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he purpose of this article is to analyze 

the results of a unique source of infor- 
mation regarding farm sector and agricul- 
tural lender performance, namely the 
American Bankers Association’s (ABA) 

annual midyear agricultural credit survey. 
Midyear surveys of agricultural banks 

have been conducted by ABA for many 
years. These data are unique in that the 
focus is not strictly on the farm sector or 

agricultural banks, but on how farm finan- 
cial stress is viewed by commercial banks. 
Beginning in 1982, questions on farm 
financial stress were added to the ABA 
survey and ERS began purchasing the 
results. There have been changes to the 
survey through time but the focus of this 
article is on the results of the farm finan- 
cial stress questions that were maintained 

throughout the period of analysis. 

  

The early 1980s saw a rapid 
turnaround in the forces 
that had caused the rapid 
economic expansion. 

  

The 1980’s Farm Financial Crisis and 

Its Aftermath 

The 1970s were generally good times for 
agriculture, with optimistic expectations 
of worldwide demand for U.S. farm prod- 
ucts. Agricultural exports expanded as the 
dollar declined in value. Prices for farm 

commodities rose early in the decade in 
response to strong demand for feed grains 
and wheat. Production and investment 
expanded in a climate of low, and at times 

negative, real interest rates. In this econom- 
ic boom, farm borrowing grew and land 
values increased rapidly. Lenders, consul- 

tants, and others often encouraged addi- 
tional borrowing to finance expansion. 
Rising machinery investment levels, com 
bined with land price and other cost in- 
creases, resulted in a generally higher cost



structure for agriculture. 
The early 1980s saw a rapid turnaround 

in the forces that had caused the rapid 
economic expansion. Back-to-back reces- 
sions in 1980 and 1981-82 hit the farm 
sector hard. A large increase in the value 
of the dollar reduced the demand for U.S. 
farm exports. Other countries expanded 
production in response to generally higher 
world prices. 

In the United States, the cost of produc- 
ing commodities increased into the early 

1980s. Monetary policies designed to 
reduce inflation prompted interest rates to 
rise to unprecedented levels in the early 
1980s. Farm input costs increased, while 

net farm income generally fell. Returns to 
land declined due to a reduction in exports 
and commodity prices, a high cost struc- 
ture, and even lower returns expected in 
the future. The declining farmland values 
weakened farmers’ equity positions. Some 
farmers were unable to make principal 
and interest payments on the large amount 
of debt acquired during the 1970s boom 
period. 

The result of these numerous interrelat- 
ed economic changes occurring in the 
1980s was the most severe financial stress 
to hit the farm sector since the Great De- 
pression of the 1930s. The financial prob- 
lems of the farm sector were increasingly 
passed to farm lenders in the 1980s. Loss- 
es of principal and interest payments on 
delinquent, uncollectible farm loans (net 
chargeoffs) increased during the 1980s. 

One estimate indicates a cumulative 
farm loan loss (net chargeoffs) for all farm 

lenders during the 1984-89 period of $19.8 
billion (7). During the 1980s, agricultural 
bank failures became a concern, the FCS 
encountered such major challenges that 

$1.26 billion in Federal Assistance was re- 
quired, FmHA experienced major loan 
write-offs, and insurance companies faced 
their biggest farm loan difficulties in 50 
years. 

Agricultural lenders have faced a rapid- 
ly evolving farm sector lending environ- 
ment during the past 15 years (5, 6, 7). In 
a nutshell, the 1975-79 period was one of 
escalating farm sector costs following the 
boom period of the early 1970s. A farm 

recession followed during 1980-83 with a 
cost squeeze, plummeting asset values, 

and problems with excess debt. The 1984- 
86 period was one of farm debt restructur- 
ing followed by strengthening economic 
fundamentals during 1987-89. 

The 1990s have been characterized by 
a more conservative farm lending mode. 
Agricultural lending has not returned to 
the way it was prior to the event-filled 
1980s. Producers have been careful in 
acquiring new debt and lenders are more 
carefully scrutinizing the creditworthiness 
of borrowers. Credit standards have tight- 
ened but farmers who are good credit risks 
can acquire credit. 

  

Agricultural lending has 
not returned to the way 
it was prior to the 
event-filled 1980s. 

  

Survey Tracked Stress 
Throughout this period of fluctuating con- 
ditions the American Bankers Association 
(ABA) has surveyed agricultural banks 
concerning the condition of their agricul- 
tural loans and customers. The purpose of 
the survey is twofold: to provide informa- 
tion on current and developing credit con- 

ditions as well as to focus on key manage- 
ment and policy issues identified by agri- 
cultural bankers (1). The ABA agricultur- 
al credit survey project was initiated in the 
1950s and has been conducted generally 
in the same manner since the early 1960s. 
The 1993 survey was the thirtieth annual 
survey of the current series of ABA’s mid- 
year farm credit survey or what is called in 
recent years ABA’s farm credit situation 
survey (1). 

Each year a questionnaire is distributed 
to a sample of commercial banks that qual- 
ify as agricultural banks according to the 

ABA’s criteria. To qualify as a farm bank, 
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the institution must have either $2.5 mil- 
lion or more in farm production or real 
estate loans or have more than 50% of its 
loan portfolio in farm loans. This defini- 
tion is somewhat broader than the ones 
used by the bank regulatory agencies to 
define agricultural banks. For example, 
the ABA identified 4,920 farm banks in 

1993 compared with 3,819 for the Board 

of Governors of the Federal Reserve (FRB) 
and 3,020 for the Federal Deposit Insur- 

ance Corporation (FDIC). The FRB clas- 
sifies banks as agricultural if their ratio of 
farm loans to total loans exceeds the un- 
weighted average of the ratio at all com- 
mercial banks on a given date (16.98% on 
June 30, 1993). The FDIC criterion is a 
25-percent or greater ratio of agricultural 
to total loans. 

The ABA surveys from a stratified ran- 
dom sample of agricultural banks grouped 
by total asset value and region. (ABA re- 
gions are discussed below.) Fifty percent 
of the universe is sampled each year. In 
1993, the universe of banks totaled 4,920 

banks from which 2,506 banks were sur- 
veyed; usable questionnaires were received 
from 484 banks or 19.7% of the sample. 
Response rates obtained by the ABA vary 
considerably. Among the factors influenc- 
ing response rates are the length and com- 
plexity of the questionnaire, survey top- 
ic(s), bankers’ perception of survey utility, 
project schedule (time of year), the selec- 
tion of target groups, and the follow-up 
efforts conducted by the ABA. ABA reports 
that each year a majority of returned sur- 
veys represent different banks. 

Completion rates for all of the various 
30 surveys for all purposes (not just the 
midyear farm credit situation survey) con- 
ducted by ABA annually range from 15% 
to 70%, depending on the criteria men- 
tioned above. The (one-approach-only) 
response rate of 19.7% achieved by the 
1993 farm credit situation survey fell into 
the normal range for a mail survey of this 
type and size. 

The lowest response rate to the ABA 
farm credit situation survey in recent years 
was the 415 banks for 16.6% response 
reported in 1992. Like 1993 this repre- 
sented the one-approach-only technique 
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with no follow up because of ABA resource 
constraints. Historically, the response rate 
has been much higher because of better 
follow-up. For example, in 1982 some 
960 banks responded for a 36.3% rate. 
Also, during the 5-year 1986-90 span the 
respective chronological response rate 
was as follows: 

Year Responding Response 
Banks Rate 

1986 939 34.2% 
1987 961 42.6 
1988 749 33.0 
1989 657 26.7 
1990 809 33.0 

The data for each year are compiled 
into total, average, or median responses that 

can only be used to represent the respon- 
dent banks. 

  

Agricultural lenders have 

faced a rapidly evolving farm 
sector lending environment 

during the past 15 years. 

  

The ABA farm credit survey has con- 
tained a variety of questions that have 
changed over the years in response to 
changes in the current issues facing agri- 
cultural bankers. During the past decade, 
questionnaires have requested information 
on: the quality of the loan portfolio, losses, 
borrowers’ ability to obtain financing, farm- 
ers going out-of-business and bankruptcy, 
business development and competition, 
interest rates/loan fees, cost of regulatory 

maintenance, FmHA-guaranteed loans, 

appraisals, the Financial Standards Task 

Force Report, the examination process, 
and crop insurance. 

Beginning in 1982, the survey has in- 

cluded questions that address the discon- 
tinuance of financing, liquidations, bank- 
ruptcies, and other financial stress items. 
ERS has purchased selected items of the



ABA survey data set from ABA each year 
since that date. The successive survey re- 
sults permit the examination of farm cred- 
it conditions at agricultural banks through 
time. A core of financial stress questions 
have been maintained exactly throughout 
the 1982-93 period despite many other 
changes in the questionnaire. Portions of 
the survey results have been presented 
earlier in various outlets (1, 2, 4, 8, 9, 10). 
Results are reported in their entirety in 
this article. 

One caveat regarding the survey is im- 
portant to note. Bankers’ responses to the 
survey likely focus on commercial-sized 
farms that are viewed as actual or poten- 
tial bank customers. They are not concen- 
trating on the smaller part-time, hobby, or 
subsistence farms that account for the 

majority of farms and that just meet the 
U.S. Bureau of the Census definition of a 

farm ($1,000 or more annual sales). There- 
fore, the stress numbers should not be 
multiplied by the total census number of 
farms but instead be viewed as relative in- 

dicators through time. 
It is important to note the characteris- 

tics of the agricultural bank universe and, 
hence, farm bank respondents when inter- 
preting the data presented in this article. 
The universe of ABA agricultural banks is 
biased toward smaller banks as one would 
expect given the selection criteria. In 1993, 
the ABA universe totaled 4,920 agricul- 

tural banks or 44.2% of the 11,140 U.S. 
banks operating that year. Some 59.1% of 
the 484 respondents were banks having 
$50 million or less in assets. A total of 
32.0% of the respondents were located in 
the Corn Belt and another 30.0% in the 
Plains. Thus, the sample population tends 
to reflect small Midwestern banks. The 
agricultural banks in the South and West 
are more concentrated in the larger asset 

Categories. 

National Results 
The indicators of farm financial stress for 
the nation as a whole show a picture of 
Stress in 1982 when the series begins. The 
results reflect the farm recession and cost 
Squeeze phase of the 1980s. The level of 

stress increased through the 1985-86 peri- 
od as the farm sector adjusted its cost 
structure including restructuring its debt 
loan. Stress indicators generally fell rapid- 
ly during the 1987-89 “strengthening fun- 
damentals” phase of the crisis and have 
reached quite low levels in the 1990s as 
both lenders and farmers continued their 
conservative approach toward credit. 

The volume of farm loans delinquent 
30 days or more was 3.9% in 1982, peaked 
at 6.0% in 1986, and fell to 1.1% in 1993. 
The banks discontinued financing for 
3.3% of their farm borrowers during the 
year ending June 1982, compared with 5.6 
in 1986, and 1.7 in 1993. The proportion 
of farm customers loaned up to their prac- 
tical limit, another measure of creditwor- 
thiness, peaked at 38.8% in mid-1986, a 
record closely followed by 36.7% a year 
earlier. This rate declined to 22.6% by 1988 
but subsequently rose and stood at 34.6% 
in 1993. 

  

Stress indicators have 

reached quite low levels in 
the 1990s as lenders and 

farmers continued their 

conservative approach 
toward credit. 

  

Agricultural banks estimated that 6.2% 
of farmers in their lending areas went out 
of business during the year ending in June 
1986, up from 2.2% in 1982. This figure 
dropped to 2.2% by 1990 as the crisis 
passed and was 3.1% in 1993. There is 
some evidence that this is a lagging indi- 
cator of the farm sector’s economic per- 
formance. Some 70.1% of the farmers 
were thought to have left in 1985 because 
of financial problems (liquidation or fore- 
closure). This period high compares with 
60.5% in 1982 at the beginning of the data 
series and the low of 34.5% reported in 
1990. Responding bankers estimated that 
4.2% of local farm operators filed for bank- 
ruptcy during July 1985 to June 1986; this 
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had increased from 0.8% in 1982. After 
the 1985-86 peak, the percentage filing for 
bankruptcy dropped to 1.0% in 1990 and 
ended the period at 1.9% in 1993. 

Regional Results 

The ABA divides the nation into four geo- 
graphic regions for analytical purposes 
regarding the farm credit situation survey. 
The ABA configuration is unique follow- 
ing a different pattern than that of the U.S. 
Bureau of the Census with its four divisions 
and nine regions or the USDA with its 10 
farm production regions. The ABA allo- 
cates Michigan, Minnesota and Wisconsin 
to the 11-State Northeast area to form a 
unique 14-State Northeast region. This 
was initiated a number of years ago in order 
to combine the three dairy-producing Lake 
States with the other dairy producing areas 
of the traditional Northeast. 

The survey reveals some diversity in 
farmers’ financial experience. Indicators 
of farm financial stress generally peaked 
across the nation in 1985-86. The South, 

which generally led in most peak indicators 
of financial stress was hit hard by the eco- 
nomic stress. Drought, financial stress of 
many cotton farms, and contraction of the 

energy sector may have accentuated south- 
ern farmers’ difficulties. Their situation 
improved dramatically in the late 1980s. 

For all regions, stress indicators in the 
1990s are at low levels except for the share 
of farm borrowers loaned up to the practi- 
cal limit and the bankruptcy rate. The for- 
mer may reflect bankers employing more 
strict loan rules. Bankruptcy rates contin- 
ue higher than they were in 1982-83 indi- 
cating a lagged response as individual cas- 
es are worked out through time. 

Type of Farming Results 
The ABA asks responding banks to indi- 
cate the most important type of farming in 
which the bank’s agricultural borrowers 
are currently engaged. When responses 
are grouped by type of farming area, con- 
siderable diversity in farmers’ financial 
stress is evident. 

Areas dominated by cotton farms 
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showed the peak levels of financial stress 
which usually occurred in 1985-86, ac- 
cording to the banks’ responses. Beef cow- 
calf areas also showed high levels of peak 
financial stress, but generally below levels 
exhibited by the cotton farms. All type-of- 
farming areas have stress indicators in the 
1990s that are at low levels except for the 
share of borrowers loaned up the practical 
limit and the bankruptcy rate. This situa- 
tion parallels that exhibited by the regions 
and for the same reasons. Loan standards 
are now more conservative thus making a 
borrower more likely to be “loaned-up” 
and bankruptcies are lagged through time 
after the initial peak financial stress. 

  

Stress indicators in the 1990s 

are at low levels except for 

the share of farm borrowers 

loaned up to the practical 

limit and the bankruptcy rate. 

  

Conclusions 

During the 1980s, farmers went through 
the worst financial period since the Great 
Depression. The crisis generated much 
more detailed analyses of both the farm 
sector and agricultural lenders regarding 
their financial performance. Beginning in 
1982, questions on farm financial stress 

were enhanced in ABA’s midyear farm 
credit survey. These questions were main- 
tained in subsequent surveys although oth- 
er changes were made in the questionnaire. 

This unique source of information for 
the 1982-93 period enables one to see how 
farm financial stress was viewed by com- 
mercial banks through time. Survey results 
show that by most measures, the levels of 
farm financial stress peaked in 1985-86. 
Farm sector economic fundamentals 
strengthened in 1987-89 with the resultant 
financial stress levels for most indicators 
in the 1990s below the 1982 levels. 

 



  

Stress indicators in the 1990s are at low 
levels except for the share of farm bor- 
rowers loaned up the practical limit and 

the bankruptcy rate. The former may reflect 
bankers employing stricter loan rules. The 
latter probably indicates a lag as financial 
problems ultimately leading to bankruptcy 
are worked out through time. pa 
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