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Summary of Finaneial Condition of Farmers

Bﬁr Norman J, Vall

The assets of agriculture viewed as a single industry totaled 122 bil- .
lion dollars on Jamuary 1, 19h8. Physical assets amounted to 100 billion dollars
and selected financial assets owmed by farm people to 22 billion., The Tights
of operators and landlords in these assets were valued at 113 billion dollars
and the clains of creditors at only 9 billion dollars, -

During 19Lh7 total assets increased from 110 billion to 122 billion dol-
lars. Tarm real estate increased in valuation from 59 billion to 63 billion
dollars and other physical assets from less than 31 billion to more than 37
billion, Price changes were a primery cause of the increases, whysical changes
of inventory having been generally small., Financial assets also increascd,
rising from a total of about 21 billion dollars to 22 billion. These finsmeial
assets include currency, bank deposits, United States savings bonds, ard equities
in cooperative acsociations., Debts increased from 8 billion to 9 billion dol-
lars and the residual proprietary equities of farm operators and landlords
increased from 102 billion to 113 billion during the year. :

Surmary

Briefly summarized, prospects for the principal assets and liabilities
of farmers in the country as a vhole during the outlook period under the con=
ditions assured are that:

(1) Farmers! holdings of liquid assets will be worked dowm to a
lower level from the current volume of more than 20 billion
dollars. Under the most favorable conditions assumed, they
will work toward a level of about 16 or 17 billion dollarsy
under the least favorable conditions, a level of about 13 or
1 villion dollars., :

The non-real-estate "short-term' debts of farmers will increase
further from tl» current level of more than L billion dollars,
whether the conditions assumed are "high" or Mlow," Conflicting
tendencies will operate, come tending to increase the debt,
others tending to reduce it; but on balance a further increcase

is expected particularly in the next year or two. This would .
likely be followed by a leveling off under the least favorable
conditions assumed, ‘
Farmemortgage debt is expscted to increase further from the cur-
rent level of nearly 5 billion dollars, whether conditions assiumed
for the outlook period approximate the most favorable s or the -
least favorable, Here also, conflicting tendencies will operate, -
but on balance the farm~mortgage debt is expected to continue its
current upward trend to 2 hisher level for the outlook neriod.

Land values, under the most favorable conditions assumed, will
probably be at levels within a range of 10 percent above or below
current levels, Under the least favorable conditions » they may be
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expected to drop 15 or 20 percent below current levels, Farm real
estate values during the outlook period will depend o a concider—
able extent upon whether farm income appears likely to continue at
the levels established during the outlook period or whether it
shows a tendency to drop to lower levels,

The agmregate value of other physical farm assets, including live~
stock, machinery, crop imventories, and household goods on fams,

is expected to decline under either level assumed for the outlook

period,

(6) The net worths of farmers are expacted to decline under either
’ level assumed for the outlook period. Under the least favorabie
conditions assumed, the decline could be as much as 20 pcrcent.

TFinancial Conditions of Individual Farmers will Vary Viidely.- A reduce
tion in the net worth of farmers will bring about varying degrees of financial
problems among famers, depending upon the composition of their asscts and
liabilities and the amount of decline in their individusl net incomes. TFarmers
frce of debb will find that the reduction in income merely reduces the amount
of their current savings. Their reduction in net worth may be principally a
paper loss with little or no resultinz financial distress, Other farmers will
find the drop in income sufficient to require the use of some of their past
savings or liquid assebs to meet expenses, Some of these may also find it
necessary to borrow on equities in their property. Ior those farmers whose
propertics have been freed of debt aud vhose savinhgs have been substantial, the

.i'immcial problems that arise can bec met without any particular distress,

However, a substantial number of farmers have been unable to acquire
any substantial savings or equitice in their famms bscause their farms are
spall and the high incomes of the war still &d not exceed both their inereased
farn costs and their living expenses, Other farmers acquired liquid assets
during the war and immediate postwar period but they spent these savings and
acquired additional liabilities to buy land, machinery, and livectock, and
otherwise to improve and enlarpge their farms, A substantial number of these
formers nmay find that their reduced incoms is too tmall to cover their fixed
expences, “ith little or no savings or equities as reserves, these faxmers are
likely to be forced into debt delinquency. This is often accompanicd by lowered
levelc of living, run dovm land and buildings, and even actual foreclosure and
loss of the farm, : : : -

TIith this appraisal of the over-all position of agriculture's financial
position, it may be appropriate to point out some of the regional variations
that anpear to be in the offing, Thesc will bes discussed under four major
headings: The Northeast, the lorth Central States, the South, and the Viest.

Northeastem States

As a winole, agriculture has shovm relatively more economic stability in
U the Northeastern States than in most other regions of the country. This stabil~
ity is closely associlated with the large urban population and the character of
the region's farm products. TFarmers in this region do not prosper as rmeh in
.good times nor do they experience as much financial distress in depressions as
do farmers in most other regions, '
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The 19505l outlook for northeastern agriculture anpears better, rela-

« g tively, than the outlook for other regions, The lover feed prices assumed for
the outlook period and the probability of gradually declinming nrices for dairy
cattle should reduce production costs. llorecver, prices of dairy and poultry

p Droducts are likely to decline less than for other agricultural produchs.

Thus farmers in this region will probably retain during the outlook period more
of the gains made since 1940 than will farmers in the other three regions. Bub
some localitics, those speelalizing in fruit, potatoes, and other vegetables,
for instance, may experience conditions that are considerably less favorable
than average for the region., .

The economic stabiliyy of the llortheastern States is reflected in land
values which have fluctuated less over the last four decades than in #ny other
section of the country., This stability in values hes continued during the
present war period, In the future, values in the llortheast are likely to change
less than the United States averase.

The liquid asset holdings of northeastern farmers on Janusry 1, 1948
are estimated at ebout 2,5 billion dollars, This is about 150 percent preater
than the amount held on Janvary 1, 1942, The increase for the United States as
a whole is estimated at about 280 percent. Any decline from present levels in
the lortheast, however, is expected to be moderatc in the outlook pericd. Under
the most unfavorable conditions assumed, they ars not expected to fall belowr 2
billion dollars, and under the more favorable conditions assuned, they might in-
crease slichtly.

Relatively stabie conditions in the Northeast = particularly of land
values - have resulted in a level of farm-moritgage debt which has chanpged come
paratively little since Viorld Var I. On January 1, 1948 ths totel mortpage
debt for this region was 137 million dollars or about 11 percent 7reater than
the low of 394 million reached two yeors earlier, This upward trend is likely
to continue for a few years; and then lcvel off,

Hon-real~estate loans of the principal lending institubtions showed exw-
ceptionally great expansion in this region during 1946 and 1947. In lerge
measure, this appears to be due to the high cost of dairy cattle and feed and
to increased purchascs of machinery and building materials, VWith the prospect
of a decline in costs of feed and dairy cows, a leveling~off of the nonereale
estate debt of farmers in the Northeastern region may be expected,

The North Central States

For this area as a whole, the outlook appears at least as favorable as
for the entire country. This is particularly true for livestock and dairy arsas,
as prices of meat animals and dairy products are expected to be mainbtained ab
fairly satisfactory levels. lowever, prices of wheat and corn are expacted to

r decline substantially, ‘

In the North Central area, land values are still substantially lover then
v ‘those of 1920, Values were highly inflated in the Viorld Var I boom, and during
the depression and the drought of the 1930's, the drop in values was preater here,
During the current rise, land values have been less responsive to rising income
.‘bhan for the country as a vhole, ‘
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Changes in values in this area as a whole are likely to follar aboub the
sape trend as those for the entire United States. Under the hich employment
* gaessunption, values in crop-productlon areas are likely to be somewhah lover
han at present. Under the lover employment assumption, values im such aress
my decrease more than for the United States average, On the other hand, in
¢ the ldvestock arcas, values are likely to increase somswha® further in case of
high coployment, and to dscreass less than the United States average in case
the lover levels prevail,

- On Jamuary 1, 19L8, farmers in the North Central Statcs held an estimated
8.3 billion dollars in liquid assets, or about Ll percent of the Liquid-asseh
holdings of farrmers in the United States,.

These liguid assets are expected to decline to about 6.5 billion dollars,
under the more favorabls incoms conditions, and 5,5 billion wnder the less Lavye-
orable income assumption. Lower prices for wheat ave likely to mean greater
liquid-asset depletlion for farmers in the Creal Plains States than for farmers
in either the dairy areas of the Lake States or the livestock and general farm-
ing areas of the central Corn Eelb. ' :

With reduced farm income probable during the oublook pericd, fewer {ammers
will be able to finance their operations with cash and more will require produc-
tion loans. The nurber of livestoek on fecd in this reglon will probably ine

- crease, and purchases of farm machincry will continue high, Firther, a conside
erable number of farmers will £ind i% desirable to extend their credit over
longer periods. These factors will tend o maintain or to increase the cubstand—
ing amount of short-term loans, On the other hand, livestock prices and other
costs may be expected to decline, and with lower farm prices and incomes, lendsrs
nay reduce the amounts loaned per borrower, However, on balance s & fuxiher ine
crease in non-real-estate loans of farmers in this region is expected for the
outlook period. -

The farm-mortgage debt in the North Central region on Jamuary 1, 1948 was
less than one-third of that on Jemvary 1, 192l and at the begimning of this year
it was nearly as low as the debt in 1910, ‘he downward trend, howsver, has sbout
stopped and for 1948 the debt may level off or increase slightly. Recently in
this region, new loans have increased and pay~offs have declined, Principal re-

' payments can be expected to decline furtler and only a sm2ll decrease in new morte
gages is in prospect. Thus farnme-morbtgage debt probably will increase rather
sharply in the next few years,

. Vith the net income prospects for the Horth Central reglon relatively

.. favorable, it appears that the decline in liguid assets and the increase in

debts will not be sufficient to bring ssrious financlal distress to amy laxrgs
proporbion of farmers. Some farmers vl have bought famms in the last year or
two and some who buy farms in the next few years, will find it difficuls o
meet thelr debit-repayment schedules. Delinquencies on both short-bteym and long-~

? term debits will no doubt increase, and foreclosures and bankrupteies will be
more mumsrous. DBub financial distress will be confined chicfly to those indi-
viduals who have incurred excessive debts or depleted their savings and to

U farmers in areas in which crop or price conditions arc especially unfavorabls,
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Southern States

13
. The finmcial position of agriculbure in the South was considerably
‘ improved duxding the Vorld Var II period, both actually and relative Lo othew
r parts of the country. Although the outlook is less favorable for the major
cash crops of the South than for those of other major regicns, it is probable
thet southern agriculture has benefitted from the wer-pericd readjusitmenis.

Viith favorable prices and production, gross farm cornings vere more than
three times as high in the South in 1947 as they vere in 1935-39, And, as was
generally true, net farm income increased much more than did gross farm earmings,
Horeover, an excepbionslly heavy migration of underemployed farm workers Lo non=
agricultural employment during the war period contributed to relatively greab
increases in per capilta farm output and net esrnings.

The response of famm real estate values to war-pericd increases in {arm
earnings was rmch higher in the South than for the counbry as a vhole, In view
of this higher response %o increaces in income, it appears likely that land
values will decline more in the Southern States then for the enbire countiy.:
The Jiquid assets of southern farmers are alco expected to decline, from an
estimated 6,8 billion dollars on Jamuary 1, 1948 to between L5 and 5,0 billion
dollars for the outlook period, ' .

The Soubh has had a greater expansion in non-regl-estote agriculiurel debt
since 1940 then other vegions. Cm Jenuery 1, 1948 southern farmers owed 30 pepw
cent of such debt in the Umibted Stales, as compared with 2l percent on January
1, 1940, Escause of prospective declines in form earnings and some long-term
refinancing, this type of indebbedness will probably level off in the near
Puabure, '

The farm-morbgage debt in the Southern States is still ncarly btwo-thirds
as high as the 1923 peak level., And, during the last two years mortgage debb
in the South bas increased ncarly 13 percent. Under the squseze of lilgh fixed
costs and declining incomes, it is probable that this upmerd trerd will conbinus
during the outlook period, If prices of major crops in the Soubth decline sulw
stantially, bowever, it is Likely that a changed attitude of both torrowers and
lerders would resuld in 2 less rapid rate of increase. An increase in the use
of credit to finmance technological and obther farm improvements might be of
major importance in offsetting this tendency. \

Viestern States

Although the Yestern region contains widely diverse kinds of azriculiurs,
there are certain general charvacteristics that make the finaneial outlook for
agriculture here diffevent from other regions, Many parts of this region will
continue to experience economic growth at a greater rate than will cider regions.

# This growth will be reflected in the value of assets used in agriculture and in
credit used by farmers. The rapid growth of urban population along the Pacific
sezboard will provide a greater demand for certain farm products. This will help

©  to bolster the agriculbure against general dommward readjustments in incomes,
prices, and assed values,
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-Dub these dowmward adjustments may still be substantizl, Vith falling
income during the outlock period, land values may be in for a somevhat greater
dowmmerd readjustiment then in the lorth Ceniral region, Lend values in frult
and truck-erop preduction areas have already showm considerable wealmess » and
this tendency is likely to contimue, In those areas in which livestock ig ime
porient, the prospective decline in prices of livestock will influence . directly
the value of total farm assets. Despite the influence of pornulation znd gensral -
econoriic growih in the area, therefore, the value of assets used in farning is '
likely to decline somevhat more during the outlock period than in ths country
as a vhole, Tithin the region, howuever, the trends are Jikely to diverge.

, Liquid assebs held by western farmers increased at sbout the same rate
fron Jauary 1, 1942 to Januvery 1, 1948, as for the entire country. On Januay
1, 1918, liquid assets held by western farmers are estimated ab. 2.7 billion
dollars, Liquid assets of faymers in this area are not expected to fall below
2 billion dollars during the cutlook peviod, and under the most favorable con- .
ditions assumed they might remain as high as 2,3 billion, ‘ :

Throughout the period 1940-i48, non-real-estate debbs of westerm farmers

to the principal credit institutions were about 21 percent of the total for
the country. Althoush some further increase may bte anticipated, a modorate rew-
duetion in the amount of such credit used by farmers is expected to accompany
the reduction in cosis projected for the outlook period. Real estate debis

are likely to continue.their upward trend. Continued growth of the area in
the form of new irrigation developments and exnansion of dairying is lilely to
draw in subsbantisl amounts of capital in the form of mortgage loans, and:
lewer incomes in many parts of the regilon will reduce the rate of principal
repayments, Ihis new debb, hovever, will be matched in part tith new assets 2 :
so that the chnge in the net~worth position of western farmers nay differ very
little from that for formers generally, " ‘ ,

_ Tiith the foregoing appraisal of the outlook for the financial condition
of faxmers, it may be appropriate, in closing, to raise a fow questionss
- b p. } } o (334 ,

1, VAth the over-all finmicial nosition of apriculituwre the best in
its hisbory, what policies and decisions on the part of farmers
will 2id most in conserving these imporbant finmeial gains?
vhat are the needs for financial reserves, ac between diffevent
types of farming areas, to meeot the readjustments ahead?

hat types of investment chould be mids to obbain the besh come
bination of resources - land, labor, and equipment - 'to obbain
the lovest possible production costs? .

L, Tow far can farmers go in moking investments that wll réduce the :
disparity betwecn farm and city homes in the wey of conveniences and:
comfort? : : S T :

_ These questions descrve the careful consideration of all workers in the
agricultural field, Seldom have farners in such large numbers had the oppor-
tunity of pubtting into operation sound plans for thoir future financial secwrity.

‘ | | oo
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