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DEBT STATUS OF U.S. FARM OPERATORS AND LANDl'.Umif&i&¥i1Y OF CALIFORNIA! 

ECONOMIC CLASS, 1960, 1966, 1970, . DAVIS '.I 
, . S 't :J ·J' r: '\ CJ' ill \_. -. { .. u '- I ·1 

J. Bruce~otte l , Robert D. Rei nse l and Willi am it.v·io:ftewl & ·omic.:; library 

Although debt is a growing and essential source of funds in the 

farm production sector, only slightly more than half of all farm 
. . 

operators were indebted when ·surveyed during the last census in 
1/ 

December, 1970.- Does this mean t~at debt capital is not as important 

as normally assumed? Or does the lower than normally assumed proportion, 

of operators indebted simply reflect the unique characteristics of certain 

farmers in the sector? Also, do the higher debt levels for some groups 

reflect less favorable economic situations or possible imply differences 

in the earnings and investment potential of various economic classes of 

farms?· 

Until 1960, no sound basis was available nationwide to determine the 

distribution of debt among different types or economic classes· of fanns •. 

However, in 1960 and subsequently in 1966 and 1970, special surveys were 
. y· 

made of both farm opertors' and landlords' financial status [l, 6, 7, 8]. 

Data from the 1970 survey, only recently available, now makes it possible to 

examine _the distribution of debt and to compare changes over time. Although 

the data presented are highly aggregated, it is possible to examine changes. 

in (a) who holds the debt and the magnitude of debt held by different groups . 

and farm sizes, (b) the basis on. which debt is supported and, (c) the economic 

indicators that reflect the ability of the sector to meet debt commitments. 

Who holds debt? 

Debt funds associated with the fann sector are held either by firms or 

by landlords. Survey estimates of debt outstanding indicate that farm 

* The authors are agricultural economists ~U.S. Department 9f_ Agriculture, ·· 
Economic Research Service, Inputs and Finance Program Area,· stationed ·af. 
Washington, D. C .. Paper presented at Amertcan Agricultural Economic Associa-- --
tion AnMal Meeting, Texas A&M University, College Station, Texas, August 20, 
1Q74 . 
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operators tenet to hold most of the debt associated with agriculture. 

· Fann operators held 84 percent of all real estate debt and 98 percent of 

all non-real estate debt in 1970 (table 1). Although landlords owned an 
. I 

estimated 39 percent of the value of farmland and buildings, their total 
. . 

liabilities were -r.-.elativel,Y small. Thu. s current real estate debt obliga---- ... "'. ' -- -- -· 

tions fall primarily on fa-rm operators who own less than two-thirds of all 

land and building assets. Although the number of fann operators decreased 

nearly one-fourth from 1960 to 1970, total debt as estimated in the survey 

- trended upward from $19.9 to $39.8 billion in 1970--more than double. 

Concentration of opera tor debt 

.The proportion of operators having some debt at.the time of the 
3/ 

· enumerations was greatest among larger economic classes of farms (figure 1 )-:-

.In 1970, for instance, only 53 percent of an operators had debt but the per

centage by economic class ranged from about 80 percent for the larger Class I 

size farms down to less than 40 percent for the smallest sized units. For 

all farm operators, those with debt when surveyed declined from 58 percent 

in :1960 to 53 percent in 1970. Although the basis for this decrease is un

known, the percentage of farmers with debt was sma 11 er for a 11 economic c 1 asses 

except Class I where the percentage with debt increased from 75 percent in. 1960 

to 80 percent in 1970 (figure 1). 

- _ Even with fewer operators and a smaller percentage of all operators 

with debt, total operator debt grew rapidly from $16.8 billion. in 1960 to 

$35.4 billion in 1970~-a 111 percent increase. Thus the average level of 

operator indebtedness increased substantially (figure 2). For instance, 

the average debt level on farms with debt increased from $48,814 to $82,322 

on Class I farms. On the smaller Class VI and noncommercial farms the increase 

--was--rrom-$3, 156 fo $1.,063 &etween-t'h-e :l960 and 1970 surveys. 
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, Table 1~-U.S. ,farm operator-and landlord debt and value of real estate 
survey yea.rs,a/ 

,Item 

lumber of Fa rm Operators 
. .. . . . . 

Unit 

· Tota 1------------------------... -----.;;.: Thousand 
Operators with debt-------------.. ---~: Thousand 

rumber of. Landlords . 
• . . 

Tota 1----'-------------------... --------.: Thousand 
Landlords with debt----------------- ... : Thousand 

arm debt 
' . 

, '.· -• . 
- '., .. 
• 

Farm operators-- ... -----------:..--------: Bil. dols. 
Landlords b/--~----------'----~-------: Bil. dols. Farm'"" ___ :-_________________________ : Bil. dols. 

Nonfarm----------------------------: Bil. dols. 
Total debt------'""------------: Bil. dols. 

Proportion of debt held by farm 
operators: 

. . 
•· • . 
• 

Total-------------------------- ... ---: Percent 
Real estate--------------~--------: Percent 
Non-real estate-------------------: Percent 

eal Estate .. 
• 

Operated----------------------------: Mil. dols. 
Owned by operator------- ... -----------: Mil. dols. 
Rented--------------- ... --------------: Mil. ·dols. 

Propoftion of real estate value: . 
• 

Owned by farm operators-----------: 
Rented---------------.;,------------: 

Percent 
Percent 

1960 ; 
• I • . . . 
•· . . . 

. .. 
.. . 

. 
• 

3,247 
t,897 

1,494 
428 

16.8 
3. 1 
n/a· 
n/a 

19.9 

84 
80 
92 

129 .1 
79.2 
49.9 

61 
39 

0 • . . 

Years 
1966 

3,435 
2,041 , 

2,244 
n/a,£/ 

29.1 
6.8 
n/a 
n/a 

35.9 

81 
77 
·go 

192.0 
116. 7 
75.3 

61 
39 

/ ·Estimates are as of December 31, 1960, mid-May 1966 and December 31, 1970. 

. 1970 

2,409 
· 1,2,88 

1,855 
297 

35.4 
4.4 
1.3 
3 .1 

39.8 

89 
84 
98 

219.4 
133.5 
85.9, 

61 
39 

/ Farm landlords rent land out to others but also farm units of their own. Nonfarm 
andlords are not involved in farming operations. 
/ Not available. 
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Figure 1-PERCENT OF All U.S. FARM OPERATORS IN DEBT 
PERCENT! 
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Th.e proportion Qf total debt held by fa.rm- operators was higher 
. · ....... ,-

among larger economic class farms, arid the proportion of debt -he.ld by the 
- . '1 ··-·. . y 
larger farms increased substantially from 1960 to 1970 (table 2). 

In 1970, for instance, Class I, II and III farnrs combined increased re-, 

lative to the total. In that year, they comprised approximately 41 per

cent of all operators, accounted for 29 percent of all operators in debt 

and 83 percent of all debt. In 1960, these same three classes accounted 
. 

for.only 25 percent of all operators, and less than two-thirds of all debt. 

Class I operators held a greater proportion of both real estate and nonreal 

estate debt outstanding in 1970--44 percent and 55 percent--compared with 

- 21 and 26 percent, respectively in 1960 . 
. 

Basis of debt support 

Three factors appear to be closely associated with the substantial in

crease in the volume of operator debt as well as to changes in the proportion 

of debt held by different economic size categories of farms. These are 

changes in the value of land and buildings owned by farm oper~tors, the 

level of net cash farm income, and income earntngs from off-farm sources. 

Land and building values: The value of land and buildings owned by 

farm operators was $79.2 billion in 1960. This climbed to $133.5 billion 

in 1970--an increase of 69 percent (table 3). Indebted operators owned 

64 percent of this value in 1970. The relationship between real estate 
1 

debt and the value of land owned was generally consistent among economic 

classes over the 10-year period. Increases in the value of real estate, 

however, were relatively less than increases in the level of real estate 

debt. This resulted in a general upward trend in the ratio of real estate 

debt to the value of land and buildings owned by indebted operators for 

each economic class. Class I operators, for instance, had real estate 

debts, equal to 18 percent of the value of land and buildings owned in 1960 



Table 2.--Number of U.S. fann operators and those debt, and proportion of 
debt held by economic class of farm, survey years !/ 

Number of Operator 

Year and economic 
class 

___ fa=rm"'"'-'-o__.p...;;e;.;...ra.;;.;,..t~o..;..,rs,a..-_: _______ d"""e='-b-"-t __ --=-= __ _ 
: With : Rea 1 : Non-rea 1 . . . 

: Total 
. . 

debt Total estate estate 

:- - - Thousand - - - - - - - - Billion dollars - - - - -

All farms . -. . . 
1960--~----------------------: 3,247 
1966-------------------------: 3,435 
1970-------------------------: 2,409 . . . 

1,897 
2,041 
1,288 

16.8 
29. l 
35.4 

10.a 
18.9 
22.0 

• . 

6.8 
10.2 
13.4 

Proportion of total {1_970): ___ ·.-: - - - - - - - - - - Percent - - - - -- - - - - - - - - - -. . 
All farms----------------------: . . 

1-------------------------: 
·11-------------------------: 
III-------------------------: . . 

Total I - III----------: 

IV~V-------------------------: 
VI-N.C~------------------------: 

100 53 

11 9 
14 10 
16 10 

41 29 

29 13 
30 11 

100 100 

48 44 
21 21 
l! li 
83 80 

11 13 
. 6 7 

y Estimates are as of December 31, 1960, mid-Ma_y 1966~ and December 31, 

100 

55 
21 
13 

89 

8 
3 

1970. 
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Table J. Relation of Real Estate Debt to the Value of Land and Buildings 
Owned by Operators_, by Econol!lic Class of Farm, for S"~V~)'- Years·· 

United States . al · · · 

. . . Farm 0Eerators - 1970 . 
Class of Farm . Total . Real . Value of . . . 

: Number Estate Land and . . Debt Buildings . . . . : Owned . . 
:Thous. Bil. Bil. 

. -: Dols. Dols • 
~: · 

All Farms----------- !2,409 22.0 133.5 . . 
Operators with Debt: :- - - - - - percent - -

All Farl!lS--~-----------: 

I------------------: 
II---------------: 
III ·----------··-·-- : 
IV-V---------------: 
VI-N.C.-------------: 

: 
Operators without Debt: 

All Farl!lS--------------: 

1-----------------: 
, II---------------; 
III-----------------: 
IV V----------------: 
VI-N.C.-------------: 

See footnote Table 1. 
Not applicable . . 

53 

9 
10 
10 
13 
11 

47 

2 
4 
6 

16 
19 

0 

. ' 

. 100 64 
-

44 26 
21 13 
15 10 
13 10 

7 5 

0 36 

0 9 
0 6 
0 5 
0 9 
0 7 

. Real Estate . 
Debt to Value of Land· . and Buildings Owned . 

1960 1966 . 1970 . 
: . . . . 

Percent - - - - -

13 16 17 

20_ 24 26 

18 23 2s·, 

2i 26 27 
23 26 25 
19 24 23 
20 23 22 

---~~~-!!L .. -- .... n/app~--:_llf~E>P· --- ____ n/app ~----
·-··--~- ---·"7"""··- --



but this ratio increased to 28 percent in 1970. The ratio increased for 

Class II operators from 21 to 27 percent over this same period. For 

Class III and smaller economic sizes, the amount of debt in relation 
I 

to real estate value was also higher in 1970 than in 1960 but the relative 

increase was less than for the larger farms. Thus, each dollar of owned 

real estate was associated with a greater quantity of ~ebt in 1970 than in 

1960, especially for the larger sized operators. 

Fann Income and total Farm and off-farm income: Total net cash farm 

income was $8.2 billion .in 1960. This advanced to $13.6 billfon in 1970--
. El 

a 56 percent increase (table 4). Concurrently, total net income from 

8 

both farm and off-farm sources was $14.6 in 1960 and this rose to $26.2 billion 

in 1970·--an increase of 76 percent (table 6). 

As a proportion of total net cash farm income and total net income, 

Class I and II indebted operators collectively held the largest share. 

Similarly, these two classes of indebted operators held the largest share 

of total debt. But even more important in evaluating the financial base 

on which debt is supported is the extent to which different farm sizes 

changed their ratio of income to debt. From 1960 to 1970, farm income to 

debt ratios were lower for all farms as a whole. This would appear to indi

cate a less favorable position in terms of the ability to repay debt from 
' 

farm income if loan conditions are assumed the same for the three survey 

periods. However, all economic size categories of farms were not effected 

the same. Class I operators showed an increase in their income to debt 

relations. Class II operators showed only a slight decrease. Crass III and 

smaller size operators showed a substantial decline. This indicates that 

size III and smaller categories, with an estimated 31 percent of all debt, 

experienced a relatively less favorable change in their ability to repay debt 

from farm income alone. Class I or II categories, with 69 percent of total 

debt, were•either in an improved or relatively stable position with respect 
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Table 4. Total Net· Cash Farm Income to Total Operator Debt, by Economic . 
. _}Class of Farni~-t~_t_ SurverJears, United States,: a/ 

;~-:-----,·-·-· 

. . . . Net 
to 

Cash Farm Income 
Total bebt : · · Farm Operators 

___ ...:;;.;;=-.:..-"-=::...;;;:.:;:=-:;c.::;__ _ __::;:.:;..:...::;___ -----------
- ·. 1970 

. Class of Farm : Total Total . . . . 
: 

· : Thous. 

: Debt . . 
Bil. 
Dols. 

·. All Farms ------"--,..----: 2,409 35. 4 . 
e 

. Net Cash . . Farm In-. 
:come b/ 

Bil.· 
Dols. 

13.6 

Operators with Debt: - ·: - - - - - - Percent .:. - -- - - -. . 
. All .. Farms--------------: . . 

·I----------------: 
II------ ------: III--:--_ _: _______ 

IV-V-- --~---: 
VI-N.C.-- -----: 

Operators without Debt: 

All Farms-----------: . . 
I--------·----------: 
II-----------------: 
III---.--------------: 
IV-V---. ----·----: 
VI-N.C.--------------: 

a/ See f ootn:ote Tap le 1. 

53 

9 
10 
10 
13 
11 

47 

2 
4 
6 

16 
19 

b/ Includes Government PaJments. 
y Not applicable. 

•. ; 

100 

48 
21 
14 
11 

6 

0 

0 
0 
0 

-0 
0 

67 

41 
. 16 

7 
3 
0 

. 33 

13 
8 
6 
6 
1 

: : . 1960 : 1966 . 1970 . . . . •. . 
- - - - Percent 

48 35 38 

29 25 25 

28 25 31 
32 31 30 
35 30 21 
32 23 12 :. c/ 
08 07 n/app~ 

. . . 
'rllapp.- - n/app.- -~n/app. ·· "----•·· . .. ·-· ..• . .. . ~ - ........ ·····-· -----

., 



to debt repayment capacity when farm income is used as the sole measure 

of repayment capability. However, the basis of debt support in farming is 

also influenced by sources of income from off-farm sources. For all 

operators, 48 percent of total income in 1970 was from off-farm work or 

other sources (tablejJ.· Fifteen percent of total income for Class I. and 

25 percent for Class II fanns was from off-farm work or other off-farm 

sources. As the economic size of the farm decreased, off-farm income from 
. . 

work or other sources increased tn relative impo-ctance, rising from 45 percent 

of total income for Class III to 96 percent for the smallest units. 

The~e additiona 1 sources of income appear to have had a major impact 

on the capacity of the farm production sec;tor to. handle additional levels 

of debt, especially for smaller size unitsTT~ble 6}: Clasf IV and smaller sized 
' ' t,:··----- .. --,- -----~- . ------··-,·----- .. 

farms heldJL percent of all operator debt in 1970 and, with the addition 

of off-farm income, the income to debt ratio was substantially higher and 

improved from 1960 to 1970 in contrast with the less favorable situation 

that appeared to have arisen when only farm income was consider·ed. Although 

the income to debt ratio for Class 11 and III operators was also higher when 

off-fann income was considered, the ratio decreased from 44 in 1960 to 41 in 

1970 for Class II and from 47 to 44 for Class III operators. This appears to 
. . 

'indicate that the 20 percent of operators in these two groups with 35 percent 

of operator debt were in a less favorable economic position relative to other 

fann sizes. These farm sizes represent a size generally too large to allow 

the operator to engage extensively in off-farm work, but yet not large enough 

to benefit from the economies of size attributed to Class I farms.· Resource 

adjustment on Class II and III farms will likely be more evident in future 

years as firm consolidation and efforts to increase income levels continue. 

' , 



Table 5: Total Income from Farm and Off-Farm Sources and Proportion 
of Operators with Off-Farm Work, by Economic, Class of Fann, 1970. 

. • :-
Proportion of Total : __ Op..__e_ra_t_o_r_s_w_i_t_h_O_f_f_-_F_a_rm_W_o_r_k __ 

Class 
of 

Farm 

• Net Income from: • ·-----------------· . . . . 
: Net Cash: Off-Farm 

. . . . All : All 
:Sources Farm 

a/ 
Sources : Operators . . 

. . 
. . 

:- - - - - - Percent - - - - - - - -

Ul_ ~era tors: 
. . 
. . 

All Farms-------: 

I-------· . 
II-----------: 
III----------: 
IV-V----------: 
VI-N.C.-------: 

100 

100 
100 
100 
100 
100 

52 

85 
75 
55 
25 

4 

48 

15 
25 
45 
75 
96 

. . . . 

S1 

25 
32 
40 
58 
83 

: From 1 : 
: to 100: 

. . 
: 

Days 
: . . 

Greater 
than 100 

Days 

Percent - - - - -

13 

15 
18 
15-

8 
2 

38 

10 
14 
25 
50 
81 

!I Includes government payments. In 1970, government payments were 9 percent of 
~otal income for all farms, 12 percent for Classes I, II, and III, 7 percent for 
:lasses IV and V and 3 percent for Classes VI and noncommercial. 



Table!_~- llelation _of To~at N .. e,t. In_co. me JFa.rm. ·and. Off-farm\to Total .. · 0. perator Debt, 
. by Economic Class of Farm, for Survey Ye~rs, uni1ea States. a/ .· · 
·-:,~+="'c=-,.·-::: __ --· -.•--:--.. ~;·· .- -.- ---------------·•---\··--- ·--·- - . ·---,-·,-- ------c--·:----- . . _-___ ·•-•<---... - •-- r ----=....:-.·--,- ___ ___:,_ __ ~ 

. . 
: ___ F_a_rm_O_p_e_r_a_to_r_s_-_1_9_7_0..,..· _ 
: . . . . 

. . 

. . 
Total Net 

Total 
Income to 
Debt 

/ 

------------
Class of Farm 

:Total 
: No: •. . . . . 

:Thous. . . 
All Farms---------,-,---------: 2,409. . . 

. .. . . . 
: . . . . 

Total ... . 
Debt . . .. . . . . . 

Bil. 
Dols. 

35.4 

Total . . 
Income 

(Net-farm : 
and : 

. off-farm): 
Bil. 
Dols • 

26.2 

1960 

87 

. . . . . 1966 . 1970 . . . . 
~ . 
e:: •· . . .. . . · .. . 

Percent 

83 74 

Operators with Debt: :;.. - - ;.. - - Percent. - - ~· -. . 
All farms -------. -----. ----: . . 

·1 ----------------------: II-------------------------; 
.III---------------.--------: 
IV V ----------------------; 
VI-N.C. -------------------: 

Operators without Debt: 
. • 
. 
• 

All farms------------: . . 
. I ---------- - --- ------: 
II-------------------·-----: 
III ------------------ -: 

. IVV. -----------------------: 
V,I-N.C. ------------------: 

a/ See footnote table 1. 
Bl Not applicable. 

' i 

' ' 

53 100 

9 48 
10 21 
10 14 
13 11 
11 6 

47 0 

2 0 
4 O· 
6 0 

16 0 
19 0 

64. 55 55 47 

24 33 32 36 
12 44 42 41 

8 47 46 _44 
11 71 64 :72 

---·----- --- ----- --- ·--- --- - - ..... ---l 

9 ~_J09 --------· 111 .. 115__ --- -· 

:37 _11{app"°_..Q./ _n/a[>p. _ n/app • 

7 
5 

.5 
9 

11 



. . 

Average resource and income relations 

The average va 1 ue of assets,, debts, and income flows for indebted 

operators are shown for different economic class farms.{table- 7). As 
. . . . . I . • • 

the size of farm increases, the absolute value of assets utilized in

creases substantially and indicates the relatively large quantity of 

capital resources re_guir_ed. t9 gel'!~}"~te t~e-levet ofincof!le--assocf~~~d 

with these units .. In addition? several other factors change as the size 

of unit increases and indicate again the kinds of average economic re

lations likely to be. experienced on different size farms. 

13 

With larger f~rms, ·the relative mix between resources utilized and 

other financial components differs from those on smaller farms. Larger 

operators,makemore extensive use of debt in relation to,equity in owned 

assets, and the debt. to equity ratio is greater on larger farms--changing, 

. from 29 percent on the sma 11 er farms to 39 percent on Class I uni ts. 

Rented 1 and also becomes a greater component of total assets utilized 

·on larger farms. This results in the value of total resources utilized 

in relation to equity capital being greater on larger farms--changing 

from J .50 on the smaller farms to 2.07 on Class I units. As the farm 

size increases the ratio of total resources utilized per dollar of farm , 
. ·. . 

··1ncome (net cash farm income plus government payments) declines, indicating 
\ 

greater economic productivity with increasing farm size. Class I operators, 
. . . . 

for example, utilized about $17 of total .resources per dollar of farm in

come compared with over $30 on Class III and smaller farm sizes. The sub

stantial difference between the ratio of resources utiltzed and the level 

of farm income indicates that factors in addition to farm income are likely 

important in determining the smaller operators' debt repayment capabilities. 

Their apparent heavy.dependence on off-farm sources is reflected by the 

average levels shown in table 7. 
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Table 7. Average resource and income relations of indebted operators, by 
economic· ~lass of farm~ 1970~ v/ 

I 

: Economic class --------===.;::;....=;::::;;::;.;:;.._ _____ _ . Item 
I ; II 

• --·--:..........·--~~------·---- . . . . 
Value of assets utilized: . . 

Land and buildings: 
OWned---------------------:165,870 
Rented--------------------:144,217 

Other assets owned ~/-------:127,920 

Average 

il,070 
61,300 
50,215 

Total asset value-------:438,007. 182,585 

Liabilitr of oEerators: . . . . 
Real estate debt--------------: 46,692 19,177 
Non-real estate debt----------: 35,630 ll,461 . . 

Total debt------- 82,322 30,638 . . 
Eguit:r in owned resources: :211,468 90,647 

Net cash income: : 

. 
III • IV-V 

dollars Eer farm 

56,515 38,018. 
36,670 15,645 
31,927 14,958 

125,112 68,621 

14,056 8,513 
7,210 3.464 

21,266 11,976 

67,176 41,000 

VI
N.C • 

26,126 
5,171 
5,309 

36,606 

5_,658 
1,405 

7,063 

24,372 

Net cash farm income--------: 21,798 7,683· 3,494 1,003 -263 
Government farm payments----: 3,485 1,535 940 382 197 
Off-farm---------------~--:_4_,~7_0_7 __ 3~•~4_6_1 __ 4~,_9_48 __ 7~,_2_30 __ 8~,_20_7_ 

Total-------------------: 29,990 12,679 9,382 8,615 

---i-~ ~ ~_:t..o~ ;_ - - - -- -~-~-- -- : 

Value of rent~d land to assets_: 
. uti 1 i zed--------------------.-· 

Operator debt to equity------:__: 
Total value uf assets utilized·: 

to equity------------------- ~ 
Total value of assets utilizea·· 

to farm income 'pj----------- ~ 

33 
39 

2.07 

17 .32 

, , Percent 

33 · 29 
34 32 

2,01 

19.80 

Dollars 

1.86 

30.26 

23 
30 

1,67 

49.34 

8,141 

14 
29 

1.50 

'n/app~· c/ . - ---- -
a/ Other assets include items such as machinery and motor vehicles, 

livestock and poultry, and stored crops and supplies determined frcm un
published data. 

b/ Farm income equals net cash farm income plus payments from govern
ment farm programs. 

fl Not applicable. 



Surrriiary and Conclusi~ns 

About 90 percent of the debt in the farm sector is held by fann 

operators who own only 6lpercent of the value of land and buildings. 
' 

Census survey estimates in December l970indicated' only 53 percent of 

these operators had debt outstanding. However, larger sea le farms made 

more extensive use of debt-ranging from about 80 percent of operators 

on Class 1 fanns down to 40_ percent on the smallest units. The concen

tration of debt on larger farms also increased from 1960 to 1970. 
. . 

Similarly, larger farms increased their share of farm income earned and 

land and buildings awned during this period. 

The repayment ability on°larger farrnsappears favorable in relation 

to -current debt levels and_, thy~,3ppea_r:s__j9_~xplaTn~~WhY~1JlOSt de.btis'so 

closely related to size of fann. However, the use of debt also appears 

to be a primary factor in explaining growth in farm size~ __ Under this 

condition, debt is more of a factor detennining size than a corresponding 

result. As the size of farm increases the relative mix between resources 

utilized and other financial components differs substantially from those 

on smaller farms. Debt in relation to equity in owned assets is higher · 

l5_s-' 

on larger units and external capital in the form of rented land is a gre~ter 

component of total assets utilized. Although the use of aggregate estimates 

can_ be misleading~--there appears to be evidence of g_reater economic efficiency 

associated with larger fann sizes where most of the debt occurs. Class I 

farms, for instance, used only near $17 of total assets per dollar of farm 

income as compared to $20 for Class II and over $30 on Class III and smaller 

size units. Thus, a substantial incentive exist for increasing size and 

consequently greater debt utilization. 

~Income from off-Jann sources is an additional factor important in 

debt carrying capacity, especially on smaller units. As the economic size 

of farm decrease. off-farm income increac:;ed in rPlr1tivP imnnrtrlnr~ ridnn 
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froni 15 percent of total income in 1970 for Class I to 96 percent for the 

smallest units. However, Cl ass n and Ill sizes appeared to represent 

. a size generally tooJ~rge~to, allow the operator to engage extensively in 
_, . I 

- ' . 

off-farm work . bu~.Ly~t, not 1 arge·· enrough to benefit" fu11Y-ff'lom th~- greater·-

returns eviderJt on larger units~ Resource adjustments among the·20 percent 

of operators in these two groups will likely be more evident in future years 

as firm consolidation and efforts to increase income levels continue~ Alter

natively, some may seek to expand their incomes by depending more fully on 

off-farm employment if such opportunities· exist. 

;I 

' , 

J.-. 



farroidebt ou.tstanding·at the end of theyear 
. ' . ' ' . . 

'rioubleci and the. percentage. of total cash flows· financed by loan 

sources during the year increased from lT to 37 percent [3, 4]. 
. . . . 

.Estimates of debt from census surveys are not.identical with 

published reports•. by__i:he ·u.s. Department~crr-~gtfculture. The .baSis. 
\ 

for these differences are briefly described and evaluated in re-

ferences 6 and 8. 

Commercial fanns were grouped into siix economic size classes as 

follows: I, $40.,000 and over;, U/.$20,000-$39~999; III, $10t:'(fOQ-." ' . "' ---
. :-·.•. . ·, ' , __ .- . 

. $19,999; IV, ·$5,000-$9,999; v: $2,50U-$4,999 and vr, $50-$2,499. 

· For this study, classes IV..;V .. were combined.to reduce the.·number of 

. groupings .. Also, the Glass VI commercial farms (sales of less. than 
. . 

. . . 

. $2,500) were grouped with noncollllllercial farms which ·cons-iste9 __ J)f 

part-time, part-retirement, institutional farms. and Indian· reservations. 

!/ This increased concentration of debt reflects the movement of farms 

.. . 

into the larger economic units. where ~. greater proportion of operators 
. ,· ,. . -

were indebted ·and with relatively large debts. Since the gross value , 

of farm sales reflects changes in farm prices. and farm output, the 

proportion of fanns in each size class necessari1Y reflects changes 

in these factors. From 1960 to 1970,,overall fannprices increased by· 

17 percent and total output increased 14 percent. Thus, each factor 

· contributed about the same to the relative upward shift to larger 

· economic sizes [2~5] . 

'El· Net cash fann income is defined as gross farm income plus government 

paymentminus castioperating expenses. No deduction has been made for 

depreciation, operator or family. labor, or management. · 
. . . 
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