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THE FINAL?IAL POSITION OF BEGINNING FARMERS

R. |R. Beneke nn@ T R. Nodland

Relatlvelv l;ttle is known about the llnan01al position and the amount of capi-~
' tal emnloyed by beglnnlng farners. The purpose of th1s report is to show (1) the
- <

amount of cavltal used by beglnnlnp farmers under varlious tenure arrangements, and

(2) to wresent informatlon regaralng thelr net worth and ratio of assets to lingbili-

Fles. Thls type of 1nformnt10n should be of 1nterest~to the'varlous agricultural
nstructors and others who are 1ntelesued in comparing tne capital recuired to begin
Iarmlng undef varlous tenure arrangements and to those who are interested in
eteran's financial resources.
The data used in this report were secured from farm operators receiving voca-
1oeal tralnlng in the nublic scheol under the G.I. Bill of Rights and wvho are

questlonnalre was sent to the veteran's wgrlcultural instructors which called for

# rolled in a farm accountlng orOJect in cooveratlon Wlth the University of Minnesota.

s atement of the farm assetls supplled by both o)erators and lsndlords and the

ersonal assets and llabllltJeS of the onerator as of January 1, 19h7 This infor-
|

mation was. seured from the veteran's owh fgrm.reCOrd book.

—L

S

A total of 306 survey schedules havefbeen included in’this summary. The inven-

ory stetements‘weré'grouped nccordlng to tvme~of—£arm1nb areas and further sub-
men : )

ivided into tenure classes. The flve tenure classes used were owner-operator, cash

tenmnt, crop ehare'teﬁant cron and. liveﬂtock share tenant end partner. The number of

cases by type-of-faming areas and by tonu re tlag ses‘dre presented in table 1, A map of

‘he stqte showlng the VquOuS tyﬂe-of falmlnb areas 1s presented in figure l.(l)

Croﬂ share farms’ 1nclude both tﬁe farns Wthh rent for a share of the crop alone

1
»rnd also those whlch oay some Cash 1n addltlon to a share of the crop. Cron and
1

|

ivestocl: share leases for the nost pa b, are. 50-50 leases under which the onerator

furnishes the active management and the labor, The partnership class includes a

| |

ariety of arrangements. The trainees in this class typically furnish a limited

(L)For a more complete description of the type-of-farming arcas in Minnesota sece
Engene, S.A. and Pond, G.A., "Agricultural Production and Tyves of Farming in
Minnesota," iiinn., Agr. Expt. Sta. Bul, 3H 7, liay, 1940,
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amount of farm capital. Their chief contridbution is labor for which they receive

. ~ 2
2 share of the income from the farm.(“)

Table 1. Mumber of Veteran Beginning Farmers Included in the Sumnmary by Arecas and

Tenure Classes {
. Tenants o ~ '
Tyoe-~of-farming area Qwner Cash Cron Crop & Livestock Partners Total
i , Operators. Rent Share Share
Area I-II 34 29 13 .31 L6 153
Area III-IV g 4 37 5 5 59
Area V-VIIL 12 x 0 = -5 x 17
Area VI 25 13 12 X 16 67
Area VII 10 pd x o m .- 10
Total 50 2 G2 5T 57 306
S-‘ - Lesend
o B . 1. Southeast dairy and livestock.
4 ,l""‘ \‘:‘,:/,. ' o
l L 2. South Central dairy.
| ! ¥ . . :
}//,' 3. Southwest livestock ~nd cash ~rain.
R L, Vest Central cash graoin and livestock.
o " 5. Eost Central dairy and potatoes.
=~ ]
L/\ 6. Northwest driry, livestock, and clover
A _seed. -
xg,{ _ . 7. Red River Valley small grain, potatoes
e and livestock.
R
j'l 1“f“\\ 5. Yorthern, cut over, dairy, potatoes and
3 l [:%5 : clover seed.
| e 9. Twin Cities suburban truck, dairy and
Figure 1. Ty»e of Farming Areans in fruit,

ifinnesota

(2) There was a groun of farms which did not lozically lend themselves. to the
clnssification which was set wi. For the most pert these included farms vhich
yere oserating several units under different tenurve srrangenments, For instonce,
& considerable number of trainees owned some land and rented some additionel.

These cases which could not be definitely classified as tenure status were
eliminated from the study. .




-3

Nonths Tralnees Haye Been Establlshed in qunlng Slnce thelr Return fron SerV1Ce

v . . 5 e e e e

The groun had been engaged An. Iarmlng for a xerlod whlch averaged approximately
’)elght months as of" January 1, 19&7 : Some had been farnlng for" several years, and a
few were only startlng, but the Ma,]orlty nctually began in Februqry, Larch and
April of 1946, A suamary of the months tralnees have been establlshed 1n fervlng
since their return fron the serV1ce is glven in taole 2. It anpears that the nart-
nersh1) and llvestock share gr*ﬁi?haﬁ;“on‘the‘average~4beenres%abl1shed 1n—f:rm1ng
for a shorter length of time than the other grouas. " Thre dlfferences betveen tenure
classes are all comparatlvely small, the varlat1on between the hléhest and the lowest
being only three months.

.- Table 2. Average Perlod in lonths Veterans had been Establl hed‘in.Farming
g Jandary 1, 1947 :

Tenants
. ¢ Quner Cash~ Crop Crop-and Livestock
Type-of-Farming Area ~ Operators  rent share share Partners

Area I-II gul 10,5  10.6 7.3 5.2

Area ITI-1IV 7.6 6.5 9.1 9.8 9.5

Area V-VIII Gu6: axx xxx . 7.6 X

Area VI ' 8.6 6.9 9.3 XXX o 7.

Area VII 7.0, Exx 0 XxX XXX XX

Amount and Source of Farm Ca )1tal

The veterans included 1n thls study had essentially three sources of farm capi-~

tal. They had accumulated some funds of thelr own before start;ng to farn, a Hortion

e e — - . - -

of which they inveeped in their.farm business. m"xey bo;rowed sone caaltal and in
the case of tenanf‘overated farms the landlord or pariner furniahe&;a‘consi&erable
agouet. The amount of capital supplled from the overator;e own sav1ngs, tue amoont
boeroWed and thexcepltal furn;ehed by landlords and partncee-ls shown by type-of-
fe;hiﬂg areas iﬁlﬁebles 3 to 8. - B : |

The data indicates that sheré vas ooeeideraoie variation in the amount of capi-

tal furnished by the operator among the five different types of tenure groups.




Table 3. Farm Capital Fasloyed by Beginning Farmers, Tyne-of-Farming Areas I and II
Ouner Tenants
. o Cash Croy  Cron and Livestock - Partners
onerators =
~ share share
Acres per farm 136 1h2 173 166 205
Working capital: : i s o :
Supplied by operator's '
, equity . 52587 - $2267 - $2569 $1868 $ 888
Borrowed by operator 1305 2l13 1647 2215 363
Suplied by landlord - 0 0 101 3340 - 9106
Total woriing capital  $3892 o680 $U3LT $T7H23 $10357
Land and buildings:
. Supmlied by operator T7135% 0 0 : 0 0
Supplied by landlord o 9552 10968 14206 14869
Total farm capital:
Supplied from operator's
equity 1733 2267 2569 1868 883 -
Supplied by operator's
creditors . 6292 o413 16Y7 2215 363
guwyslied by landlords 0O 9552 © 11069 S 17546 23975
Total $11025  $1ldeza  $15285 $21629 325226
Table -4, Parm Capital Emnloyed by Beginning Farmers Type-of-Farming Areas I1I1.and IV
, Tenants
QOwner Crop - Crop and Livestock
Operators Cash share - share Partners
Acres per farm 133 147 152 145 187
Working Capital:
‘Supnlied by operatorts :
equity $1967 $3787  $2626 $2094 51886
Borrowed by operator 2740 1736 1745 1929 .10
Supulied by landlord 0 Ly 4o 3226 5109
Total ‘working canital - 1307 5570 111 - 7259 7005
Land and buildings: - - B _
Supplied by operator 10080 0 0 0 0
Sup-rlied by landlord 0 16739  1h96h - 22220 22205
Total farm capitals
Supvlied from operator's
. equity =~ 5340 3787 2626 2094 . 1886
Supplied by ouerator's
creditors - 90l7 1736 1745 1929 - 10 .
Sunplied by landlord 0 16786 15004 254U6 27314
Total 1387 522309 $19375 $29469 $29210
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Table 5, Farm Cap1tal Employed by Beélnnlng Farmers, Tyje~of—Farn1ng Area VI

~ . Tenn: .
Owne; ‘ - Cash ' ”TOP Partrners
: Operators share
Acres per furm T 119 147 197 206
Working canital: v :
Supplied by overator's equity $2139 $1626 - $16M43- ~ $1382
Borrowed by operator 4 1164 1650 1799 . 252
Supplied by landlord 20 154 . 5637
Total worliding capital 3303 3296 L3RG . . B271
Lond and buildings: :
Supplied by operator 4209 0 0 , 0
Suprlied by landlord 0 6997 9567 , 13890
Total farm capital: :
Supplied from operator's equity 43218 1626 . 1643 - 1382
Supplied by operator!s creditors 379” 1650 . 1799 252
Supplied by landlords 7017 9721 20527

Total : $8112 $1029%3  $13163 $22161

Table 6. Farn Capltal Employed by Beg,mmnm OWner—OJerators in
' - Tyne-of-Farming Area VII

Acres per farn o : ‘ : 196
Working capital:
Supslied by oneratorts equity - - - $2720
Borroved by operator ' k12
Total working canital : Y]
Land and buildings v 4381
Total farm cazital:
Supplied from operator!s equity ho7h
Supplied from operator's creditors Lo39
Total . o 8513

For instance in southeastern Minnesota the partnership operators furnished an average
of $888 from their savings while the owner onerator supplied $M733. A similar varia-
tion is evident in the other areas of the state included in the sumnary., A somewhat
greater amount of farm capital was supplied by the bezginning operator under the live-
stoclk share and the cash and crop share leasing arrangements than under partnership
arrangenents,

The flexibility in the.amount of capital reguired under the_various tenure
arrangements offers one of the principal means by which the beginning operator can

vest fit his limited amount of working capital into an effec*ive farm unit,
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Table 7. TParm Capital Employed by Beginning Farmers, Type-of-Farning Areas V and VIII
Cron and ‘

Qwner livestock
Operators - share tenants

Acres per farm 145 168
Working capital: ' ' R

Supplied by operator!s equity $23} $ 98l

Borrowed by operator 24 26k

Supplied by landlord 0 nl32

Total working capital 3570 6380

Land and buildings:
Supplied by operator 6355 0
Supplied by landlord 0 12033

Total farn capital:

Supplied by operator!s equity 6089 984
Supplied by operator!s creditors 3836 o 264
Supnlied by landlord 0 , 17165

Total 9525 16413

Under oll reatal agreements the landlord furnishes the real estate. In the case of
the livestock share or nartncrship arrangements he also furnishes scne of the working
capital. These two typesvof tenure arrangements offer a means by wiich the operator
with only a small amount of capital cen combine that which he has with that furnished
b& the landlord or partner. In this menner ke can forn a nore efficient operating
unit. The veterans cpersting as periners in southeoasbern Minn;sota ganloyed their
labor, their mansgorent and $888 copival in un;ts’which used an Average form capital

of $25.226. They were working with farms wiich vere lozger in size ond wilch were

4

equipned with more working cepital than any otler tenurs groun., As is indicated in
table &, the partnershin units vere well eguipred with Livestock and machinery. The

partnership arrangcement thus offers an opporiunily for thae teginning operator with

limited cepital to share some of the advaniages which go with large scale operations.

Yhat is true of the partnership arrangenent in thig wuspect also is true of crop

and livestoclk share farms., Vaile tooe hesioaing opsiator fusiitshed sonewhat more
capit al hinsclf, he likeuisc was employing 1% in a Llargsw and prodably nore efficient

unit than if he had rented on a cron shawre or cash basis or if he had attenpted

ownershipe.
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B Table 84 Opsrator's and LanJlord*s Idvegtment. 1n Worklng Capital
L S K S . .
.. . Owner T AR L L Srop Cron and Partners
“‘Operdtors... . .. share ™ 11vestoc

shore

G ﬁ@é@ﬁ@ﬂﬂmgAnmsI'deI“:” : _
Milk cews . .. 8935 ¢10hh $ 765 ¢l952 $1727
Othor dairy cattle ? .o tow. 320 HlBioe... 190 800
Other productive livestock ~ ~ ~ L 334 .. 6hl eIk 0 1005 1896
Croms, and seed and feed .. . . 573 zhlwz;-.._ 855 1525 21400
Mechanical power znd horse0 ST 8RR 95M 1116 - 1155 1586
Machinery and eguipmént... .. . 862 785w o BT 1169 1948
© Total. . . '*3-29'2‘4, D:"—bgo T O3] . 753 10357
R Type—of~Farm1ng Areas IIT and IV L
1tillk cows . Y ihga MM9 30900 . 918 776
Other dalrv cattle ® 5. .. . 109 o epg9 . 110 1oL SRR 1 §
Other productive livestock 7 ¢ 666_ = T3 9l3 anit
Cron, seed and ‘feed’ e 740 77 -8B5. . - . .903 670 2296
“Mechanicel power and horses =~ -.11238 .. 1967 T 1p82 35 _ 1ulig
. Machinery and ‘equipment . . 1062 7 4 ABBZ- o 1053 ’ 1389:
T CTogal, o Sl 307 5570 CmET o . T2R9 . T005
“‘Typesoanagml 8 Area VI
11111z Cows . Lo 5636 837 ook * 2075
_ Other dairy ‘cattle o 265 ©nLY9 ,»v28u T 622
- Other productive llvestocb"“‘~i73;328#, o 233 B * T4
. .Crop, seed and’feed : 599 - ﬁdau6&9;. Lo * T 2152
“Medhanical power and horses’ 7 ... 838 758 88l. * 1203
. ,MaCﬂlnery and equipment... .. 661 v 600, .. 758 o C1km
ST iToted.. o TEE3 . 3c96 T 3R96 . 2071
i3 Tywe of—Farmln” Area V and VIII

Milk cows o -1‘755 CoL., * 1316 %
Other dairy cattle BT " e w0 e h}l' = *
Other productive livestock 157 * ¥, 169 *
Cron, seed and feed 514 * * 1157 *
. Mechanical pover and horses 916 * * ~.199 _ *
" Macdhinery: gnd, equlvnent 729 * * 1414 *

o Totall T IO ) 6380

‘ ‘gf)e-of-ﬁarmlnv Area VII

. Milk cows T +Uiie. . 641 * * * *
" Other dairy cattle ’-ji{JhwlS} ‘ * * * *
. Other productive livestock 832 Pk * * *
- "Cropy:.seed and feed ERRPER 916 ® * * #
~ Mechanical power. and horses 919 - sk , * * *
" Maghinery nd equlgnent Townse . BOL * . * * *

Total L e tfj"e‘» RS

ata nob avajlable
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While those renting under the cash or crop share méthod did furnish 'a somewhat

greater amount of capital than the livestock share rentérs, they did not establish

tilemselves on as large farms or with units as well equipned with livestock and

machinery as the nartnershlp or crop and llvestock share farms, Table 8 indicates

that in Areas I and II for instance, the investment in u niry cows was $S1044 and L §765

on cash and crop siare farms respectively and $1955 and;$1727 on thevcrop;and live-

stock share and martnership farms. Much the same relationship exists between the
M . i : X

tenure groups in southeastern Minnesota in the amount invested in farm machinery.

The ouwner operator group furnished conéiderably more of their farm capital than

any other group. Since they received no capital from landlords or partners, their

|
total amount of farn capltal enployed was smaller than for any other group. They were

operating snhller farms whlch were supplled w1th less llvestock and nachlneny. The

owner operators were also farnlng land w1th the lowest value per acre of any of the

group. 1t is probnble that nany owner operators chleved farn ownership at the cost

of farning on units which were 1ess efflclent due to their smaller size. They have

to weigh thls sacrifice in efficiency against the nonecononlc quQntages sucn as

di

fa

Fi

independence and the nrospect of more definite tenure wnlch go with farm ownership.

In interpreting these averages, it should be remembered that there is consider-

able varigtion concealed within each average. Within ench of the groups of farms
|

: \ _
scussed above, for instance, the amount of farm capital varies considerably fron

m to farm.

nancial Position

ni

ti

th

The two factors considered in sunnarizing the financial position of the begin-

ng farmers included in this study were (1) their net worth on January 1, 19%7, and

(a) the per cent equity which they possess in thelr %SSth, The flrst is an 1nd1car

on of the financial resources of the group and the SGCOnd gives sone indication of
: : | .
eir ability to withstand adverse econonic conditions which night arise in the future.

The assets, liabilities and net worth by tenure groups and type-of-farming

areas is shown in table 9. The assets include the operator's share of the farm capitd,
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Table 9. Assgts, Lisbilities and Net Worth of Beginning Farners.

e ~ Qwner, ~Cash . Cro>  COrop and Peortners,
SRS e Opérators - share livestock
) share .
Type—of~r Ting Areas I and II ' '
Total farm copital $11025 s4680 §u216 $4083 $1251
Odt51de investnents & acct's. rec. . 689 296 . T725. - 264 iy
Cash on hand and in the bank = ‘163 217 - 239 - o7 520
Housekold and personal assets . . - ggy .897 . ' g2 1019 350
Total assets =~ ’ 1276 6090 - 032 B6I0 2ro2
Real estate nortzages 5085 . L - T
Other linbilities 1207 2413w L1647 0 2215 63
Total liabilities 6292 13 CIgH7. . 2215 363
NTt worth ‘ 6472 3677 4385 3425 2399
Tyve—ox—Farnlnv Areas III and IV
Total farm capital . o 14387 5523 RV 023 1896
Outside investment & adetls Tec. 51 516 - 535 1032 1061
Cash on hand and in the bank hos . . 480 586 254 1229
Household and Tersonal assets 699 793 878 980 830
| . Total assets. : 16022 . 7312 . B3(0 . 6229 5016
Real estate mortzages Wio7 - 160 - -
Other linbilities U3ko . 1736 1585 1929 10
’ Total liabilities Q047 1736 1785 1929 10
Net worth . 6985, 5576 - 4625 4360 5006
\ Type~of— arniing Area VI
Total famm capital , . L .82 .-3276 3MM2 . w 1634
Dutside investment & acct!s rea - 2l6 ~Hh20 - 18k * 728
Chsh on hand and- in-bank ~o-1bg L 335 112 " 430
Household and personal assots . bkl2 .. BT6 . 794 .. 0k
" Total assets 9118 I7c7 - U532 ' 3E§6
Real estate nortgages: 2630 - BT - - 593 * 110
Other liabilities - 1164 1083 1206 * 112 -
Total llq@llltics 794 160 . 1799 2h2
Wet worth 522k 3057 | 2733 * zouk -
Type-of-Farning Are s V ard VIII
TPtal‘farmmcaDital-~A“r—~ --9g25 - - * TR 1oW@ - e W
OPtside investment & acct's rec. 356 * % * 515 *
Cash on hand & in bank o33k *® * 315 | *
Household & nersonal assebs - 11103 o . - 678 o
Total assets 11718 o 7364v _
Real estate nortgages 2596 - T % oo ox 100 ° =3
Other linbilities 1241 * * 164 *
‘Total lisbilikies’ T3E3T R 268
Net vorth 7881 x| * 2492 *
Ty?e—of—Farmlnb Area VII‘
L‘Ota.l farn capital &513 * ‘ * * *
q utside investment & acct's rec. 50 ¥ * * *
Cash on hand & in bank * 209 - @ ® * * *
Household & nersonal assets 397 * * ® *
Total assets | 9169
Real estoatenortgages 2827 * * " *
Other liabilities g " » " *
| Total liabilities 5749
Net worth 4530 * * " *

*¥Information not available
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jutside investnents, cash on hand and household and personal assebs. The outside

investmencs are principally bonds and the cash surrcnder vaue of life insurance,

- The liabilities include his real estabte and chattel mortgages »lus notes and accounts
’ : .

: Lo
The owner-operators in all arcas had the greatést net worth. The difference
between the othor tenure classes wasnot large. Tne order in which the cash, crop
‘ 1 ,
share and the crop and livestoclk share faraners ranked %n respect to net worth was
o

. | L .
rot the sane 1n the different areas. SJecause of the real cstale nortgages the owner—

operators had the largest indebtedness. In most instances vae farmers operating on

()

pdrtnership bdsis had'véry little in the way of liabilities.
Table 10 gives the per cent equity in ail assets.j_ \S nlght be expected, the

owner-operators had the lowest equity in théir:assets and the partnership operators
. \
the greatest equity. 1In northeastern m1nnesota where lqnd values: aro the lowest and

he size of business is generally small, the per cent equl v owned was the largest.

ot

" Table 10. ler cent of Operatorts &qulty in all Assets

Tennnts ) _

. o Owner : | Crop . Crop and ,
ﬁype~of7farming area L Operators . Cash i'sharo " livestock DPartners

. ' . o ' Share& '
I and II , 50 7 R 72.7 60.7 - 86.9
II1 and IV L L 43,6 76.3 - T2.6 69.3 99.8
VI _ : L BELU . 649 . 60.3 * 92.8 .
YII S : 53_8 * ‘ * * *
V and VIII .. ..67.3 * | * 901 "

W |
‘ . N |

The financial position of owmer-cherators is set forth in greater detail by tyne-
of-farnming areas in table 11, The. farn mortgace indebtednc -5 per farm varies con-
|
N , . _
siderably arnong the arens of the state and'is related to the total investnent in

real estate, The owners equity in real estate was 1ow‘in two areas of the sinte,

Indebtedness of 75 per cent or more has benerally proven in tne past to be too high

for good farmers ana good farms to carry. The beginning farmers in two areas of

the state included in this report come very close to averaging 75 per cent indebted-

|

ness.on their real estate. Some adverse economic conditions might result in difficul-~

ties for many of these veterans.,



Table 11. Owner-Operatorts Equity in Real Estate

Acres per farm 126 173 119 196 145
Value of land and buildings $7133  $100€0 4209 $4381  $6355
Average value of land and buildings per acre 52 76 Lo 22 by
Total farm mortgage indebtedness 5085 h707 2630 2827 2796
Average farm mortgage indebtedness per acre 27 - 35 22 1k 18
Per cent owner equity in land and buildings 29 © B3 ) 75 59
Summary

o

There is considerable variation in the financial resources of the veteran begin-

ning farmers included in this report. On the average the owner-operators appear to
|

e operating smaller farms than the renter group. They also are limited in the
|

o

amount of working canital employed. The per cent equity in their farms is low and
may result in distress unless economic conditions continue to be favorable to farmers,

Veterans operating under a partnership arrangement on the other hand have a very

0

nall average indebtedness. The total investment in pfoductive livestock and other
|

forms of working capital is large. Veterans beginning as partners are sunplying

less capital and are assuming less risk, but they are sacrificing some of the

non monetary gains which go with other types of tenure arren~oments. The crop and
|

livestock share renters also have a favorable ratio of;liabilities to assets and
are operating farms that are well equipped with capitai and are large enough to be
ffective limitg. The other types of renters occupy a?position betveen the ovmer
operators and the partner and crop and livestock sharejrenters, but operate farms
less well supplied with capital. Thelr equity in their farm capital on the average

D

is sufficiently high as to put them in a fairly sound financial position,




