultural sector 
bank

Very low

Ireland Small Medium Commercial banks High before crisis

Italy Small Medium Commercial banks Very low

Poland Small Low Coops Low

Spain Small to medium Medium Savings banks Low

UK Large High Commercial banks Medium
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farmers are effectively running down 
their capital stock.

In sum, the picture that emerges 
from these indicators shows that 
farmers in all countries, except Den-
mark, exhibit very low debt levels. 
Those who did borrow benefitted 
from overall declining nominal in-
terest levels. In 2009, impacts of the 
financial crisis were visible in the 
investment behavior of Danish and 
Irish farmers.

Lending Rates in Agriculture and 
the General Economy
Next, we attempt to evaluate whether 
farmers pay higher interest rates than 
other business entities or whether they 
obtain less credit than they demand. 
We start with the former by compar-
ing interest rates paid in agriculture 
with the rest of the economy. The right 
chart shows the difference between the 
interest rates paid in agriculture (Fig-
ure 1) and the former, or what may 
be called an “agri-premium.” Note 
that the two are not fully comparable, 
as the first only includes new busi-
ness while the second is an average 
of all outstanding loans weighted by 
outstanding loan size. Thus it reacts 
with delay to changing market condi-
tions. The left chart of Figure 2 shows 
the average interest rates of new loan 
contracts arranged between banks and 
non-financial corporations (i.e., firms) 
in selected EU countries

One interpretation of the left 
chart is that lending rates grew with 
the increasing stress on financial 
markets in the mid-2000s, but then 
fell with significantly loosened mon-
etary policies after September 2008. 
Spreads among countries reflect spe-
cific risk premiums and the institu-
tional conditions on domestic finan-
cial markets. Greek and Portuguese 
banks stand out here for charging 
above-average loan rates. Denmark 
and Spain did not completely follow 
the interest drop in 2009 and thus re-
shuffled the order, but otherwise the 
lines mostly move in parallel.

available. Unfortunately, there are no 
data for the very recent crisis years.

With regard to interest paid on 
agricultural loans, Greece stands out 
with the highest interest level and one 
with considerable fluctuation. This 
is despite the fact that the indicator 
is already an average of short- and 
long-term loans, which tends to level 
out the variation observed in newly 
concluded loan contracts. In all other 
countries, except Denmark and Por-
tugal, farmers faced long-term declin-
ing interest rates until 2009.

In terms of indebtedness, farm-
ers in Denmark lead the group by 
far. Not only did an average debt-to-
asset ratio of 50% and more prevail 
over the recent decade, indebtedness 
per land owned more than doubled. 
While not a euro member, Denmark’s 
financial system has the reputation of 
being quite liberal and Danish farmers 
being very entrepreneurial. This is re-
flected in these figures. Traditionally, 

Denmark has a very large market for 
mortgage lending, to which farmers, 
up to the crisis, had easy access (As-
sociation of Danish Mortgage Banks, 
2013). There is notable use of credit 
funding on British and German 
farms, but agricultural debt levels in 
all of the GIIPS countries were very 
low throughout the decade.

The chart on net investment con-
firms the leading role of Denmark. 
However, while there was still mod-
erate growth in farm debt on Danish 
farms in 2009, investment almost 
collapsed that year. This is, very likely, 
a direct effect of the banking crisis in 
Denmark. In 2009, investment also 
went down in Ireland, one of the 
core crisis countries. Net investments 
in all other countries were close to 
zero throughout the observed period, 
which means that new investments 
just compensated for the deprecia-
tion of the existing capital stock. For 
Greece and Italy, the figures are sig-
nificantly negative indicating that 

Figure 1: Financial Indicators of Farms for Selected Countries

Note: Interest paid is ratio of annual interest payments to all outstanding 
loans. Net investment is investment outlays minus depreciation.
Source: FADN data.
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If new contracts in agriculture 
closely followed the interest level in 
the general economy, the agri-pre-
mium should be slightly positive in 
years of falling overall interest levels 
and slightly negative in times of rising 
rates, due to the sluggish agricultural 
interest indicator. In our sample, this 
appears to be the case for most of the 
countries in 2006-8 (rising overall 
rates) and 2009 (falling rates), respec-
tively. So, in fact, there seems to be 
no significant agri-premium for new 
loan contracts. Only Greece displays 
an excessively high interest rate level 

in agriculture. Portuguese farmers, 
on the other hand, tend to pay even 
lower rates than firms do in the rest of 
the economy.

Estimated Return on the Last Euro 
Invested in Farming
If there are constraints on credit sup-
ply induced by the crisis, farmers can-
not realize profitable capital invest-
ments in their farm. In such cases, 
the return earned on the last euro 
actually invested in farming is likely 
to remain much above typical interest 
rates on credit markets. As detailed in 

Petrick and Kloss (2012; 2013), we 
calculated this marginal value of farm 
capital as a measure of the existing 
credit constraints for every farm in 
our sample. Figure 3 shows the distri-
bution of internal returns on the last 
euro of working capital spent on field 
crop farms in Italy and Spain. Both 
countries reveal a similar picture. The 
median values suggest that the high-
est level of return on working capital 
were reached in 2007 and 2008 just 
after the onset of the financial crisis. 
In these years, the level was at 20% 
and above, and thus notably higher 
than the interest rates paid on loans 
(Figure 1). However, the dispersion 
of the farm-individual returns is con-
siderable and tends to increase, at 
least for Italy. The evidence points 
to a moderate level of credit ration-
ing towards the end of the period, 
when the crisis set in. As shown in the 
chart, after a peak in 2007, the me-
dian value went down again slightly 
in 2008. The charts also suggest that 
individual farms were affected quite 
heterogeneously.

Results for other EU member 
states reported in Petrick and Kloss 
(2013) show that marginal returns 
on working capital are much lower 
in some countries such as Denmark 
or Germany. They also suggest that 
the marginal return on fixed capital 
is substantially below the return on 
working capital in all countries; in 
fact, it is typically negative. In a long-
run perspective, this is a sign of over-
capitalization in agriculture and not 
of credit rationing.

It would be useful to complement 
these figures by more direct evidence 
on credit constraints based on farm 
surveys. While the ECB does col-
lect data on the access to finance by 
small- and medium-sized enterprises 
(SMEs), the agricultural sector is ex-
cluded from these surveys.

Figure 2: Current Interest Rates and the Agri-premium for Selected Countries

Notes: Left chart: Interest rates for loans up to 1 million euro to non-financial 
corporations in the entire economy (new business other than revolving 
loans and overdrafts, convenience and extended credit card debt; annual 
averages). Right chart: Interest paid on agricultural loans minus interest rates 
non-financial corporations.
Source: Authors’ calculations based on ECB and FADN data.

Figure 3: Marginal Return on Working Capital on Italian and Spanish Farms 

Notes: Line dividing the box is the median, lower and upper limits of the box 
delimit first and fourth quarter of the distribution. Lower and upper whiskers 
delimit most extreme data points. N=5053 (7917) for Italy (Spain).
Source: Authors’ estimates based on FADN data.
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Crisis Effects on Commodity 
Markets and Policy Responses
As noted before, two other possible 
pathways of crisis impacts on EU 
agriculture include a decline in food 
demand and spending cuts in agri-
cultural policy. During recessions, 
easy-to-substitute products are con-
sumed less. In 2009, there were drops 
in the import of fruits and vegetables 
in some countries of Eastern Europe 
(particularly Russia) and the Near 
East because of the crisis (Schock-
emöhle and Würtenberger, 2010). 
European exporters suffered from 
them. More recently, while there were 
reports about temporary shocks in 
the demand for alcoholic beverages, 
sweets, and premium goods like duck 
meat, the European food industry 
seemed to have weathered the crisis 
relatively well. 

In 2009, an immediate effect of 
the crisis played out in the European 
milk market. The year 2007 had seen 
a price surge in world dairy markets, 
partly due to exceptional weather 
events and a small supply from pro-
ducers in Australia and New Zealand. 
The unfolding world financial crisis 
then led to a drastic decline in the 
demand for dairy products (USDA-
FAS, 2008). As a result, dairy prices 
plummeted below pre-2007 levels 
and triggered what was perceived 
to be the EU dairy crisis in 2009. A 
crucial and widely discussed problem 
was that dairy prices failed to fully 
adjust at the consumer level. Margins 
for dairy processors and retailers in-
creased, while consumer demand did 
not rise enough to buffer the price 
drop at the farm level.

These volatile and ultimately ad-
verse price movements on the dairy 
market provoked protests and com-
plaints from dairy farmers and in-
terest groups. They induced policy 
makers to respond with a multimil-
lion euro rescue package for EU milk 
producers. Some of this money was 
taken from direct payments which 

were one out of two pillars of the 
Common Agricultural Policy (CAP). 
Another share was available from the 
European Economic Recovery Plan 
(EERP), a stimulus package set up 
to mitigate the consequences of the 
global financial crisis in the EU. The 
co-financing requirement for these 
measures was lowered to 10% in the 
most economically disadvantaged 
regions of the EU (European Com-
mission, 2010). Implementation 
of the support differed by member 
country, which typically funded extra 
premiums for dairy farmers and con-
cessionary credit access. Ultimately, 
the dairy crisis also led the European 
Commission to promote a restructur-
ing of dairy markets, including new 
regulations on contracting between 
farmers and processors (European 
Commission, 2013). 

In retrospect, rescue measures at 
the EU level provided a significant 
safety net for farmers affected by the 
crisis. National co-financing require-
ments were substantially lowered to 
accommodate the difficult budgetary 
situation in some of the member states. 

Most EU Farmers Little Exposed, 
Many Well Protected
The evidence presented here suggests 
that some but definitely not the ma-
jority of EU farmers faced difficulties 
in credit access after the outbreak of 
the financial crisis. Low debt levels 
and declining interest rates insulated 
most farms in the crisis regions from 
excessive risk exposure. In Denmark, 
highly leveraged farm operations 
in the past led to perceivable credit 
constraints in agriculture. Increas-
ing returns on farms’ internal uses 
of working capital in Italy and Spain 
were consistent with tightening credit 
constraints. Most farms in the other 
GIIPS countries used so little external 
funding that worsening credit terms 
due to the financial crisis were un-
likely to be a major obstacle for their 
business.

The limited financial exposure of 
farmers in the crisis countries was a 
consequence of little borrowing in 
agriculture. This raises the question: 
to what extent is agricultural banking 
subject to deeper structural problems? 
For example, agricultural interest 
rates in Greece fluctuated much more 
than in other countries, and farmers 
paid much higher rates than business-
es in other sectors of the economy. 
Both are signs of a lack of financial 
market integration with agriculture. 
On the other hand, net investment 
levels in agricultural assets have been 
consistently negative for years. What 
helped during the current banking 
crisis may turn out to be a bottleneck 
for future development of the sector. 
Institutional weaknesses in banking 
may slow down structural change and 
inhibit further modernization. Fu-
ture institutional reforms thus should 
not bypass the agricultural banking 
sector.

The recent financial crisis coincid-
ed with increasing volatility in many 
commodity markets, some of them 
induced by demand drops because 
of the crisis. Even so, agricultural 
policy measures at the EU level pro-
vided farmers with a reliable stream 
of transfer payments. Following up 
on collapsing milk prices in 2009, 
the European Commission even set 
up a specific rescue program for dairy 
farmers. In all likelihood, this extraor-
dinary level of public support for the 
agricultural sector will also be avail-
able in the near future, thus continu-
ing to shield farmers from the most 
severe crisis impacts.
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