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by Virden L./Harrison*

For presentationrbefore the American Agricultﬁral Economics Association,
Carbondale, Illinois, August 15-18, 1971.

Farm financial management principlés and techniques have wide application over
areas of -the country and‘types of enterprises carried. Definitive studies in
this area by researchers in Califorﬁia can have direct and total application for
Maine farmers. Farﬁers with similar goals, assets, andbalternatives ére'likely
to rely on the same decision methods. The stage of the life éycie of farms is
Similarlfor vast numbers of farms and the problems éf farmers in each stagé are
similér, regardless-of the iocation of the:farm or enﬁerpriées carried.

Though research is conducted nationwide, the bulk of basic research in
financial management is centered at only a few state uﬁiversities. Farmers and
their advisors near those}uqiversitiés have mdié ready- access to published or
uﬁpuBlished research results than potential users:ouﬁside_the state. This is true,
not because the information is unobtainable by distant usérs, but because it is
generally not advertised to tﬁem and is more difficult and expensive to obtain. 1/
Farmers who live in states where research in financial management is minimal are

'iikely’at a disadvantage compared to farmers residing in stétés where.financial
managemeﬁt‘research is emphasizéd. |

Foftupately, the Farm Production EconoMics‘Divisidh, ERS,USDA has acteptea the

‘,;hallénge of providing "stafistical éndvrésearch_intelligénce on the financial manage-
 /:ment practices, problem;,fand alternatives for farm firms.fZ/ In addition to providing
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 some basic research‘itself,'thé Farﬁ Financial Management.Group of FPED has
taken oﬁ a project of summariziﬁg recent publicationé and cﬁrrent research
projécts‘which deal wiﬁb the financial management of Unitea Stafes farms.
‘The ultimate objective of this project is tovprovide a means for the communication
of financial management research, techniques, and principles to farmers and
reséarchers throughoutvthé United States.

| To date, an annotated bibliography [2] of recent publications and cﬁrrent
projects has been prepared and is cﬁrrently in the publication process. This
'bibliogréphy includes a description of the contents of abqut 300 recent
publications and about 50 current research projects relating to financial
management of farm firms. A topic'index groups the publicétioﬁs and current
projects inﬁo subject matter areas within financial management. Also inclﬁded
are lists of teachers of graduate levei courses in farm management‘and
agficultural finance in the state universities. This paper, based on the above
~annotated bibliography, reports the areas of financial management which have
generated the most interest in recent years, the areas which appear to have
been over-stressed, and aréas'needing additionél fesearchq The paper also-

" suggests a research focus for the future.

)
The Scope of Farm Financial Managemermnt

" Financial management is the managerial process applied to financial

. resources. It therefore partly overlaps the area generally conceded to farm
production management. In general, production management concerns problems of

resource organization for agricultural production, while financial management

¢

concerns itself with the financial means by which the required resources may

P

\Qbe controlled." [l,p.l]
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' Tékm &e the definition and'scopé of farm financial management more
explicit, ihe following categories of studies are conéidered to be'inciuded
(‘in:the broadncontext: | S |

Financing of productive resources

* Management of capital and credit
Income tax management
Financial aspects induced by risk and uncertainty
Farm corporations and partnerships
Integration and contract farming
Growth of the firm

‘Intergeneration transfer and estate planning

" Decisionmaking and choice among investment alternatives
Acquiring investment or operating funds

Liquidity management

~“Goals of farmers

6f céufse, any attempted boundary about the‘term farm financial ﬁanagement
is haéy at best. Some projects and manuscripts are clearly within its broad
sébbe,‘some are clearly oﬁtside its scope, and a great many 6thers~are
borderline caéés.‘ Those in the last category wefe ?f necessity subjected to

the biases of the author in their inclusion or exclusion in the annotated

- bibliography..3/ ..

" Extent of Research in Financial Management‘

by Subject Area

‘Table 1 givés‘an idea of (1) the subject areas whicﬁ are related to financial
manégement,vand (2) the nﬁmbers of recent publiéations and éurrent projécté by
subject érea whichrére included in the bibliography. |

‘Subjéct'area‘headings should not bé‘édnsidered as ﬁutuaily exclﬁsiﬁé. A
gféat déal of ov§;lap exists, as‘should be‘expecféd, sg-that'a giveﬁ étudy may

»be;iisted’under one’of more subject aieés. 'Fdr:iﬁsﬁance; many af the‘”growth”

studies also considered "financial strategies” and were listed under both headings.
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Some 266 different authérs aﬁd coauﬁhors Qere feﬁfesented in the 294
manuscripts annotated in the bibliography. PraCtically all manuscripts
‘bannotated appeared in the last teh years. In addition; 49 separate current
projects were described and invoivevat least 81 different reseafchers in the
United States. Whilé'the bibliogrgphy does not pretend to be a complefe listing
U of publications and current projects iﬁ the area of‘far@ financial management,
it does shéw to some extent the interest in thevtopié and indiéateé the subject
areas of greatest concern in recent years. |

Most Popular Subject Areas

‘Table 1 reveals that thé following subject areas Qiﬁhin farﬁhfinaqgial
'management seem to have been the ﬁost pépuiar in rebent‘yéars: farm corporatioﬁs,
financial'strategies, growth of the firm, income tax managemént,(intefgéneration
'tranéfer“and‘esﬁate planning, iﬁvéstment“decisioﬁg,and research techniques.
invaddifion, 43 ménuscripts andbi4 cufreﬁt projects approached férm financial

management in a broad or all-inclusive context (See the subject area '"General.').

o Dﬁplicétion of Efort
" As indicated eaflier in this paper, maﬁy of the subjeﬁt arééé within
- financial management havevapplication to farmers regérdless of their location
énd type of enterprise structure. Duplication of effort has been apparént in
- several subject areas. é/‘ Notable in this regard‘are the studies céncerning'
farm corporafions, intergeneration'transfer and estate planning, growth |
| Strategies, income tax management; and fin;ncing practices of lending institutions.
;»i ;ﬁ’alivstateé, federal statuﬁgs‘and policies fofm fhe basis‘for‘farmers'
‘ ;a§tions fegardiﬁg farm cbfporatibné,intergenerétion trénsfer, and inéome tax
;imanagémeﬁt sfrategies.h Oné definitiveKand ébmplete stﬂéj in each of‘these

areas made available to all farmers may‘be all that is needed for decisionmaking,

regardless of their location and enterprise alternatives. Yet state and federal
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Afinétitutions cénducﬁ research projects and publish manuscripts whichvadd
iittle to information already available. | |

Once ﬁritten, the above types of studies do not require updating-dntil
federal and state laws are altered or institutions affecting farming change
significantly. Other subject areas in faim financial management in which
the above concepts apply included éccounting, budgeting, and cash flow
pracfices; contracfual arrangements for resource acquisition; partnership
‘agreemehts; characteristics of lendérs and borrowers; futures trading
strategies; insurance programs; and investment decision techniques. These
.are areas in which additional describtive‘WOrk may be largely duplicatory of

past efforts. 5/

Emerging Areas of Research

" An area of research which seems to be emerging and gaining interest is
the study of the financial management practices of firms at each stage of
their life cycle--beginning, expansion, consolidation, and transfer.

Traditionally, research has considered these stages individually in isolation

from the other stages and almost no effort has been expended in studying the
* transition of firms from one stage to another. By far the greatest effort

has been in studying the beginning and grbwth stages. What is needed is a
decision process for each stage which has later stages in mind so that the
»u;ility of a farmer can be maximized over the total life ofAhis firm.

Methods of transfering an estate to the next generation have been

;;deqdately expounded but little research has been done in determining "safe"
‘g methods of gradually consuming or disinvésting inlan estate over fﬁe iast‘b
10 #o 15 years 6f the expected life of the,oWﬁéf. Thié area had been alluded
to in publications involving intergenerafion‘transfer aﬁdnesﬁate planﬁiﬁg; but

- we have not noticed a definitive study of workable methods of disinvestment
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“The financial managemént aspecté‘éf interﬁalizing the costs‘of production
' of‘agribﬁltural commédities,hefetofore borne by society, such as en§ironﬁental
pollution, have emerged in recent years. The changes in financial structure
'bf the firmvresultiqg from both the acquisition costs of pollutibn control
1'dé§ic§s and the expected increase‘in annual operating costs should provide
fruitful areas of study in finaﬁcial management,

-Organized and coordinated research.is needed to detérmine the financial
implications to farmers and subporting institutions of (i) completely mechanized
farms in the future, (2) controiling weeds and insects without chemical

' pesficides, (3) the shiffs in resources and products as a result of the‘
develobment‘df substitutes for éertain égricultural broducts such as milk,
béef, Cbtton, wool,»etc.9 and in general (4) adaptation of moderﬁ agriculture
to future conditions of input and product prices.
‘  An intérésting_area now Becoming relevantbis thé Study of the effectbon'the

structure of farms should the farmer satisfy his total loan needs at one

lénding source. This area becomes ddubly interesting when fhe farmer's loan
Vis baséd on income earﬁing pbtential rather thaﬁ on phyéical collateral. zj
The bibliography contains réferences to tﬁe ¢ufrent dialég of needed
~research in fiﬁancial management as well as to completed stqdiés and research

projects underway.

Concluding Remarks
: 5»vf:in‘suﬁma£j,'let us list’six basic questioﬁs important iﬁ tﬁe sﬁéceséfﬁl»
| j.-’fixiéﬁc'iai management of an individual farm and briefly indicate whether past
',/ of;éﬁrrent effcrté are énsﬁéring'thesé'quéétioﬁs. (1) Wﬂét'éreAthe immediate and
,;‘ ﬁltimate goals §f the farm mﬁnager? Of:aii qﬁesfioﬁgﬂiisfed bélo&, this one

' 1is the most important, since if an answer to it is found, then answers to
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Ethe remaining questions are immediateiy obvious;b Yet;sof_alidquestions 1isted;
| this onevis.characterizedfbv_the ieast emphasis'in‘terms offeffort expénded and
;therefore the»least useful,information.obtained.i Economists'are not trained
& “to fathomvthe mind of farmers‘and require the assistance of anthropologists,
:sociologlsts; psychologlsts, and others 1n this area. o -
| (2) How shall the farm be: financed and operated 1n‘each stage of its 1life
cycle—-establishment,'growth, consolldatlon,-and»transfer? Research on this
ﬂbquestionrhasbtakenythe foerof ;solating the Stages andfstudying each—ehence
'v'growth studies, beginnlng farmlng studles, 1ntergenerat10n transfer studles,
etc. Little effo?t has been expended on studying the tran31t1on between stages
or the life‘cycle of flrms 1n its entlrety
| (3) What organizational structure is most conducive to accomplishing'
'”f,ethe goais of the firm? Since researcherskhave had to‘guessAat the goaisjof
the farm‘operator,'they have‘approached this questionlbvudescribing the
advantages and’ disadvantages of each concelvable organlzational form.
Reséarchers have said to the farmer, in effect, "Here are. your ch01ces, pick ‘
the,one youlwantr,; This approach has been effective and the question has
been adequately researched, given the level ‘of information on farmers' goals.
(4) What informat'ion systems and accounting pract‘ices will b.e required ‘to
’ssuccessfuily manage a modern farm? This area has been and‘continues to be |
‘onebin‘which-considerable effort‘is expended.v University‘farm account projectsf
S mithiindividual farmers have kept at the.forefrontmin this area.? .

(5) What criterla should be used in ch01ce among 1nvestment alternat1ves7‘

'{’Again with farmc#s goal'structure 1argely undefined reSearcbers have had<

7& s to improvise in th1s area by assumlng the goal of strlctly economic profits
B

fr

as.the,criterlon for 1nvestment choice. Past and current research, ‘under

l;f~}'this aSSumption; is fairly extensive both within and outside of the agricultural

s L



economiqs profession.

| (6) What sources of capital will.be useful in accomplishing the-goéls
of the'farm organization? Stﬁdies of credit'instiﬁutions and farmers'idebt
attitudes are numerous. Howevér, éach time conditions change_éuch as institutional
innovations and interest rates, the rules of the game change making some of
.these sﬁudies less useful. Research organizations at all levels--U.S.
Department of Agriculture, State Universities,  -lending agencies, and other
institutions—-tend to keep abreast of this issue.

vIt is, of course, easy for us to make observations of this type with.an

annotated bibliography at our fingertips. It points up the need, maybe, for

summarizations of this type in additional areas of agricultural research.



Tablo 1. ——harm financ1al management research progects, published and

?

,[

in progress, by subject area

:Published manuscripts:

Current projects

1
‘Subject area

: Number :% of total: Number :7 of total
Accounting practices—- : 5 2
Allotment transfers———-————————————- : 4 1
Borrcwer characteristics———~————==== : 11 4 4 8
Budgeting and cash flow : 10 3 2 4
Computerized farm records—————————- : 3 1
Contracts——=~——————"-—--ooowos s : 2 1
Land purchase——- : 6 2
Production—— : 7 2
Corporations—- - -2 24 8
Economies of size—————————————-——=- : 6 2
Farms in the future ———=——"———————— : 9 3
Father—-son agreements~———————=~=—== : 6 2 :
Financial strategies - 26 - 9 9 18
Financing resources~ - : g -3
Irrigation~—————————=—=—=o—ooom——— : 3 1 1 2
Land-——====—=== - : 3 1
Livestock - - 9 3 1 2
Machinery and equipment————=——-== : 3 i 3 6
Financing from lending institutions: 11 4 1 2
Futures trading- : 3 1
General- -1 43 15 14 20
Goals Tt 6 2 1 2
Growth——————~———————ooss oo : 50 17 19 39
Income tax management : 19 ) 1 2
Information systems=— T~ ""—TTTTTo——— : 3 1
Insurance - m———————— == 8 3
Intergeneration transfer and :
estate planning - - - 19 6 4 8
Investment decisiong——————~—===—=—= : 30 10 2 4
Large-scale farms - - 6 2 2 4
Leasing and custom hiring————————--1 2 1
Land-——————==———"—oooo s e : 9 3 1 2
Livestock—————~——=——~—=soom oo : 2 1
Machinery and buildings—————————-: 7 2 1 2
Measuring financial success™—————=-— : 2. -1
Merchant-dealer credit——————~——————: 3 1 1 2
Research prioritieg————— : 3 1 1 2
Research techniques————=———======== : 22 -7 1 .2
- Risk and uncertainty === : 7 2 1 2
Starting farming-—————"-=——--sooso- : 4 S 2 4 8

ANumbers refer to manuscripts and current projects actually described in
Some discretion

the annotated bibliography on farm financial management [2].
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"was used by the author in deciding which manuscripts and current projects

fell into the general category of farm financial management. The subject
~areas listed were selected as best describing the content of the manuscripts
chosen for inclusion in the bibliography. Some manuscripts or current projects
are listed under more than one subject area. The category 'general" includes
manuscripts and current projects which were not specific enough to be included
- under one of the other subject areas and/or which approached financial
management from a broad viewpoint.



Footnotes
* Agricultural Economist; U.S. Department of Agriculture, Economic Research
Service, Farm Production Economics Division, Washington, D.C. The Views expressed

are those of the author and do not necessarily represent those of the Economic
Research Ser&ice or of the U.S. Department of Agriculture.

i

l]'For instance, county offices seldom carry COpiésrof out-of~-state
publications even though they may apply and are needed by farmers in the
county. Furthermore, publications lists of many land grant universities
offer free publications to state residents but require a fee from non-
residents for the same publications.

2/ This quote is taken from the functional statements of the Farm
Financial Management Group, Agricultural Finance Branch, Farm Production
Economics Division, Economic Research Service, dated October 22, 1969.
To continue the quote:

"This includes: Analyses of financial objectives of farm

operators, attitudes towards means of achieving those objectives,

‘and how these are changing; analysis of financial management

practices common to important groups of farmers, including

methods of acquiring access to services of financial and capital

resources needed for production; analyses of changing, emerging

and potential financial management practices and the implications

for resource use and control and for the number and size of

farm firms; analyses of the roles of tax policy and other policy

variables in financial management; and analyses of risk management

strategies." ' :

-§/ Since the findings to be reported in this paper are a result
of the assembling of an annotated bibliography, it may be useful to
explain the approach used in collection of the manuscripts and information
involved. The land grant colleges were the basic source of information.
Other institutions providing information include the American Bankers

_Association, certain Federal Reserve Banks, the Farm Foundation, some
—~nondand grant universities, and private firms. The Gurrent Research

Information‘System of the U. S. Department of Agriculture (CRIS) provided

- some information on current projects, though most of the information used was

<
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from regearchers themselves. Letters were written to heads of departments
of.égriéultural economics and'leaderé of ‘economic research départments of
other institutions to obtain publiéationé, lists of publications, and names
of researchers interested in farm financial management.  Letters were then
-written to individual researchers requesting manuécripts aﬁd descriptions
of current research efforts in the area of interest. The response was
very good. .

4/ Duplication of effort would be justified, in an efficiency-
minded sociéﬁy such éS-ours,’if out-of-state extension publications
'wére unavailable to interested users by reason of policy or_lack of -
advertizement. To some extent publicatibns are unaﬁailable'for both of
these reasons. Hence, the duplication of effort‘_‘Otﬁer reasons for
duplication Qf effort may be the failure of researchers in conducting
 thorough literature reviews or failure of the system to disseminate
information regarding past and current research efforts. Additional
efforts by éﬂé Feég;;{&Extension\Service or Economic_Reéearch Service in
cbmﬁunicating reéearch efforts 6f state and fedefal projects would be
useful in this regard.

5/ This does not imply that céntinued diélog fegarding appropriateness
of principles and procedures; and Suggested applications of sqmé to farming,
are not‘néeded,.blt does imply that continued descriptioﬁs and listing of
advantages and‘disadvantagés of various financiél maﬁagemeht practices
o ‘éfe'lafgley'duplicaﬁory.’ | ‘
| ."Q/‘Hdwevér, a notableIStudy in-thié regardﬁappeéred this yeaf bf Lee

~and Brake [3].». 



- 13 -

‘“Z! Section 1.9 of H.R. 7138, a bili currentlyvbefore congress, pfovides
concerniﬁg Federal Lénd Banks that"————vcrediﬁ factors other than the ratio
between the amount of the loaﬁ and the security value shall be given due
consideration." This opens the way for loans being made based on income
earning potential. ‘This bill would also allow the FLB to reléx the loan.
limitation of 65% of appraised ‘value of lﬁnd, proﬁide for varying interest
ratés, provide loans for rural housing (even to non-farm rural residents),

provide loans for farm related services, participate as a second mortgagor on

©

loans, etc.

o
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