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' Abatract - -

‘Théragriculturél eébnomy_isjnot expeqted to experience demand reléted price

- strength until later this year, Recovery of the world economy offers little

- immediate hope for expanded U,S., agricultural exports,. Farm commodity programé-v
have improved sagging farm prices and the acreage reduction and PIK programs
for the 1983/84 crop year will reduce farm production expenditures and credit -

needs. Farmland values continued to decline during the fourth quarter of 1982,
but the rates of decline in many areas were less than those experienced earlier,

~Interest rates have declined since the middle of 1982, but they remain high in
“real terms, ‘A relatively lérge'percéncage_of,the customers of farm lenders

- will continue to-have serious cash flow problems. Most lenders believe credit
problems will continue through 1983, Funds are available to credi;—worthy farm
- borrowers and most lenders are exercising forebearance with customers experi-
~“'encing cash flow difficulties. SR R : e

't‘t Key W&tdsﬁ 'Fafm credit, farm loans, finance, debt, lenders, land valhes,gf
. - taxation, outlook. S T PR s
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._-to experience demand related price strength until later this year. Meanwhile, ti‘u
‘declining inflation, lower interest rates, and expanded monetary targets will . .

Macroeconomic Outlook: Its bffect on- Financial Conditions in Agriculture

The domestic economy is forecast ‘to grow in real terms by 2. 5 and 4.3 percent*{
during 1983 and 1984, respectively.; The agricultural economy is not expected

contribute to the beginning of an economic recovery. - Agriculture will gain

'f_'from declining inflation and lower interest rates.t;s

',yRecovery of the world economy offers little immediate hope for expanded U. S.‘

agricultural exports. Most of the recovery in foreign industrial countries

~will occur in- -.exports and inventory building,.not ‘consumption which would_ff

benefit U.S. exports. The U.S. dollar is expected to remain relatively v )
strong through 1983 based on the hign return of U.S. assets relative to L

fjforeign assets. _‘ ) _;.v o -

Net farm income for 1983 will range between $18 and $22 billion. Government

'Price support programs, declining inflation forecasts and lower . interest _-’~"

{.rates have improved the farm income forecast from earlier estimates.'

~ fInterest rates have declined since the middle of 1982 however they remain~’7

e nigh in .real’ terms.

”AFederal land bank and production credit association interest rates are-

fexpected to continue to fall. throughout most of 1983. FLB. rates will -
‘average about 11.3 percent. this year compared to 12.3 percent in 1982.

" The.- average pPca interest rate will. be ll 9 percent compared to 14 6 percent

"fjlast year.

ri;Financial Effects of Farm Commodity Programsf" -

o

Farm commodity programs have improved some’ sagging farm prices.- The increasedv

grain reserve placements, and the PIK and ‘acreage reduction programs have im- -

. 'fproved prices for corn, sorghum, wheat, rice, ‘and to a. lesser extent, cotton. {5,.
"~ Some crop prices received a further’ boost from the recent: release of partici- i

vpation rates in government price support prorrams._:_”'n

”iThe acreage reduction and PIK programs for the 1983/84 crop year vill reduce

farm production expenditures for principal purchased inputs, machine hire, .-

_and’ hired labor by about $6.2 billion, down 12 percent from 1982. However,fi'

: p ~total . farm production expenditures for 1963 will only decline by about
: $3 7 billion, down - 3 percent from 1982. : e Ll

',Advance deficiency payments, advanced cropland diversion payments, and non-,’

‘recourse price- ‘support loans will reduce credit demand for grain and cotton
-farmers. 'This source of cash. will impr0ve the farmers cash flow position
during 1983. . . . v : -

mvThe acreage reduction programs including PIK will reduce short term credit ,?5
- needs from 1982 by an estimated $2.5 to $3.0 billionm.: Intermediate-term R
“ credit demands will decline by $125 to $140 million rrom 1982, Most of the .

"’rgdec_ine in short-term loan volume will occur at commercial agricultural

,banks Farm Credit System banks. and the. Commodity Credit Corporation.;"h




’,dﬁronth fn. farm debt is expected to decline due to reduced credit needs and
- iilncreased. debt - retirement.' Total farm debt - as of December 31, 1983 was -
s forecast.to :be§228%6 billion before the PIK- program, a S-percent increase
- -above. 1982. “With the "PIK" program, total debt is forecast to be $221.7 bil-
v,f;lion,rup 2z percentrfrom last year. Most of the reduction in forecasted debt
~ will occur ‘as:a result of a drop in loans held by the Commodity Crﬂdit S
L Corporation.»= _ B : _ _ . :

i 'As amresultv ofw the acreage reduction and PIK programs int'erest ekpenses
. paid:by:farmers will<decline by $520 to $570 million, a Zupercent drop from N
- totalointerest-paid during 1982.,,-1. RN EERNS

__"Key personnel at commercial agri ultural banks and Federal intermediate )

. credit-banks find. :that,-as a result of PIK, some farmers will continue to . |
:~,:receive*credit that - otherwise would have been discontinued., Local interest LT
" rates:could- -decline:slightly for commercial banks in areas of high program -
- participation.. Personnel at Federal intermediate credit banks were less .

'ontimistic about amdecline in interest rates. : : - TR

'”;f'Farm Real.Estate~Values ”;1

"r o RecentlFederal~Reserve bank surveys indicate that farmland values continued
- to:decl'ne- during-the- fourth quarter of 1982, - The rates of decline in many )
«arsasnwere lesssthan those experienced earlier in l982. R 22

.0 FWhen land values_stabilize, the borrowing capacity of successful farmers will
- :--be*improved and -theless efficient farmers will be able to make a more ’
oy orderly exit from the sector.x., o : SR _

> Debt. Burden o

As,many asJ&S percent of all farm operators in the $200 000 and over sales
. class.earry debt/asset ‘ratios of over 40 percent. ' Farmers in this- sales
»;‘class:generate about 50 percent of all farm cash receipts.,”qf;--- :

‘ The highest concentration of highly leveraged farmers appears to be in the
Nest North CentraLfand Mountain States. S . -

ny,.The.types of,farms which show the nighest percentage of high leverage
'“:l»operators are poultry~and egg, corn, cotton, and hog operations. g‘_~

'f50ver,60'cercent offall farm debt is owed by farmers carrying debt/asset e
: ';'ratios.of~40rpercent or:more. Farmers with debt/asset ratios of" 70 per-vg '
e cent T higher owe‘about 30 percent of all farm dcbt. S : :

"f A.relatively,large percentage of tne customers of farm lenoers will continue
. tozhave.; serious-casheflow problems. Sustained improvement must come through
-~ a significant: lowering of average ‘interest’ rates and/or balance. sheet

.j‘irestructuring -at- the farm lev-l to reduce the debt burden.

l'A;Lender Responses to’Current Financial Conditions in Agriculture

o The‘PIKuprogramewill help some farmers stay in business another year but S
most~1enders~believexcredit problems will continue through 1983.,

-




_‘3.."

o Funds are available to credit-worthy farm borrowers.' However qualifying
~for credit will continue to be difficult for. some farmers.

Mos® lenders are exercising forebearance with customers experiencing cash
flow difficulties. : : i

A moratorium or partial moratorium on FmHA loans is not a solution to the

problem of current financial strese in the farm sector. FmHA has exercised -

considerable forebearance and will continue to do 80 in working with bor- co
'~rowers who are unable to make their loan payments when due. o

TN LT NS S AT I TARATG S DAY LS g T

Recent Developments in Taxation of Importance to Agriculture’

. o. “The Social Security Act Amendments of 1983 (HR 1900) recently passed by
= Congress would increase the burden of social security taxes on self- :
employed farmers substantially. ' The rate self-employed farmers pay on net
"farm income would increase 21 percent in 1984, - :

4 The Payment—ln-Kind Tax Treatment. Act of 1983 (ux 1296) permits farmers who~;.
. _receive ‘a’ commodity under the 1983 PIK program to defer the recognition of -

~- - 1income until the commodities are sold. ' The Act also makes 1t clear that
" participation in the PIK program will not have an adverse impact on quali- -
o fication for special use valuation or the installment payment of estate
- taxes., . : - ;
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Macroeconomic Outlook. Its Effect on Financial Conditions in Agriculture

*********************************

"Insofar as agriculture's price problem is ascribed to weak con-* o
sumer demand,: the only real and lasting improvement must await’
industrial recovery." Professor Harold F. Breimyer, Dept. of
Agricultural Economics, University of Missouri-Columbia in
Challenge July-Aug. 1982 P -40, - :

*
*
*
*
. - %
Nonetheless, the role of interest rates in contributing to the *
financial malaise of the Nation's ~agricultural sector is sub- = *
stantially ‘less  important than depressed commodity prices.” *
Agricultural .and Credit Outlook '83, Farm Credit Administration,*
Dec. 1982, p. 18. o , ' L o Lok
*

*

*

*

*

*

x

*

*

As is true of other portions of the u. S. economy, Nebraska 8
-agricultural 'sector has gained wealth and loet financial flexi-
-bility from the past 15 years of moderate to rapid inflation.”
Paul H. - Gessaman and Gayle "A." Morris, Recent and. Projected
Financial Conditions in Nebraska's Farmin Sector, Dept. Agr.
Econ. Report No. 131, University of Nebraska-Lincoln Jan. 1983
p 27

* #fs sbs”%‘*‘»‘s * % * % *“i ».*.*,*j* *4»

********************************

'A,Domestic Economy

'The domestic economy is currently forecast to grow in real terms during: 1983
‘and 1984 by 2.5 and 4.3 percent,. respectively.  The agricultural economy 1is
©~ not expected to experience demand related price strength until the later part
- . of this year. The livestock and cotton sectors will be the first within agri-
ﬂf;culture to experience an increase in demand due to increases in disposable
- income and employment. ~Demand - will ‘plck up for other crops at a later date.
An improved world economy will support ‘a larger export demand but probably not
until the mid-1980's. After excess- crop stocks are reduced, an improved general
. “economy suggests a healthier agricultural economy during the mid-1980's. Events
R that could interrupt the expected economic recovery include the - followxn

':fl.-lReduced monetary growth due to policy changes ‘by the Federal Reserve._n

Q'TZ.* International financial crisis caused by - defaults on debt obligations
: _‘by developing nations both OPEC and non-OPEC : .

_»L3,:‘Reduced world trade accompanied by growing protectionism. s
4, Inability of the u.s. economy to overcome internal structural adjust- .
- ents and growing international competition. , '

.fbgThe housing and construction sector have begun to improve and most - economic

. ..indicators suggest that a recovery is in progress., - Declining inflation—aided
by lower oil prices—-and lower interest rates should aid the progress of eco- -
.. nomic recovery. Also, growth targets .for monetary and credit aggregates were

-~ recently raised by the Federal Reserve which will delay a- sharp increase in
_{interest rates and provide for. additional real growth.
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- Commodity prices--The 1983 outlcok for all agricultural commodity prices
is about equal to. 1982. While crop prices are forecast to be up 2 percent, .-
livestock product prices are expected to be down less than a percent, ' Gen-

- erally, prices for most PIK ccmmodities are expected to improve measurably in
..-1983, Howeveir, prices for fruits are expected to decline and offset some of -
. the gains from the PIK commndities. Most crop and livestock prices for 1984

. are anticipated to be higher than 1983 as = result of Goverament programs and
~world economic recovery. The excessive stock levels of 1982 are expected to

‘be reduced because crop use during crop year 1982/83 will generally e.cceed

o production during 1983, While prices for cattle and hogs have ‘been favorable,

they are expected to dampen by year-end. Feeders are concerned about produztion
costs and the degree of increase in consumer demand. . o MR

. Monthly prices received for all fa:m products as of April 1983 rose more than

6 percent since last October. _Grain and cotton prices have generally increased
above the normal seasonal rise since January. Although crop price strength
was not derived from general demand improvement, a strengthening in demand is

- expected later this year and throughout 1984. - To date, the major reason for . = -

crop price strength has been the governmént‘price support programs. - The PIK

. and acreage reduction programs or increased entry into the grain resefve‘have
improved prices for corn, sorghum, wheat and rice. 'Prices for cocton have
risen measurably, although pressured by weak demand and abundant supplies.
Cattle prices have been strong although indications of expanded hog production

f}: will spf;en hog prices during 1983. ..

Input prices-—Prices paid for major production items during 1983 and 1984
are expected to be up by 3 and 5 percent, respectively. However, unexpected
~ declines 1in inflation, fuel prices, and interest rates could moderate these
‘price forecasts. Partially offsetting any input price weakness will be the :
farm origin inputs such as feed or feeder livestock which have been expeciencing

price gains above a year earlier.
- Interest Rates—Interest rates have declined considerably since. the middle

of last year due to a surge in the growth of the money supply and a drop in
~ business loan demand. However, they remain high in real terms. - Farm interest -
- rates have also declined, however, not as quickly as money market rates or . .
~those of large banks (table 1).  This is because the maturity on the sources
- of funds at smaller agricultural banks as well as farm credit banks is:longer .
: than that of large commercial banks. Hence, most farm interest rates lag other
' ‘rates as market rates rise and decline. ' : ' : :

" There 19 ¢onsidétéb1e'uhcertainty regérding the future course of interest rates.
Since the middle of 1982, the money supply (ML) has been growing at a compound

. annual rate of around 15 parcent, well above the upper end of the Fed's recently ’:‘”
" . increased target range of 4-8 percent.  The question remains how long can the - o

Fed continue to allow this rate of mcney growth? The answer may be, as long

as there remains a serious threat of a deep recession. Clearly, any move that
leads to higher interest rates would abort ‘the emerging recovery. ' The options
to the Fed appear to be future inflation or continued recession. .-

- USDA's unofficial interest rate forecaéts“for prbduction qredit‘aééociaciops Fals
‘and Federal land banks indicate that FLB rates will continue to drop throughout :

‘1983 from an average 11.9 percent at the beginning of the year to about 11.3 per- =

1 cent in the fourth quarter. PCA rates will likely drop through the fifst'three. o

quarters of 1983, increasing somewhat at the end of the year (table 2).




-@?ederaleand Banks 2/
.:"FmHA operating loans -

‘“-ggbmHA farm ownership Loans

-6~

" Table 1--Agriculrural interest ratas

1983

Jan.

.-.1982

; Apr..

. July

Oct. I

Jan. ..

S

 apr.

‘?'Bank‘prige rate
':Feeder cattle’loansrljv'i ]

‘Production Credit Assn. 2/

‘1-:u-CCC:commodity,loans V S

XY LLR YR KXY

ee o0 ¢o oo

ﬂiiao
12,10
_,i4.5o_>
‘:i13.25

15.75

16.90

16.50
17.30

16.50

17.20

12,20

1 13 25

'14 25?

14,40

12,40

14.25

13 2;

13,00 -

} 13 8’5 13. 50

13.50

15.60

13.80
12.40

13.25

11.50°

14,60

‘11.50

311;00,,

11.90

19,00

12.80

‘11,50

19.50g it
‘13.7’_
'11;50"::. |
S 11, 75 fve“V
- 10.25.
10.75

. 8.875

1/ Seventh Federal Reserve

>-”ffbanks, first day of the quart

District-average of - typical rates at agricultural

er. Data are from the Agricultural Finance

k Databook Board of Governors of the Federal Reserve Sys 20,
2/ Rates. exclude some borrowing costs.— '

. Table erUnorficialVUSDA:forecast of PCA andfFLB'interesr fa;es»._'

~. - Quarter

II

: IIT : IV

| 1981 : 1982 : 19

|
ol

CPCA 1/ : 15.3 14.8 14.4

0 FLB 2/ :712.2 12.3  12.46

[ 3
‘e

- 13.8

12.3

12. 8 11. 8 ll 5 ll 8

ll 9 11 7 11 4 ll 3

-Average-

f 14.5 14.6 12 0

ll 3 12 3 11. 6'

l/ Mean PCA iuterest rate on first day of . quarter. 7

o 2/ Arithmetic average FLB rate based on first day of each monthiof

quarter.
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. Farm income--The outlook for 1983 farm ‘tncome should‘compare:favorably
with 1982's estimated level of $20.4 billion. Net farm income for 1983 is

_ expected ‘to range between $18 and $22 billion. Livestock cash receipts are ff,'~

expected to total about $68-72 billion, up 1 percent from 1982, Livestock'

-',greceipts have been reduced from earlier estimates based on information: from'7

- the March Hogs and Pigs Report, which suggests that pork production in 1983

- will be larger than expected. Crop receipts are expected to total ¢ ,-$68 -

“billion, down substantially from 1982,  Much of the decline is due to a PIK -~
related drop in marketings and changes in loan activity, Due mostly to the = -
- large decline anticipated in ‘spring plantings, total farm production expendi-ﬂ.
tures are expected to drop 2 to 4 percent from the 1982 estimate of $144 bil-
- liom.: "Lower input prices for some nonfarm inputs and smaller increases in-
. _others will also contribute to reduced expenses. Expenses for nonfarm inputs
 could decline by more than $5 billion with an otfsetting $2 billion.increase
‘due to farm origin inputs such as. feed. . LE BT

'_Net farm income for 1984 is expected to improve beyond the level of 1983 due kff
L to- strengthening farm prices, increased marketings, and recover-ng domestic

‘_»,Qand world economies.., : e e i L

‘1International Trade Developments f' 2

; ,The world economy is expected to grow during 1983 and 1984 by 2 and 3 percent,»_
.. respectively. The outlook for world growth through. 1984 is particularly sensi- -
- tive to U.S. growth. Major areas of expected economic growth consist ot the
e ;United States, - Japan and East’ Asia. Relatively lower’ growth rates are projected '
"' for consumption than for GNP. * The value of the U.S. dollar (inflation’ adjusted
= trade weigited basis) is- not expected to depreciate much through 1983 but i
np'fshould weaken in 1984 - S el R

B Given the outlook for low eccnomic growth in the major roreign nations, the de- f"

“mand for U.S. commodity exports is not likely to increase significantly througn

2"1983. _For most foreign industrialized nations, excluding the United Kingdom, =~ .

- the recovery is generally forecast to occur in exports and inventory" building,
‘rather thar in consumption, where" it would benefit U.S.. agricultural ‘exports.

. “the _most. Although ‘the U, S. will pursue- export programs such as blended credit

ﬂ_markets within developing countries are expected to - rem311 weak because of
‘hiforeign exchange constraints and. weak export earnings.’ -

vAlthough the U S. dollar is expected ‘to remain relatively strong through 1983
it is expected to depreciate ‘during 1984 by 5-10 percent. ‘However, recently

”-5:the dollar nas exhibited renewed strength. The major factor that has '

strengthened the dollar over the past two years and .that-will likely continue :
to keep the dollar strong through 1983 is the high return-on-U.S. assets
relative to foreign assets. . The major factor expected to weaken the the dollar:
'in 1984 js a record negative trade balance which should, theoretically at»:'
least, offset ‘the impact of high real interest ‘rate differentials.

Financial Effects of Farm Commodity Programs

'7; Xk Kk ok x ok kA * % * ok ok ok ok X k k. Xk k% Xk Rk ok k k% * *

Lk "...the Administration will probably have: to employ PIX again #,;3"'V'
4* in 1984. ‘But by the end of 1984 government supplies would be
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'sharply reduced and PIK would no longer be feasible. Business* »
Week, Mar. 21, 1983, p. 108.. R e Tk
R P S . .
"It's virtually a foregone conclusion that payment-in-kind (PIK)*
programs will be continued on 1984 crops." -Agri Finance, R
Mar.- 1983 P 8. , SRR S , Sk
- : Sl e we » R |
* AR ok ok ok ok k k koK K & * X ok ok k Kk % * * * ko % x Kk k
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.‘*oThe availability of price support loans and direct payments will improve the

‘flfcash flow situation in .the farm sector. The farm commodity programs will ,
- remove acres from production which will reduce stocks, provide price strength
% and reduce farm production expenditures. - The. combined effects of reduced

= production expenditures and increased direct payments will reduce: farmers
= 1983 credit needs, debt outstanding and interest expenses. ; ~

"The impacts of the 1983/84 farm commodity programs are’ analyzed with respect to
* their- impact on commodity prices, farm production expenditures, direct producer ‘.
e payments,‘credit needs, debt outstanding and interest expenses.

.Adﬁ:CommodiAy,Prices.

Government price support programs have strengthened PIK commodity ')rices, ‘while
 the ‘livestock industry will experience mixed results. Entry of grains into - o
‘= the reserve and heavy participation in the PIK and acreage reduction programs S

have strengthened grain and cotton prices. T » : : S

Crop prices in general have risen since fall but the recent release . of parti-

. cipatiop rates in the acreage reduction and PIK programs have given prices a
~firm boost. On March 23rd, the day after participation rates were released
‘commodity futures prices for May delivery closed at $3.09/bu. for cormn, up

$.08/bu. from the previous: day. Soft red wheat prices for May delivery rose .
S. 12/bu. to. $3 67/bu. Soybean prices were also strengthened. Moderately higher.

. ‘grain," soybean “and cotton prices are anticipated during 1983 due to .a decline

:5..cf the burdensome stock levels of 1982. L : L

" The’ government price support programs have boosted feeder cattle prices but a-
" -decline in fat cattle prices is anticipated later in the summer. Prices of
¢ feeder cattle at Oklahoma City, Oklahoma. have risen about 15 percent 'since
' ‘mid-Decembor, a larger than normal rise. This rise in price is due to an
'increase in demand most likely caused by the winter wheat graze—out option.

e After cattle 1eave the wheat fields in May or June, they will “be sent to the )
\3;feedlot for about a month. The supp.y of fat cattle later in summer is expected
 to be greater than novmal, thus driving down slaughter cattle prices. Higher
~.corn prices should also slow the expansion of hog herds currently underway.

Farm Expenditures

’,~‘ Farmers expenditures for major purchased inputs such as fertilizer, pesti-
‘. cides, machinery repair, seed, fuel, machine hire and hired labor and capital
- purchases, such as machinery expenditures, are those most influenced by farm
".-commodity programs. Expenditures for major purchased inputs are equal to” =
- about .one-third of annual total farm production expenses, whereas farm machinery
-;expenditures represent almost half of annual capital purchases.' Both types of




' . 1in machinery purchases is also possible.

- 9'__

~ ‘expenditures are frequently made with the use of short- and intermediate-term
credit. Since crop farmers finance about 30 to 35 percent of their operating
expenditures and about 50 to 55 percent of capital expenditures, reduction in g
- operating expenditures will affect farmers' use of credit in a gimilar directi .

Farm production expenditures for fertilizers, pesticides,‘machinery repair;,séed,
~ fuel, machine hire and hired labcr are estimated to. decline by about $6.2 bil-
" lion, down 12 percent from 1982. Heavy participation in the 1983/84 farm
programs--idling about 82 million acres--is a major ‘reason for the decline in
these expenditures. S : K : : o

-  0ﬁly;é minimai~impact ia.expéctéd on farmrmaqhiﬁery burchases. Capital putéhaée
_of farm machinery is expected to equal $9.9 billion, down $200 million or 2 -per-
"cent from 1982. Since farm income and liquidity could increase, a slight rise

Direct Producer Payments and PriceVSuppofthoahs i

" . Farmers' use of direct payments vary greatly and include purchases of production.

inputs, farm and non-farm investments, household consumption items and retire-

 ment of debt. Given the current financial pressure on the farm sector, farmers. .

~are most likely to use direct payments and funds from price support.loans to -

" retire debt and to purchase input and capital items that otherwise would have
been purchased with credit. . . : R I cT
Direct cash payments during calendar year 1983 are expected to total $4.2 bil-
lion, down $1.2 billion from pre-PIK estimates but still a $.9 billion increase
" above 1982. The PIK program is expected to reduce deficiency and reserve

" . storage payments from the pre-PIK estimates while diversion payments are ex—

>"noFma1 harvest period and eventually sold in the market. . -

Ji:pec;ed”to rise slightly. Also, PIK entitlements will be-received during the

Credit needs and debt repayment difficulties should ease during the third quar=
ter of 1983 because producer payments will be about $1.0 billion greater than -
~last year. Part of the reason for the.éqrgé in these payments was the temporary
" palt in the January-March disbursements due to the excessive workload in the i

:ASCSfcounty of fice. o
demmodity»pricé support loans provide'thégfarmef with both interim financing
and a.means of orderly marketing. - The reduced acreage and PIK programs are

-~~~ expected ‘to reduce.CCC loans made during 1983 to $12.1 billion, down $2 billion

- from 1982}, Crop stocks are expected to decline, strengthening‘markét_prices. -

" Demand for Credit -

" The demand for short and intermediate-term credit is expected to Jecline because
of reduced production expenditures and advanced payment provisions which provide
cash at a time of peak demand for credit. Short-term credit needs are estimated-
 to decline by $2.5 to $3.0 billion from 1982. - Intermediate-term credit-needs
'may drop by $125 to $140 million from last year. . =~ L e e e

j‘Key agriéulturél-bankgrs and_Féderél intsrmediate credit Bénk.personnel :equt"
" that the PIK program has improved the farmers' 1983 cash flow prospects: - s
" prices will likely stabilize or improve, expenses will decline, and a degree -




. of production risk has been,removed. As a result. some, farmers will continue

- to .receive credit that otherwise would have been discontinued. The decline in
credit will occurlmostly with commercial agricultural banks Farm Credit Sjstem
~ banks and the: Community Credit Corporation. Agricultural banks will have to

_[f;seek alternative Anvestments for their funds. - The drop in credit demand will
- be greatest in areas of high program participation.

'Agricultural bankers and personnel at the Federal intermediate credit banks

"v’(FICB's) indicate that a decline in credit demand at the local level could L

- change interest rates slightly. Agricultural bankers suggested that rates

» f; would either remain the same or decline slightly. '1f equally attractive alter-'
“ - native investments were present, rates would not decline. ﬂowever, rates

- could decline slightly due to ccmpetition by other banks or due to the lack’

+. of alternative investments. Personnel at FICB's indicated that in most cases

“rates would not change. One person atated that rates could even rise because
.+ costs would: have to be gpread over ‘less volume. The impact of PIK on national -
B interest rates will be insignificant. : O T AT

'f»f;ijebt Outstanding

% The growth in total farm debt outstanding was expected to moderate prior to ‘the .

S, PIK program because of poor farm financial conditions. Total debt was expected =
. to''be $228.6 billion as of January 1, 1984, up $10.9 billion or 5 percent from ;
“'a year earlier. This increase compares to an average annual rate of 12 percent-j

o since 1970 (table 3)

A8 a result of the acreage reduction and PIK programs, total farm debt is fore-'

':“..jcast to total §$221.7 billion, ar increase of only 2 percent from year-earlier. ' »
‘levels. The: amount of debt increase is being lowered by $6.5 to §$7. 5 billion.,:

' - -This decline:is due to reduced credit needs, increased debt retirement and PIK
‘entitlements-which will reduce :CCC debt. L ) 5 ‘i : .

,-i,CCC s market share of total farm debt is forecast to decline to. 6 8 percent
#z..down from a pre—PIK estimate of 8.7 percent. . Market shares for most ‘other.
~{lenders are‘estimated to increase slightly. . : - =

,Interest Expenses

"vinterest expenses paid by farmfrs during 1982 totaled $23 billion, 16 percent
of total farm production expeuses. As a result of the acreage’ reduction,

,f.:lower interest rates, and PIK programs, interest expenses 'paid by farmers
" during 1983 are ~stimated to decline. by $520 to $570 million, a 2 percent

decline from 1982, The PIK programs will result in reduced credit needs and
‘" increased debt retirement. B : : : o

.;"FarmfReal Estate'Values :

‘*********************************

“No! topic commands more interest in rural communities than cur- *
rent and furlre land values. Professor Michael Boenlje,:_ ek
,Department  Economics, Iowa State’ University, "Land Values, *
Farm Income" and Government Policy, 1980 USDA Agricultural ook
Outlook Conference, p. l._ R i B T R

. o - . S *




© Table 3--Total farm debt, 1970-1984

i

© Farmdebt 3/ | 1971 1973 | 1974 | 1975 | 1976 | 1977 | 1978 | 1982 | 1983l

 Billion Dollars

| Real estate | 29.2 30.3 322 35.1 39.5 6 49.6 55.2 63.3  7li4  B5.4 5 105.6 109.6

N(.m"-real‘e‘éta't:e- ’
Stes ‘ ‘

B

- Total® - 3.0 : 64.9  73.3  8li6 . 91.5 103,9* 122.7 -182,0:g201.7* 217.7

Preliminary.
2/ Forecast. R L o
3/ Debt figures are as of January. lst for each year.
%, ~ Totals may not ¢dd due to rounding. . : R
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"...most analysts are expecting further declines in land values *
in 1983, but they are hoping to see some stabilization by the ~ *
‘year's end....Be careful not to over-generalize from the ac- *
‘counts you hear of the extreme cases....We may well be witnes—- *
sing a downward adjustment in values from those levels of the %

*
*
“*
*
*

* late 1970's that simply were ill-founded.’ ‘Professor Bruce
‘Johnson,- Dept. of Agricultural Economics, ‘University of

_Nebraska in Custer Cnunty Chief, Broken Bow, Neb. Feb. 9, 1983,
P 2. e

*
*
%*
*
*
*
*
*
*
* ' : ' : _
* All those people who own land but did not buy any after 1973 o
* are: hurting psychologically to see their net. worth a third less *
* than ‘two years ago, but. they. should still have’ good equity posi-*
'*,tions.A Some of those who bought land from 1976 to 198l at mort—*-
7 “* gage levels allowed by lenders.at that time are now in serious
% financial trouble if they had no other equities or sources of
<k
*
*
*
*
*
*
*
*
*
*
*
*
*
*

"income. Most lenders who are forced co foreclose on farmland:
plan to hold the- land until land prices work up enough to- at.'
least minimize loan losses. They anticipate that the time
‘needed for a rebound might be two or three years." Professor -
John T. Scott, Jr;; "How to Determine the: Cost of-Land~by'0b-"
*.serving Rents,” p. 25. Paper presented at the "Conference on-
~* Rents, Rentals, and Renting,” cosponsored by USDA and the Farm'
}Foundation, Mar. -2, 1983, Chicago, 111, 4

’-,"...and while the rate of increase (in land values) may not be
*'quite so. dramatic in the 1980's, the value will still go up .
: \appreciably. “Vice President Vernon Crowder,. Security Pacific'

:National Bank (California) in Agri Finance, Mar. 1983, p. 7.

T R E R R e
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"'5> Recent Developments

'iRecent Federal Reserve bank surveys indicate that the rate of decline in
~farmland: values slowed during the fourth quarter of 1982, -As the farm

;1; economy recovers, a.stronger land market and some - stabilization in-land .
'1_values is . expected by the end of 1983. : :

- Of the Federal Reserve banks which survey changes in farmland values, none

m;.recorded increases over the period December 31, 1981 to December- 31, 1982°

- (table 4). The largest decline was reported by the Chicago Federal Reserve -

~ ‘District where land values decline by an average of 16 percent in 1982. However,

the rate of decline did begin to moderate in the fourth quarter of 1982 as land -
‘values declined by 3.5 percent compared to a 5 percent drop in the third quarter

. of 1982. The respondents to the latest Chicago District survey remained pessi-

~mistic about the ‘outlook for farmland values. Forty-six percent of the hankers -
surveyed expected land values to decline in the first quarter of 1983 whileA
5»the remainder expected land values to remain unchanged. : .

v;:The_Kansas,City and Richmond Federal Reserve Bank surveys,showed, as wasvthe_
.. case in the Chicago District, that land value declines in the fourth quarter of
~1982 did begin to moderate. The Kansas City survey recorded declines of 1 to

L 2 percent during the final 3 months of 1982. Results from the Richmond Federal
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"Table 4—vPercent’changes'in_farm real estate values

-1982-Q4 : .Year'ending ‘s - From peak : Date of
oo o 12/31/820 s value " peak

Federal Reserve District
~and type of land

o0 ee e oo oo

Richmond,‘farmland y’ -9 a4 19813

Chicago, good farmland 2/ =16 - -18 . 1981-Q3

“;iKansas City 3/

es o0 ee 00 0

1581-Q2
. 1981-Q2
1981-Q2 -

N Nonirrigated cropland
Irrigated cropland :
Ranchland

vDallas 4/’

‘Dryland S e .
-Irrigated cropland : e =0
Ranchland SRR : s =10

"ZNA = Not applicable because of changes in survey panel.

. 1/ The Richmond Federal Reserve District includes daryland, North Carolina,
,~South Carolina, Virginia and West Virginia.
2/ The Chicago Federal Reserve District includes Iowa and parts of Illinois,-n
'-Indiana Michigan, and: Wisconsin.v, L7
_ 3/ .The Kansas City Federal Reserve District includes Colorado, Kansas, o
"TA_Nebraska Wyoming and parts of Missouri, -New Mexico, and’ Oklahoma. : -
' 4/ The Dallas Federal Reserve District includes Texas and parts of Louxsiana, 5
vNew Mexico and Oklahoma. : '

»Source: Table 4 is an updated version of one presented by Emanuel Kelichar,
: ' “Update Tables for Development in Agricultural Finance,” Division of
_ Research ‘and StatistiCs, Board of Governors of the Federal Reservej
; System, Hashington, D. L., Mar. 21 1983, Table 3.

Rt g e AN iy A s a8 5 e T e s e

] Reserve Bank’ District gave the strongest indication that the largest declines
:in land values may be over. ‘While survey. results showed 'a 5 percent decline S
‘in district land values for 1982 the Richmond District was the only Federal S
~~ Reserve bank which recorded an increase (+1 percent) during the final quarter
~of 1982. v : : S

) Only the Dallas Federal Reserve Bank survey recorded fourth quarter declines in -
" land values which were significantly greater than those experienced earlier in
. 1982. ‘The values of dryland and ranchland declined by 5 and 10 percent, respec-
" tively during the fourth quart=r of 1982 compared to 5 and 4 percent declines
.~ for those same catego '~s for the entire year. Only irrigated cropland showed °
" a sign of improvement during the final quarter of. 1982, declining by less than:
-1 percent as opposed to an 8- percent decline for the year.,




’For theimost*part thEtmajor*factors preventing land values from stabilizing Tl
are:‘the sace.as:thoseireflected. in the l-percent decline in farmland values - e
froo Februaryﬂ1981*totApril 1982 by the USDA land value survey. Uncertainty -
carith ‘Tespectsto ‘commodity prices-and farm income prospects, relatively high '
‘real.interest<rates, the ‘high:debt servicing costs being’ experienced by. many -
vﬁarmers,wand~thevsluggiah ‘growth of the general economy and its impact on
‘of f-farm-income. opportunities for farm families are preventing many farmers
; from;aggressively entering the farmland market. e :

L hand Market‘lmpacts an Financial Conditions

The'recent declines inaland values have resulted in some large financial losses L
- ,~for those'farmers*Who have: been forced to sell land to reduce debts ‘or maintain o
cash._flow. .. For those-who have not been forced. to sell, the declines have also . -
created problems because falling equity has reduced their ability to borrow
afunds,foreannual operating expenses. Fewer farmers now qualify for credit.

.Ihere has been‘a sharp reversal in the fortunes of those who were. using lever- o
aging..as_.a-strategy.-for rap‘d farm growth. ' This strategy magnified the large =
capital gains~that .accrued ..to. buyers of -farmland in the 1970's, but over the :
 last: several-years itihas‘magnified the: capital losses produced by declines in -
?f;land~yalues. ~The= strategy ‘has-now been discredited: . Over the next several :
years farmers can: be. expected to. follow less expansionary strategies and rely
Wpuless on: debt financing.r ;uv,htv_,_ e RN S ;5_-,, L

1 ifuuring:the 1970 s, farmland values increased in years of both high and low farmj,-l
‘fncomer and ‘thus: provided farmers with a reliable source of additional equity. =~
Thessteady-growth:in: ~equity supported borrowing to solve’ cash flow problems in -
years-of. low:income. .The" rising land ‘values also helped to maintain an active

armlarnd market that.gave farmers the option of selling some land to obtain
funds during—periods .0f-1low cash flow. The recent declines in land values '

. “‘have-made .it*much-more’ difficult to sell land to reduce debts or solve cash ,
“=aflow problems.~<Ihere~have been very few bidders for farmland because’ prospec-" e
" tive-buyersware-waiting for further declines in land values. There has been a - -
“large .drop-inithe rate of farmland transfers and a- significant increase in the-;j

ramount&of time that it takes to find a buyer for a tract of - land.- L

f»The sharp'reduntion in farmland sales “has - made ic. more difficult to Judge the o
value: oftlandufor Joan security, thus making it more difficult for farmers to o
lborrow.,15v3 = ST e ~ SRR o :

: .Farmland valnes are"expected to stabilize by the end of this year. - If this.

¢ <zoccurs ‘and aétivity-in the land market increases, lenders will be more willing_
to*actept~equitynin’farmland as. ‘security, thus .more farmers will qualify for:
'credit. ~There: will-also “be-a more efficient market for land, which will permit
‘amore: orderky withdrawal - by ‘Jess successful farmers. Land will be transferred

».Nto‘farmers who have-less serious cash flow problems and are less exposed to risk..,

o Debt Burden

Jeirde K Rk *w* S T EE R ok ok * Kok ok koK x %
% Morstuoff.are~young farmers who . borrowed heavily and paid in-
lated.:land “costs:to ‘get into farming in the boom years of’ the

;~*'* late 1970'3."~ Business week Mar. 21 1983, p. 115.'
Sk :
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o . Co , S ‘ *
"Farmers' indebtedness has tripled in the last decade. Until *
‘recently, the debt load was readily bearable.as_low-interest:,_ *
borrowing was levered into attractive capital gains.  Sharply *.
higher interest rates now imperil debt-financed farmers.” Pro- *
fessor Harold F. Breimyer,,Dept.:of,Agricul;hral Economics, o *
University of Missouri-Columbia_in Challénge, July-Aug,, 1982, =

o 35, - o : . ’ ok
*

R T I T

KR Ak K KK K kK K KKK KK KK K Kk K A k% ok ok ok ok ok koK

Distribution of Operators by Debt/Asset Ratio

By sales class--In spite of the frequently quoted statistic that almost
~_half of all American farmers are debt-free, significant numbers of cimmercial-"
sized farms are carrying a heavy debt load. Farmers reporting over $200 thou-
sand in sales represent only about 4.5 percent of all farmers, however, they
generate about 50 percent of farm cash receipts and -owe about 40 percent of . o
total farm debt. Given. the level of risks associated witl agricultural produc-.
‘tion, debt/asset ratios greater than 40 percent imply considerable net ,income ,
~volatility. In 1980, about 30 percent of these farm operators had debt-to-asset
ratios of more than 40 percent (fig. 1). It has been estimated that as many -
as 45 percent of these large commercial farmers carry debt ratios of over 40
~ percent. today. : L e e S ' : ‘

By region--Geographically,vche regions eiperiencing the highest concentra-'
~tion of high leverage operators are the West North Central ‘and Mountain States., -
In fact, tnese regions are the only ones to display a higher percentage of
heavily leveraged operztors than the United States as- 2 whole (fig. 2). Over
"17 percent of’the'farmersbin the West North Central region and 13 percent of - -
~ those in the Mountain States had debt/asset ratios of 40 percent or more.  The
- percentage of those in the 70 percent and above debt/asset ratio category was .~
- 4.7 percent in both regions. . = ' ’ X E - con

By farm type--The distribution~of'fa:m operators by debt/asset ratio
varies by type. of farm. - For example, over 19 percent of all poultry and egg
~..producers had debt/asset ratids_of over 40 percent in 1980.- This compares i
with almost 10 percent for livestock farms, 8 percent for fruit and nut farms,

and 15.6 percent for cash gains farms (fig. 3). - - .. '

By type of crop farm--The type of crop farm showing the highest concen=-
" tration of operators in the high leverage .categories was cotton, with about
23 percent carrying debt/asset ratios over 40 percent. -Almost: 6 percent of
. the cotton producers carried greater than a 70 percent debt/asset ratio.
- Corn farmers had a comparzble concentration of operators in the very high
leverage :category (over 70 percent debt/asset) while 18 percent of these
farmers had debt/asset ratios of 40 percent or more.. Wheat farmers have »
the smallest percentage of operators in the high leverage categories (fig. 4).

" By type of livestock farm--Hog farmers stand out as having the highest =~ .
concentration of high leverage livestock producers, with 5 percent carrying a
debt/asset ratio of 70 percent or more and almost 18 percent showing a debt/
. asset ratio greater than 40 percent (fig. 5). = o SR S
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Distribution of Farm Debt by Debt/Asset Ratio.

* k% * * *x k% *v* * * % *,*V*v* } *3* X k ok % k'*'* *“*;* *'*v*ﬂ*A o
* "Ag bankers project farm credit conditions will become worse in * o
* the year ahead. More bankers expected renewals, refinancing, _*
~ * deliquencies, and losses to increase in the year ending mid-1983*
" '* than the number expecting these measures to decline.” American * = -
*
*
*
*

Bankers Association, Agricultural Banker,; Special Report, Nov. %
1982, p. 3. ooy Special Report, Nov. %

"Agri-lenders in the state, as well as producers and agri- = -

*'businessmen,'have_been’severely stung by farm liquidations,

* bankruptcy proceedings, and problem loan situations.. Many

* lessons have been learned via the financial and economic experi-*
- *'ences of the past five years--the key lesson being that 'it's %
~ * mighty hard to borrow yourself out of debt.'"- John C. Gamble,
Tk
*
*
*

~"Farm Credit Situation in Alabama," Alabama Agribusiness; Vo1;"
21, ‘No. 3, Jan. 1983, p.l. i i R s
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" The disttibutidhAofvfafm debt byjdebﬁlasseﬁ'ratio iﬁdiéé;es a dimension of tﬁe ‘
 risk exposure of the agricultural assets of farm 'lenders. Over 60 percent of
~all farm debc is owed by farmers carrying debt/asset ratios over 40 percent.

. Farmers with debt/asset ratios of 70 percent or higher owe about 30 percent of -

~.all farm debt. Hence, the majority of all farm debt is held by high- to very

' 'f;highly4leveraged operators-—preciselY»chose'opetators,who’are most vulnerable -

to unstable commodity markets..

3Thg'e£fects'6f financial leQerage‘dn'the-profifability of a farm are illus-
trated in table ‘5. In 1982, the average rate of return to farm production

© assets was 3.3 percent, the sector debt/asset ratio was about 20 percent and

the average interest rate on outstanding farm debt was about 11 percent. These -
factors combined to provide an average rate of return on equity capital of about - :
1.4 percent, the lowest rate of return in almost 50 years. The rate of return
on equity capital measures the ‘farmer's income return on his ‘investment after i
taking into atcountvhisvf;nancing’costs; It is important to note that financial -
~ leverage has a favorable effect on the return on equity only when the rate of :
_return on assets exceeds the rate of interest. Otherwise it has an unfavorable
effect.. This is illustrated in the table and caa be seen by comparing the - '

return on equity as leverage increases under alternative interest rate scenarios.

During the 1970's, the capital gains associated with rapidly rising farmland

- values made the use-of'financial-leverage an effective strategy for magnifying -
farmers' total return on investment (equity) in spite of its adverse effects on

. cash flow. However, in a farmland market which provides little, if any, growth

- in land values, a strategy of balance sheet restructuring to lower the degree of
. financial leverage will be necessary for farmers with high financial  leverage.

Since the tarmer's profitability depends on his rate of return of assets, his
- debt/asset ratio, and his average interest rate, it is impossible to estimate
how many farmers are making a negative return on equity.. However, some useful
“insights can be derived. The farm lending industry is primarily. concerned with
~  the financial conditions of those farmers who have debt. The Census of Agricul-
- ture Farm Finance Survey indicates that in 1980 about 50 percent of all farm debt:




=22

5-;HTable 5--The effect of alternative debt/asset ratios and average interest
: : : ' rates on farm profitability in 1982 ‘

>l_pIntereSt;rate'on outstanding debt -

.. Debt/asset ratio = |==-=—-=—=————=—=——m—o———_Percent

M - Revtu:n'fco equity ca'pi'tai in 1.982‘;.‘ :

-~Percent

20
e300 0

S 600

L8

'_;Source:_iTable 5 is a modified version of one presented by Emanuel Melichar,
- .- "Update Tables for Developments in Agricultural Finance,” Division of -
* - Research and. Statistics, Board. of - Governors. of the Federai Reserve':'
"V_System, March 21 1983 Addendum Table l.ﬂ. : S

. was held by operators with debt/asset ratios over 40 percent. It has been
,jestimated that as much as 65 percent ‘of the ‘debt - is owed :by: operators in that )
‘category . ‘today. - If these operators are’ earning the average return on. their L
~ assets and pay the average interest rate, they are making a negative rate of
" ‘return on their investment. In order for those carrying a debt/asset ratio of
Lo cAD percent to generate a zero rate of return on equity the retrrn on farm =
. assets must return to about 4.4 percent, slightly under the’ average for the
f;';decade of the seventies, excluding the 1973- abberation of 10 percent. How.
- much can we expect the average rate of return on farm assets to. rise’ during
"f>ithe next few. years?  Can we expect it to- reach a level substantially greater
© than what had been" experienced during the seventies’ ‘At best, one could assume,
~>v¢;:fbased on historical evidence, that the rate of return on farm production assets. ’
'“.*_Awill rise only very gradually.yuu. ’ S S : :

'_’It is estimated that in 1983 up ‘to 18 percent of all farm operators fall iu o
“the. over-&O perCent debt/asset ratio category. - Those farmers. owe about two-'
~-thirds of all farm debt. It is true'chat some of those farmers earn.a rate
_.of return on agsets- which is greater than the national average. - Some ° ‘pay more.
.‘and some pay less than the. average interest rate on outstanding. debt. Also,
~-many have- greater than a 40 percent ‘debt/asset ratio. - Taking these’ factors
... into account, it seems apparent that significant numbers of farmers-—mostly *
...~ large commercial farmers with little off-farm income--will be suffering with
- .severe cash flow difficulties in the foreseeable future. A relatively large - -
_v,gﬂpercentage of the customers of farm lenders will continue to have serious cash
. flow problems.. It 1s likely that a rather dramatic farm policy initiative- .
2 would be required to improve commodity prices enough to provide a sustained rate
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. iof return on assets.at a level significantly. higher than historical rates'of
»-return. Hence, progress must come through a substantial lowering of average
~ilnterest rates and/or significant balance sheet restructuring at. the farm

. -:level to reduce ‘the debt burden. Neither of these options will be accomplished
'r;easily. :

‘;The major .concern, here is that the integrity of the farm credit delivery system
*be maintained. Balance sheet restructuring could be difficult to accomplish
»in a soft farmland market. Lenders have expressed concern over the possibility:
...of a domino effect on farm asset values should there be a large number of forced
.-sales in a reglon. If the financial market perceives a si gnificant increase
#in risk to farm lenders, one could expect an increase in interest rates sector-
iwideo - ' S : " :

P

"_ Lender Responsee to.CUrrent Financial Conditions in Agriculture"y

*********************************

x
_.* "Inability to repay debt ultimately could result in the borrower* -
*,voluntarily, or involuntarily, going out of business....it;is ~ * . =
& not . tke most accurate indicator. of financial stress._  Far more *
'*-pervasive is the increasing reluctance of lenders to supply the * .
*
*
*
*
*

full amount of operating capital that some farmers and agribusi-* -
nesses desire.” Agricultural ‘and Credit Outlook '83 Farm Lk

Credit Administration, Dec. 1982, p. 18. ST LT R
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-g;Delinquencies'and'Liqdidations

**********************************-

"Since the first bankruptcy act in 1898, farmers have had spe- * =
cial treatment under bankruptcy law as to being forced into —  *.
bankruptcy involuntarily....Largely because of Cougressional =~ *
recognition of price .and yield’ uncertainty_faced by -farmers, . .. *:
the 1978 bankruptcy act continues:the exemption. of farmers from * . v
involuntary bankruptcy.” Professor Neil E. Harl, Dept. of Eco--* .

nomics, Iowa State’ UniverSLty in Agri Finance, Mar. l983 P. 17 *
: *

“There is considerable debate as to. the definition of a delin— -
fquent loan, and the actual interpretations vary ‘among lending
institutions....While indications point to increases in delin-
‘quencies, defaults and foreclosures in 1983, agricultural s
-lending statistics do not reflect the serious weakness in the -
farm income'piCture.j The major exception seems to be at the
'FmHA where delinquencies on farm loans are up sharply. ‘This 1is
explained in part because’ FmHA serves as a lender to borrowers
who have been unable to get credit elsewhere.” Menelaos -
Athanassiadis, Agri Finance, Dec. 1982 p. 10. _

: Clearly, reliance on borrowed capital is presently an economic
burden that is growing more difficult to bear. "In contrast, -
moOS of the 1970'3 was characterized by conditions that

,»‘» »'»‘»-* * R kA RN H R & *k Ik X i *

RE S N PP SO * % o ¥




. .- * rewarded the highly leveraged farm business....Within a rela- -
-+ : * tively short period of time, a highly successful leverage stra-
~ % tegy had become ‘a prescription for financial distress.” Agri--
% cultur 3l and Credit Outlook '83, Farm Credit Administration,

% Dec. 1982, p. 18, =~ S T i
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" All farm lenders are experiencing higher than normal delinquency rztes and -~ - -
. -liquidations. However, problem loans as a percent of total loans outstanding .=
"‘}ftemain‘small;"Nevertheless,«che trend for delinquencies and otrer indices of =
v-credit problems has been on the rise. for the last three years. The Payment-In-
7. 7'Kind program will help some farmers stay in business another year, but most
' -lenders believe credit problems will continue in 1983. - RSN

© Availability of Funds =
'V'-vf»fg,§-§1ii*f§!* Qﬁd';‘*f#ft *'fi£;§:¥f*»#f¥;§ut;#:f §;* *,*-*i;L*';‘ S
“We ‘certainly have the farm sector in a depression-type state. -
But- the farmer still has the potential of borrowing money and.
“operating,.L.}n_che.l930's‘credic;was’unheard’ofjin'the agri-
‘cultural sector.” ‘W.D. Willer, Executive Vice President,

‘Decorah State Bank (Iowa)tandvChaitman;of[;he.Amergiaq'Bankers
n in-Iowa Farm=BUteaU»f‘1'zy-

Association's Agricultural Divisio

Spokesman, Mar. 21,1983, p. 1.

B T | believe,leddingiinstitutiqn;.are-making7a'tgal effort to go :
* the extra mile in working with farmers. 'Loans ‘are being re- -
~ * scheduled and restructured.” President Dean Kleckner, Iowa

- Farm Bureau in Iowa Farm Bureau Spokesman, Mar. 12, 1983, p. 20.*%

~"Today agfiéulturé_is.facing‘é-very4tr1¢ical'petibd.lx.thg7agrff*‘A

‘cultutal’appgcite“for_étedi( has been tempered. But knowledge- *

* able agriculturists know this 'diet' will soon be over. Farmers*

* will need to be retooled. Expansion will again be profitable - * =

and wise. - Innovation both in technology and management will - * =

again predominate. It will not happen this year and probably - *

not next. . BUt,when-itvdoés'Agricultutal’lenderstof<allrtypes okl

‘and variations ‘will: be needed to fill the requirements of - kT

*
*
*
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America's farmers." Bruce H. Herz, Publicarions Manager, Agri -

*
*
*
*
*
*
i*: ME, Mat' ) 1983 r: P - 42_0, L

*

o ‘*:5.* * kfi7*r*'*f*.?f* k'*ti\*xkf*b* § L fﬂ*,*,*A*A* * * *z*
, ?dnds §f§ available to Ieﬁd'téiéfedi:_wofthy fatm,Bofrdwéts. 'This is ébidencgdl:"
. by low loanfCOfdeposit'tatiosiat»agricultural banks which averaged 55 percent
' 51n.ngrua:y 1983. This 1is down from 61 percent in September aﬁd f;om 58 per-
. cent a year ago. ~This. average loan-to-deposit ratio at agricultural banks -
'~ would be the lowest since March 1976 when it stood. at 57 percemnt. = - _
. Qualifying for credit will be difficult for some farmers in spite of PIK, lower

»7ﬂince:esc»faces.~a§d’§he dramatic increase in CCC leading activity in 1982.

e
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Hence without a considerable recovery in farm income 1in 1983 and 1984 (some-
~ thing that 1s not ‘in the forecast), one can expect financially weak farm opera-

tions to continue to be culled“ from the farm community during the next couple
of .years. : . :

'Lender Approaches to Aid Financially Distressed Borrowers

********************************

."Although farm failures will probably increase, in most. cases
they will result in partial liquidations and not a flood of
‘farmers losing their land and livelihood. This is true in part
because farm loans are not a big risk for commercial banks.
Farm financ‘ng as it is now structured puts the burden of long
‘term financing on the FmHA and the Fed--al Land Banks who don't
have the liquidity problems ‘that often plague banks ‘during tight*
% credit markets." Menelaos Athanassiadis Agri Finance,
: Dec. 1982, p.,ll.
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* Federal banking officials will allow banks to carry some bor-
* rowers delinquent in repaying farm loans, if at all possible, -
* rather than foreclosing, an American Banxers Association (ABA)
* agricultural task force- learned last week....the. ‘task force
. * gspecifically queried federal banking regdlators as to how they

*
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“plan . to handle agricultural loans.in tocay's depressed farm
economy;' Iowa Farm Bureau upokesman, %ar. 12 1983 p 1.

e hope that lending ‘institutions will s-retch as far as pos-
sible, and regulatory agencies should bc cooperative, in
assisting farmers to survive and hold or-to. any viable farming
operations.” ‘President Dean Kleckner,'-OJa Farm Bureau ‘in Iowa:
Farm Bureau Spokesman, Mar. 12, 1983 p. 20. . .

“...bankers have stepped beyond traditio al bounds of- simply
lending money to their agricultural custgmers, and are coun-
:seling and providing ‘non-credit services.” Statement by Special*
Agricultural Credit Task Force of the American Bankers Associa-

Rk Rk R R R R R N K % * % * %
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'tion, Mar. 1, 1983 p. 1. o*
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In spite of the difficulties and risks faced by most farm lenders, they have
been exercising considerable forebearance with thair financially distressed

'~ farm customers. The most commonly cited characteristics of financially
troubled farmers aive that they are highly leveraged and/or poor managers.
Most are working closely with such borrowers to help them to restructure their i
balance sheets in order to- put them on a more sound financial footing. ‘A ;
survey of agricultural bankers conducted by the American Bankers Association
in February indicated that the bankers will “"stick with" about 95 percent of

. " their farm customers in 1983. Indeed, farm lenders have an attitude of cautious
. optimism, primarily due to the PIK program and lower nominal interest rates.;
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ok '...a moratorium would be disastrous to ‘all farm borrowers. The*
~~-%.bank obtains its funds from the sale of bonds to the investing . *
'=:,j* jublic....Should the public feel that the liquidity of farm *
“#*-credit bonds could be jeopardized because of a moratorium, they *
'~%* could require a higher rate of interest to compensate them.
‘Af*'This woul” cause the cost of money to all borrowers to g0 UPe.se.
v %:Also, investors might seek other investments.” Jim Besore,
* ;Executive Vice President, Federal- Intermediate Credit Bank of-
‘iOmaha in Iowa ‘'Farm Bureau Spokesman, Mar. 12 1983, p. 20.
k- .
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Thevcontinuation of poor financial conditions in the farm sector has prompted
+some:members of Congress to propnse a moratorium on FmHA farm foreclosures. One'

proposal under consideration is S.24, a bill introduced by Senator Huddleston . -
“(Ky)ethat would impose a moratorium on foreclosures of certain farm borrowers. .-
«Se24-would compel FmHA to defer the principal and interest on anv ‘outstanding - .
-FmHA* loan ‘at’ the request of borrowers who own or: ‘operate family-size farms.: The - -
-bitliwould also impose a moratorium on foreclosures of such loans where the
~borrower: (1) has followed good management practices, (2) due to circumstances = .
;beyond the borrower's control,- is temporarily unable to continue making payment. :°
T ond such principal and interest when due, and (3) has a reasonable chance of - '
“repayment of the loan after deferral and foregoing of foreclosure. Interest
accruing during the . deferral period would be waived and, at’ the end of the

. deferral ‘period, the borrower would be entitled to have the loan consolidated,
-rescheduled, or reamortized to provide equitable payment terms consistent with.
;the,borrower s farm financial situation. The interest rate would be equal to.

‘or: lower than. the rate - prevailing on the original loan.l

S moratorium on farm foreclosures is not a proper solution to the problem of

~ economic hardship among hlghly-leveraged borrowers: ‘n the farm sector, Weak
‘to. poor conditions have prevailed in the farm sector toL over 3 years. The

,RmHA ‘has. exercised considerable forebearance during this period, evaluating
borrower situations on a case—by-case basis in determining whether-and how to
extend loan payback arrangemen:ts. FmHA has instituted foreclosure proceedings,
only as a last resort, against those borrowers who are deemed unlikely to be ,
.able: to get back on their.feet and eventually repay the loan. - The basic under- -
lying problem has been and continues ‘to be the economic condttions in the. farm o

hs sector. : - : -

Support for this legislation has been mixed. Somn proponents argue that the
bill will put into law the principles on which the decision to foreclose is -.
based--principles currently embraced by FmHA actions. Others argue that the
FmHA is not embracing the principles proposed in the bill and that, if enacted,
w: the new law would compel FmHA to adopt the legislative criteria Some further
i:  argue ‘that the law will reduce potential law suits’ by posting uciice of criteria
T and procedures for foreclosure. . :

< ;Opponents suggest that enactingvsuch a law is-unnecessary since FmHA exercises
- considerable forebearance with respect to borrower financial stress before ini-
.~ tiating foreclosure proceedings. . Others argue that FmHA, as a lender, should
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: not be hampered by a law requiring that agency ‘to defer all loans of qualifying
: borrowers. Still others suggest that FmHA would not be doing many farmers a .= -
.1'favor by extending loans where the farmers would be better off liquidaling
their assets‘and withdrawing whatever equity remains rather than falling further
' into debt. ; -

. Appearances constitute,a major issue with respect to the legislation on FmHA
.. foreclosures. Propor:nts claim that the curreat FmHA case-by-case decision-.
- making appears arbitrary where the decisions and the criteria on which they are.
based vary. ‘Opponents see the legislation as violative of free-market prin-
" ciples. Many private- lenders also fear that if FmHA can not foreclose on even S
- marginal cases, by law, private lenders who do so will appear to be the "big
. bad wolves.” These lenders also fear that this legislatioh, if enacted, could
~ - be.a first step toward government intervention: in private lending actions. '

: The Janguage in S. 24 providing for loan deferral for: borrowers with a. reason-’,

~-able chance of repayment” prevents the bill from being a blanket moratorium
“proposal. ‘The language, however, is broad, vague, and could become an open
‘invitation for litigation to define the broad criteria contained within the
bill, a result contrary to that suggested by proponents.

© In general, if FmHA currently practices substantial forebearance before initi-‘ '
.. .ating foreclosure proceedings, then S.24 merely codifies and ensures the con="
_tinuation of that current practice. If, however, FmHA is currently institu-
- ting foreclosure proceedings against borrowers who have a reasonable chance of = -
virepayment, a policy question arises as to how far FmHi4 need go before demanding
- payment under the terms of the loan agreement. ' If FmHA is not affording bor-
rowers adequate notice regarding borrower. options, pending cases may very:- well

*  provide the procedural requirements with which the agency must comply before
it may institute foreclosure proceedings. :

"ReCent Developments in Taxationfof Importance to Agriculture
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" Participation in the payment—in-kind program—-also known as
'crop swap'--could have some unanticipated tax consequences.”
Professor Neil E. Harl, Dept. of Economics, Iowa State Univer-
sity in Agri Finance, Mar. 11982, P. 12 - -

" "In addition, the principle of controlling output by means of
acreage programs stands as a contradiction to other public '
measures that are output-expanding.  Examples of such reasures .
“are the funding of research and the promotion of comservation;
“but more. flagrantly in conflict is the bundle of tax write-offs
(shelters) that subsidize expanded output.™ Professor =
Harold F. Breimyer, Dept. of Agricultural Economics, University
of Hissouri-Columbia in Challenge July-Aug. 1982, PP 40—41.
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‘,;ffSocial Security Reform

‘iThe Social - Security financing legislation recently passed by Congress restores . 7
~ financial soundness to the Social Security system by expanding coverage, -
taxing retirees' benefits, delaying cost of living adjustments.and- increasing

" payroll taxes and taxes on the self-employed. Of these measures, the higher - .-

payroll tax rates and the higher taxes on the self—employed would have. the

: greatest impact on the farm sector.

Under the bill, the tax rate self-employed tarmers pay on net farm income o

‘would increase by 21 percent in 1984. Self-employed farmers currently pay a -

tax rate of 9.35 percent on net farm income. This is approximately 70 percent

kf'_of the combined employer—employee rate of 13.4 percent. Beginning in 1984,
self-employed farmers will be required to pay the full combined employer--

employee rate. This rate will be increased to 14.0 percent in 1984 and to = -
15.3 perceut by 1990. A portion of this increase will be oifset by a cradit -

. against Social Security tax liability. This credit would result in a net tax -
of ll 4 percent in 1984 - The net tax would reach 13.02 percent by 1988.

 The 1984 rate increase alone will increse self—employment tax liability from

250 to 300 million dollars. For most self-employed farmers the additional
Social Security tax burden would greatly exceed any reductions in Federal

'income tax scheduled for 1984.,

‘The effect of higher payroll taxes on the farm sector would be less significant.,',
“The current payroll tax for both employers and employees is equal to 6.7 percent -
?(combined 13.4 percent) Under the bill, 'this rate would increase to 7 percent

for a combined payroll tax rate ‘of 14 percent. The combinzd rate would increse

" to’'15.3 percent by 1990. The 1984 increase would be less than 5 percent.  In -
-addition, since employers of farm labor are still able to deduct payroll contri- -
‘butions for. Federal income tax purposes, the net increase could be as low as '

3 percent .

: vPayment—In-Kind Tax Treatment Act of 1983

: »Congress passed the Payment In-Kind Tax Treatment Act of 1983 on March lO,“;ust-

one day prior to the sign—up deadline.for participation in the PIK program.

 Enactment of the legislation neutralizcd th- impact of taxation on participa-
tion in the PIK program.- : v - N :

" Under the Act, for tax purposes farmers are allowed to treat PIK commodities
as if they had produced them themselves. Thus, a farmer would not realize
.‘income on PIK commodities until the year the commodities are actually sold.

In addition, the Act makes it clear that cash ‘basis farmers need not include

. relmbursements for storage costs in income until the year in which they are
: actually received.v : .

‘Treating PIK commodities as. if they were produced by the taxpayer would also
‘allow cooperatives to treat as patronage source income the proceeds from the -
-sale of such commodities. Consequently, the tax exempt status of agricul-

tural cooperatives would not be endangered due to the marketing of PIK commodi-
ties on behalf of patrons who participate in the PIK programe.
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Earticipacion in-the PIK program raised concerns wich regatd to eligibility
* for.-special.estate tax provisions. The Act clarifies the estate tax treatment
of.gand*diverted from production under the: 1983 PIK program. - Under the Act,
‘; a farmer:- ‘Wwho.'participates in the program will be treated as materially partici-
“*ipatingiin the operation of the land under the program and such land will be
treated--as:used in the active conduct of the trade or business of farming.
*»..Hence, sparticipation in the.program will not have an adverse impact on the
é ability to. qualify for special use valuation or the installment payment .of -
c-estate taxes. i : o
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: 25+~ The tax treatment under the Act applies only ‘to land acquired by the farmer
prior:to:February 24, 1983, unless the acquisition occurred: by reason of ’
gift, death or .a :family member. This antispeculation provision was included -
in-the -Act ~to prevent investors from purchasing farmlaud to take advantage of

favorable PIK tax . consequences.

"-vThe tax provisions under this Act. apply to the 1983 crop yee . o1ly. “He con-
i tinuationsof. the program in 1984 would require additional legislation with
,1»regardtto the stax aspects of the PIK ptogram. : v




