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The Southeast's farm banks have suffered 
less than other regions' because of 

agriculture's less dominant role in its 
rural economy and the lower concen-
tration of farm debt in its commercial 

banks Unless the farm economy 
rebounds soon, however, more 

problems are likely. 
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The agricultural credit crisis, the subject of 
considerable attention in recent months, has 
been a personal tragedy for many of the nation's 
farmers. Agricultural lending institutions have ' 
been affected adversely by the farmers' plight. 
Commercial banks have played an important 
roie in farm lending. Because of their high 
exposure, agricultural loans, some farm banks 
have experienced severe erosion of asset quality. 
This article explores the nature of the farm 
credit crisis in general, and assesses the financial 
soundness of agricultural banks in the Southeast 
comparing them with similar banks in other 
regions. Next, the financial soundness of south-
eastern agricultural banks is assessed on a 
state-by-state basis. In the process, we examine 
the relative extent to which poor asset quality 
at certain agricultural banks in the Southeast 
can be attributed to troubled farm loans. 

Historically, agricultural banks have had a 
failure rate far below the national norm, but 
since last fall they represent the majority of 
bank failures. For example, in 1983 agricultural 
banks accounted for only 13 percent of the 45 
bank failures; by 1984, when agricultural banks 
made up 29 percent of all commercial banks, 
they accounted for 32 percent of the 78 bank 
failures. In the final quarter of 1984, 61 percent, 
or 11 of the 18 failures were farm banks, and 
this high proportion of farm bank failures has 
persisted. As of May 3, a total of 30 banks had 
failed so far this year, 19 of which (63 percent) 
were agricultural banks.1 All these agricultural 
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banks were located in the Midwest and West: 
five in Iowa, three in Nebraska, two each in 
Colorado, Oklahoma and Texas, and one each 
in Kansas, Minnesota, Illinois, Oregon, and 
California 

The Comptroller of the Currency's list of 
nationally-chartered problem banks now stands 
at 800 and is expected to reach 900 by the end 
of the year, with most of the increase coming 
from small agricultural banks.2 What forces and 
conditions have thrust so many agricultural 
banks into this dire situation? 

Farm Credit Crisis 
The farm credit crisis and related farm bank 

problems can be attributed to a number of 
causes, including careless lending practices, a 
series of poor crop years, and unrealistic expec-
tations regarding the rest of the world's ability 
to provide ever-expanding export markets for 
U.S. agricultural products. At the heart of the 
problem, however, lies the vastly changed 
economic environment farmers faced as they 
entered the 1980s. 

Much of today's farm problem owes to the 
agricultural boom and farm prosperity of the 
1970s. A devalued dollar and a spate of crop 
failures abroad led to substantial growth in 
export demand. Between 1970 and 1981, the 
volume of U.S. farm exports tripled. In particular, 
the Soviet Union began buying massive amounts 
of American grain, which strengthened com-
modity prices and escalated land values. High 
profits stimulated farmers to expand output by 
bringing land into cultivation that previously 
had been idle or devoted to lower valued uses. 
By 1981, land values, farm exports, and net 
farm income reached all-time peaks. Bankers, 
meanwhile, generally were eager to meet 
farmers' credit demands, in some cases encour-
aging them to borrow, expecting that land 
values and commodity prices would remain 
high. As long as farmers' loan collateral appreci-
ated, bankers felt protected. 

During that period real interest rates (nominal 
interest rates minus inflation rate) often dipped 
below zero, which further encouraged the use 
of debt to acquire more land and expand 
operations. The Farm Credit System and some 
banks, in fact, actually extended long-term loans 
to farmers at below-prime rates in some years 
even as a liberal farm bill, including price 
supports, low cost crop insurance, and target 

prices, reduced the risk for farmers and lenders 
alike. As a result established farmers expanded 
their operations rapidly while thousands of 
other Americans entered agriculture, both relying 
heavily on borrowed funds. 

Drought in some sections of the country in 
the late 1970s and early 1980s interfered with 
the income stream that supported farmers' 
loan payments. But when payments fell behind, 
debt generally was rolled over from year to year 
or was refinanced with the Farmers Home Ad-
ministration under liberal disaster and economic 
emergency credit programs. This increased the 
indebtedness of many farmers and the risk 
exposure of agricultural lenders, both of whom 
were counting'on continued land appreciation 
and higher earnings to see them through. 

Unfortunately, fundamentally changed eco-
nomic conditions in the eighties have dashed 
farmers' expectations and triggered a major 
agricultural credit crisis. The chief source of the 
problem is a reduced level of exports, on which 
farmers depended so heavily. This decrease is 
attributable to (1) global recession, especially 
in the economies of major U.S. customers, (2) 
increased competition from major producing 
countries, and (3) a strong dollar, which makes 
U.S. farm exports more expensive in terms of 
foreign currencies. 

Beginning in the early 1980s, high real interest 
rates and a strong national economy combined 
to produce a favorable investment climate, 
which attracted substantial foreign capital into 
the United States and raised the value of the 
dollar. The dollar's ascent surpassed all expec-
tations and made American products far more 
expensive to foreign buyers. At the same time, 
foreign competitors such as China and France 
became more aggressive exporters. Recent 
bumper crops in Latin America have intensified 
the export battle. The heightened competition 
upended the usual trading relationships as 
many longstanding U.S. customers sought lower 
cost markets. Reportedly, some U.S. food com-
panies have even considered importing grain 
from abroad.3 

These factors, combined with a depressed 
global economy, reversed the booming U.S. 
food export market. Sharp reductions were 
seen in corn shipments in 1981, followed by 
reduced wheat shipments in 1982, and lower 
soybean exports in 1983. As production from 
farmers who had geared up on the expectation 
of ever-expanding world markets led to U.S. 
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surpluses, commodity prices fell, pulling down 
farm incomes, then land values. 

Consequently, many farmers no longer could 
borrow additional funds against appreciated 
farm real estate.4 Lenders were pressured to 
reduce loans in an effort to bring them back 
into balance with the shrinking value of collateral. 
Unfortunately, many farmers not only were 
unable to repay debts, but they needed still 
more credit to continue producing crops that 
might generate income for future payments. In 
expectation of a quick turnaround in the farm 
economy, many lenders extended additional 
financing (at much higher real interest rates); 
however, continuing low prices and unfavorable 
weather in some areas further eroded farmers' 
repayment capabilities. 

In summary, for a large number of farmers 
prospects are uncertain. According to a recent 
banking industry study, the situation is especially 
precarious for farmers: (1) whose primary income 
source is an export-sensitive product such as 
grain or soybeans; (2) who own farms of inter-
mediate size—too small to generate economies 
of scale but too large for part-time operation; and 
(3) who borrowed heavily in the late 1970s to 
expand operations.5 According to many econ-
omists and traders, long-term prospects also 
appear dim as farm exports, now accounting for 
more than 40 percent of major U.S. crops, are 
expected to fall further. Barring a widespread 
crop disaster abroad or a sharp decline in the 
dollar, grain exports are likely to remain depressed 
until at least 1987, they say, forestalling any 
significant farm recovery until 1988.6 

The Southeast s Status 
The structure of agriculture in the Southeast 

has tempered the full impact of the region's 
farm debt situation because the region's farms 
typically are smaller than those in the Midwest 
Fully 80 percent of the Southeast's farms have 
gross sales of less than $25,000 per year. (The 
Southeast region comprises Alabama, Florida, 
Georgia Louisiana, Mississippi, and Tennessee.) 
These farmers tend not to be heavily indebted 
and to earn more off-farm income than farm 
income. Thus only 20 percent of the region's 
farmers, or 64,000 farms, account for the South-
east's full-time commercial farms. Still, 7.9 
percent of all southeastern farmers face serious 
financial difficulty, having debt to asset ratios 

of about 70 percent while another 7.1 percent 
face potential problems with debt to asset 
ratios between 40 and 70 percent7 These 
beleaguered farms are concentrated in Georgia 
and Mississippi, although farms in every District 
state are experiencing some financial distress. 

Based on farm earnings, prospects for debt 
repayment are especially poor for highly lever-
aged soybean farmers in the Southeast8 Many 
such farmers expanded rapidly in the 1970s 
in response to the booming export market For 
the past several years, however, dry weather 
problems have plagued production. Compound-
ing the problem is the fact that southeastern 
producers expanded soybean production on 
marginal farmland that is more susceptible to 
droughts. Even though the region's 1984 average 
yield of 23.9 bushels an acre far surpassed 
1983's, continuing weather problems kept the 
level well below last year's more normal national 
average of 28 bushels an acre. On average 
soybean farmers were left with only an estimated 
$15 per acre above cash costs and capital 
replacement allowances. Although 1984 was 
the best year for soybean growers in the past 
four, indebted producers, like farmers in the 
Corn Belt and Central Plains states, have little 
hope of generating enough crop income to 
service their debts. Many have seen their finan-
cial positions deteriorate each year. 

For those southeastern soybean producers 
who also obtained an average crop of winter 
wheat on the same land, the average margin 
increased to $47 an acre. But average farmland 
prices in the region peaked near $1,000 an acre 
in 1981, a time when some farmers borrowed 
money to buy land. If these loans are at 12 
percent interest, highly-leveraged borrowers 
would need a margin approaching $120 per 
acre just to make interest payments. Farmers 
who are relatively free of debt, however, and 
especially those who are above-average pro-
ducers, have reaped positive returns and stand 
a much greater chance of survival. 

Without lower interest rates, continued sur-
vival for the minority of southeastern farmers 
heavily in debt depends on continuing financing, 
substantially higher prices for their crops, and/or 
favorable weather. Apparently, additional finan-
cing will be available for good managers who are 
customers of the Farmers Home Administration. 
In the absence of increased government support 
programs, the return of higher domestic market 
prices must await a further decline of the dollar, 
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which would enable farm products to regain 
their competitiveness in world markets. This is 
especially true for hard-hit crops such as grains 
and soybeans. Even if the dollar's early-1985 
decline should continue—and some of that loss 
had been recouped by early May—foreign com-
petitors will not give up their newly gained 
market shares easily or quickly. 

Increased government involvement in farm 
lending in the late 1970s, however, substantially 
reduced the percentage of farm debt in the 
southeastern commercial banks' loan portfolios, 
making these banks less vulnerable to the farm 
economy. Farmers Home Administration loans 
rose rapidly during the period, most going to 
drought-stricken farmers in the Southeast, first 
in the form of disaster loans from 1976 to 1978, 
then economic emergency loans in 1979 and 
1980. These loans buffered the region's agricul-
tural banks from the recent downturn in the 
nation's farm economy by reducing the banks' 
share of farm debt. 

The Political Outlook 
The farming community in the United States, 

as in other Western nations, has benefited from 
favorable public policy. This has produced an 
array of agricultural programs that support or 
guarantee prices, offer credit assistance to 
farmers, provide protection against natural 
disasters, and otherwise assist the farming com-
munity. Such programs have been justified on 
the grounds that agriculture is a highly volatile 
and unpredictable industry, that the present 
structure of the farming community, with its 
large percentage of family operated farms, is 
socially desirable, and that these small family 
farms need special assistance. 

The increasing reliance of U.S. agriculture on 
export markets has added another element of 
uncertainty to the farm profitability equation. 
To a large extent, farmers are subject to the 
political process abroad as well as at home. 
Complicating the political analysis is the fluc-
tuating exchange rate of the dollar vis-a-vis 
other currencies. The present strong dollar, for 
instance, makes U.S. grain more expensive for 
importing nations. Finally, a sizable proportion 
of farmers owe considerable debt. As interest 
rates rose in the early 1980s, it became increas-
ingly burdensome to take on additional debt; 
nevertheless, many farmers were obligated to 
do so, especially when cash flow was insufficient 

to cover payments. Farm debt rapidly increased 
when farm income and interest rate problems 
were considered temporary. Now that they are 
seen as long-term problems, farmers' logical 
response is to sell some assets. But when land 
values fall, as they have in recent years, rollover 
arrangements and partial liquidation grow even 
more untenable, making foreclosure a possibility. 

Government agricultural programs were 
designed primarily to mitigate the many sources 
of risk facing farmers. Yet, despite the variety of 
farm programs with outlays in the billions of 
dollars, agricultural programs have not prevented 
a sizable segment of the agricultural community 
from falling into its present grave condition. The 
current administration, favoring a more market-
oriented economy with less government inter-
vention, has proposed drastically scaled back 
funding for farm programs in the budgets for 
1986 and beyond. Running counter to this 
trend is recent legislation that would provide 
emergency relief (credit and otherwise) to 
address the immediate crisis in the farming 
community. 

Emergency Credit Relief 
To alleviate the immediate credit crisis, the 

administration set aside $650 million in federal 
loan guarantees on September 20, 1984 in the 
"Debt Restructuring and Assistance Program." 
The legislation provides loan guarantees to 
banks that renew credit to debt-burdened 
farmers if banks write off 10 percent of principal 
or 10 percent of interest on outstanding loans. 
Although the program since has been liberalized 
to encourage participation, few bankers have 
made use of it, arguing that the rules remain too 
stringent and that they cannot afford to write 
down their loans. The Agriculture Department 
estimates that no more than 6,000 of the 
nation's 2.8 million farmers will be helped by 
the plan. As of April 15, only $19.5 million of 
the $650 million fund has been used for the 
debt adjustment loans. But operating loan 
guarantees under regular Farmers Home Admini-
stration programs also come from the fund. So 
far, then, $393.3 million of the fund has been 
used forthose guarantees. In a February agree-
ment made by Office of Management and Budget 
Director David Stockman and the U.S. Senate, 
the amount available for all operating loan guar-
antees under either program is considered un-
limited. 
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Earlier this year, the Federal Reserve Board 
made it easier for certain small and medium-
sized agricultural banks to borrow funds at the 
Fed's discount window.9 This new farm credit 
policy, which will increase seasonal credit to 
farm banks, represents a modification of the 
Fed's existing program to ease liquidity strains 
when agricultural banks are lending to farmers 
for spring planting. Under the new policy, an 
agricultural bank need not deplete its resources 
to so great an extent before qualifying for 
special discount window access.10 In addition, 
regional Federal Reserve Banks will have dis-
cretion to make exceptions for banks affected 
by agricultural credit conditions and lacking 
access to national money markets. The discount 
window will be available on a regular adjust-
ment or extended credit basis where unusual 
demands develop as a result of the agricultural 
credit situation. 

On February20, in an additional at temptto 
handle agricultural credit problems, the House 
and Senate approved proposals for emergency 
credit relief to finance debt-ridden farmers' 
spring planting. The bill, whose cost was esti-
mated at $2.5 billion, was vetoed by President 
Reagan on March 6. To date, no new farm relief 
legislation has been drafted. 

Overall, the administration's recent actions 
and the Federal Reserve Board's new discount 
window policy have had a relatively minor 
effect on farm banks. So far, only one bank has 
taken advantage of the Federal Reserve Board's 
new policy, while some 6,000 loans have been 
guaranteed by the administration's debt assis-
tance program. More comprehensive farm cred-
it relief legislation has received a presidential 
veto and the federal government has begun to 
minimize its role in agricultural credit Likewise, 
all major farm subsidy programs are slated 
either for elimination or major cuts (see box). A 
key budget reform proposal is the gradual 
removal of the farm price support system that 
has been in effect, with slight variations, since 
1933. 

The administration's proposed agricultural pro-
gram would be phased in to soften any harsh 
effects on farmers and their suppliers. But unless 
the farm economy's environment improves, the 
administration's program is likely to exacerbate 
farmers' and farm banks' credit problems. Adoption 
of that program would tighten pressure on farmers' 
repayment abilities. The Food and Agricultural 
Policy Research Institute, a joint research effort 
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The Reagan Farm Bill . \ 
Federal legislation is passed every four years to set 

minimum crop prices and provide for other farm 
subsidies in the Agriculture and Food Act The adminis-' 
tration has drafted new legislation to replace the 
current act, due to expire on September 30. In doing 
so, it aimed to move government "more out of agricul-
ture," making farmers competitive in world markets, 
and to establish finite cost controls designed to _ 
contain runaway budget outlays Current programs 
lack such controls. For instance, when the Agriculture 
and Food Act was passed in 1981 it was estimated to 
cost $11 billion over the succeeding four years; 1 

however, the actual cost ballooned to an estimated 
$63.4 billion. _ j 

The new legislation would reduce budget outlays for 
farm subsidies and other farm programs sharply. Ad-̂  
ditionally, as briefly described below, it would place" 
caps on some programs and eliminate others. 

1. Target prices - Prices are set at levels that are"' 
supposed to cover farm production costs but which M 
in fact often are determined by political negotiation. 
Growers who qualify (sometimes by agreeing to. 
restrict production) sell their crops to private f 
buyers; however, if the market price falls below the 
target price, the government makes up the diffef- ! 

ence with a cash "deficiency payment" Direct 
payments through target prices would be restricted [ 
to a maximum of $20,000 per farmer in 1986, 
$15,000 in fiscal year 1987, and $10,000 per ' 
farmer afterward 

2. Dairy price supports - After two or three years, 
the administration proposes to phase out current 
programs that offer dairy price support loans and 
production-cut payments Instead, it would provide 
only income supplement payments to small dairy 
farmers when market prices are low. 

3. Price support loans - These basic price support ' 
mechanisms lend cash-short farmers operating 
money until they sell their crops Such loans enable 
a farmer to spread out his sales and avoid selling 
produce on temporarily glutted markets at harvest 
time. Under provisions of the existing program, the 
government takes possession of the farmer's prc£ ; 
duce and extends the farmer a loan, the amount 
determined by the support price and amount of* 
produce placed under the loan. But if the market I 
price remains below the support price, the farmer 
may choose to default on the loan, forcing the ! 
government to maintain possession. The support" 
price effectively becomes a minimum market price 
for the commodity. Under the administration's netf; 
plan, loan rates would be limited to 75 percent of 
average market price of the previous three years: 
hence, the farmer would be protected only from a 
sudden and severe drop in prices Moreover, the i 
plan would provide only temporary protection, as 
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farmers would be obligated to repay the loan 
within a year. In addition, a cap of $200,000 per 
farm would be instituted. 

4. Peanut allotments and quotas would be termi-
nated. 

> 5. Honey price supports would be eliminated. 
Credit provisions of the farm bill also have been 

^severely reduced. Consonant with its market-oriented 
"philosophy, the administration proposes to phase out 
all direct farm lending by the Farmers Home Admini-

stration over the next five years, restrict guaranteed 
farm operating loans and eliminate guaranteed loans 
for farm acquisition. Disaster loans would be available 

... only in areas where federal crop insurance cannot be 
purchased, and their interest rates would be boosted 
io the Treasury bill rate. In effect, this measure would 

~ eliminate public-sector duplication of disaster assis-
tance now available in the private sector and would 
reduce the federal subsidy of interest rates 

Under the administration's proposals by 1988 farm 
subsidies would be reduced 51 percent—from $15.6 

.. billion to $7.7 billion. Other farm-related programs 
outside the purview of the four-year farm bill are 

J treated similarly in the President's proposed budget 
as the following summary indicates 

1. Crop insurance - The Federal Crop Insurance 
4 Program makes "all risk" crop insurance available 

to farmers so they can minimize losses due to 
natural hazards and adverse weather conditions. 
The budget proposes to phase out all federal 
operation and premium subsidies over a five-year 
period beginning in fiscal year 1986, thus making 
crop insurance exclusively a private-sector con-
cern by 1990. 

2. Rural development - Farmers Home Admini-
stration rural development loans for rural water 
and Sewer facilities, community facilities, and 
business and industry development would be termi-
nated except for hardship loans and grants for 
water and sewer developments Future assistance 
would be provided through community development 
block grants 

3. Water and soil conservation - The budget 
proposes to terminate all federal programs that 

*" defray part of the cost of water and soil conservation 
measures on private lands including the Agricultural 
Conservation Program and the Great Plains Con-
servation Program. 

4. Housing - To reduce the deficit and reform the 
delivery of housing assistance, the 1986 budget 

? proposes to terminate the Farmers Home Admini-
stration housing assistance programs 

« 5. Rural electric and phone programs - All of the 
Rural Electrification Administration's loan programs 
to assist rural electrical and telephone systems 
would be phased out by 1990. 

/ 

by economists at Iowa State and the University 
of Missouri, estimates that the farm debt that 
cannot be repaid will rise from an estimated $8.7 
billion to about $15.3 billion if the program is 
adopted.11 Under these circumstances, agri-
cultural banks almost certainly will experience 
higher loan losses. As price supports and other 
guarantees that address volatility are phased out, 
the risk of default is increased for existing as well 
as new agricultural loans. This may prompt some 
agricultural banks to price farm loans higher 
while other banks may exercise more caution in 
extending agricultural loans. 

The probable balance sheet effects on farm 
banks of less generous farm legislation com-
bined with the depressed farm economy would 
be the following: (1) a reduced percentage of 
agricultural loans in the loan portfolio, although a 
drop in lending by the Farmers Home Admini-
stration would tend to raise demand for loans 
from the private sector; (2) an increased per-
centage of troubled agricultural loans; (3) higher 
write offs of agricultural loans, hence, increased 
net charge offs; and (4) additional foreclosures, 
which would appear on the balance sheet in 
the"other real estate owned" category. Conse-
quently, reductions in farm aid will tend, at 
least in the short run, to weaken earnings and 
solvency at farm banks. 

The foregoing discussion suggests that the 
agricultural credit crisis has yet to run its course 
But just how severe has the problem been for 
commercial banks in the Southeast and the 
nation? 

Agricultural Banks in the U.S. 
At year-end 1984, fully 3,987 commercial 

banks or more than a quarter of the 14,479 
FDIC-insured commercial banks in the United 
States had substantial involvement in agricul-
ture and thus qualified as farm banks—defined 
as commercial banks with less than $500 million 
in assets and with farm loans accounting for at 
least 25 percent of total loans.12 The highest 
concentration of farm banks is found in the 
Midwest and in the Plains states (see Chart 1). 
Since 1979 when there were 4,471 agricultural 
banks, their number has declined somewhat, 
chiefly because the farm economy's importance 
has declined. Total farm loans held by farm 
banks increased from $20.8 billion in 1979 to 
$24.7 billion at year-end 1984; however, when 
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Chart 1 . Number of Agricultural Banks by State, December 31, 1984 

Total: 3,987 
Southeast: 187 

Source: FDIC, "Consolidated Report of Condition for Insured Commercial Banks." 

taking inflation into account, the total amount 
of agricultural banks' farm loans is considerably 
reduced. Considering farm banks in the aggre-
gate, 44.8 percent of their loan portfolio (22.8 
percent of total assets) consisted of agricultural 
loans at the end of last year. 

At the close of the 1970s, the financial status 
of agricultural banks in the United States was 
exceptionally strong, owing to the vigor of the 
farm economy and to generous programs that 
reduced risk for lenders and borrowers alike. 
Analyzed as a group, net charge offs were only 
0.2 percent of total loans, compared with 0.36 
percent for other small banks (see Table I).13 

Agricultural banks' reserve for loan losses, an 
amount influenced by bank regulators' assess-
ments of asset quality and designed to cover all 
probable loan losses, stood at 0.91 percent of 
total loans, compared with 0.92 percent for 
other small banks. At year-end 1979, earnings 
were 12.37 times loan losses at farm banks, 

while for other small banks they were a much 
lower 6.55.14 Other real estate owned (OREO) 
as a percentage of total loans plus OREO stood 
at 0.14 percent compared with 0.26 percent for 
the peer group. This suggests that farm fore 
closures by banks were a rare occurrence, for 
when a bank takes possession, the property's 
value becomes part of OREO until it is later 
sold off and becomes part of recoveries. 

Earnings at agricultural banks also were higher 
than their non-agricultural counterparts: return 
on assets (ROA) was 1.22 percent for farm 
banks and 1.04 percent for the peer banks, 
while return on equity (ROE) was 14.5 percent 
and 12.2 percent, respectively. At year-end 
1979, farm banks were slightly less well-
capitalized than peer group banks, with equity 
comprising 8.42 percent of assets for the former 
and 8.48 percent for the latter. 

The above comparison clearly indicates that 
agricultural banks' asset quality and earnings 
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Table 1. Financial Ratios of Agricultural Banks and Non-Agricultural Peer Banks, 
U.S. and Southeast 1979-1984 

1979 1981 1982 

Number of banks 
Total farm- loans ($ millions) 

Asset Quality 
NCOs/Total Loans 
Troubled Loans/Total Loans 
Loan Loss Allowance/Total Loans 
Earnings Coverage of Loan Losses 
OREO/Total Loans + OREO 

Capital 
Equity/Assets 

Earnings 
ROA 
ROE 

4,471 
20,797 

Agricultural Banks-U S 

4,417 
20,799 

4,272 
20,921 

4,189 
22,902 

4,130 
24,485 

Percent 

3,987 
24,721 

0.20 0.33 0.42 0.70 0.95 1.36 
N/A N/A N/A 4.81 5.29 6.29 
0.91 0.97 0.98 1.01 1.11 1.32 

12.37a 8.70a 7.08a 4.45a 3.26a 2.24' 
0.14 0.20 0.27 0.44 0.61 0.85 

8.42 8.66 8.75 8.84 8.94 8.94 

1.22 1.31 1.26 1.16 0.99 0.73 
14.52 15.12 14.38 13.17 11.02 8.11 

Non-Agricultural Peer Banks-U.S 

Number of banks 
Total farm loans ($ millions) 

Asset Quality 
NCOs/Total Loans 
Troubled Loans/Total Loans 
Loan Loss Allowance/Total Loans 
Earnings Coverage of Loan Losses 
OREO/Total Loans + OREO 

Capital 
Equity/ Assets 

Earnings 
ROA 
ROE 

Number of banks 
Total farm loans ($ millions) 

Asset Quality 
NCOs/Total Loans 
Troubled Loans/Total Loans 
Loan Loss Allowance/Total Loans 
Earnings Coverage of Loan Losses 
OREO/Total Loans + OREO 

Capital 
Equity/Assets 

Earnings 
ROA 
ROE 

6,566 6,753 6,685 7,078 7,159 7,111 
5,294 5,482 5,630 6,101 6,466 6,662 

Percent 

0.36 0.45 0.46 0.69 0.78 0.75 
N/A N/A N/A 5.58 5.20 5.32 
0.92 0.97 0.99 1.02 1.04 1.10 
6.55a 5.69 a 5.63 a 3.84a 3.26a 3.14a 

0.26 0.32 0.42 0.63 0.69 0.70 

8.48 8.67 8.68 8.77 8.58 8.63 

1.04 1.06 1.03 0.92 0.82 0.75 
12.23 12.18 11.91 10.53 9.52 8.73 

Agricultural Banks-Southeast 

312 300 274 248 210 187 
1,102 1,137 1,024 981 911 900 

Percent 

0.43 0.50 0.87 0.94 1.08 1.18 
N/A N/A N/A 7.44 6.90 7.40 
1.06 1.09 1.15 1.25 1.26 1.22 
6.35a 6.12a 4.03a 3.66a 3.19a 2.61a 

0.33 0.35 0.39 0.61 0.75 0.88 

8.81 9.07 9.05 9.15 9.18 9.05 

1.20 1.30 1.24 1.12 1.05 0.89 
13.62 14.35 13.73 12.29 11.39 9.86 

Number of banks 
Total farm loans ($ millions) 

Asset Quality 
NCOs/Total Loans 
Troubled Loans/Total Loans 
Loan Loss Allowance/Total Loans 
Earnings Coverage of Loan Losses 
OREO/Total Loans + OREO 

Capital 
Equity/Assets 

Earnings 
ROA 
ROE 

aEarnings coverage is a ratio, no! a percentage t igure 

Source FDIC. Consol idated Renort ot Condit ion tor Insured Commercial Banks 

Non-Agricultural Peer Banks-Southeast 

1,245 
1,027 

1,285 
1,129 

1,203 1,218 
1,067 1,105 

Percent 

1,237 
1,144 

1,194 
1,044 

0.51 0.57 0.59 0.84 1.06 0.86 
N/A N/A N/A 5.87 5.93 5.86 
1.02 1.08 1.09 1.13 1.14 1.11 
5.17a 5.13a 4.95a 3.53a 2.76a 3.07 a 

0.39 0.43 0.53 0.70 0.75 0.71 

8.64 8.67 8.74 8.74 8.73 8.94 

1.04 1.12 1.09 0.96 0.86 0.84 
12.07 12.97 12.44 11.02 9.84 9.36 
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performance were superior to non-agricultural 
peer banks' at the close of the 1970s. From 
year-end 1979 to year-end 1984, however, a 
year-by-year analysis shows the asset quality 
ratios of agricultural banks deteriorating relative 
to the peer group. Complicating the analysis is 
the fact that the 1980s have been a difficult 
period for all banks, and for small banks in 
particular. Recently, banks have been hurt by 
disinflation, not only in the farm sector but in 
oil and gas reserves, mining properties, and 
certain real estate properties as well. Unlike 
large banks, small banks have been unable to 
offset these losses with the sale of headquarters 
buildings and securities. Additionally, some 
small banks have suffered as deregulation has 
increased competition and the cost of their 
funds. Agricultural banks, nonetheless, have 
been afflicted disproportionately as many farm 
loans have soured. 

Financial ratios at other small banks as well as 
agricultural banks have generally deteriorated 
over the period 1979 to 1984. By year-end 
1982, however, most asset quality ratios for 
farm banks had become less favorable than 
those for other small banks. Net charge offs as a 
percentage of total loans (NCO/TO, for instance, 
had increased to 0.69 percent for non-farm 
banks by 1982, and had risen to 0.70 percent 
for farm banks. By 1984, NCO/TL reached 0.75 
percent for other small banks, but had leaped 
to 1.32 percent for farm banks (see Chart 2). By 
the end of last year, farm banks' earnings were 
only 2.24 times loan losses, compared with 
3.14 for nonagricultural peer banks, and down 
from 12.37 at the end of 1979. Interestingly, 
farm banks still maintained higher earnings 
until 1984, when return on assets and return on 
equity dipped under the corresponding values 
for other small banks. At year-end 1984 agricul-
tural banks' ROA was 0.73 percent, down from 
0.99 percent just a year earlier, while ROE 
declined sharply from 11.0 percent to 8.1 
percent from 1983 to 1984 (see Chart 3). 
Agricultural banks' rural locations and isolation 
from major competition may explain their his-
torically higher levels of profitability. 

The ratio of troubled loans to gross capital 
can be a touchstone for asset quality.15 Troubled 
loans exceeding gross capital is considered a 
leading indicator of potential problems. At 
year-end 1984, 200 or 5 percent of all agricultural 
banks had troubled loans in excess of gross 
capital (see Chart 4). These banks are located 
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primarily in the Midwest and certain western 
states. 

Agricultural Banks in the Southeast 
Relatively few of the nation's 3,987 agricul-

tural banks are located in the Southeast The 
region's 187 agricultural banks account for 
only 4.7 percent of the nation's total, while 
their $900 million in farm loans make up only 
3.6 percent of all farm loans held by agricultural 
banks. Viewed from this perspective, the farm 
bank problem in the Southeast is of relatively 
small magnitude, especially when compared 
with the Cornbelt and Plains states where most 
farm banks are located. Moreover, southeastern 
commercial banks are less dependent on farm 
loans, and farm debt is less concentrated in the 
region's farm banks. 

Of the Southeast's $21.7 billion in farm debt 
as of December 31,1983, only 15.1 percent or 
$3.3 billion was held by commercial banks 
compared with a national figure of 22 percent 
(see Chart 5). Considerably greater percentages 
of farm debt in the region are held by Federal 
Land Banks and the Farmers Home Administra-
tion. Farm debt at all the region's commercial 
banks comprises only 3.4 percent of their total 
loan portfolio compared with 4.4 percent for 
the nation. Moreover, this debt is distributed 
more evenly among commercial banks in the 
Southeast, thus reducing the number of banks 
meeting the agricultural bank criteria Farm 
banks hold only 27.7 percent of the agricultural 
loans held by all commercial banks in the 
Southeast, while nationally farm banks hold 
just over half or 50.7 percent of such debt. 

Among agricultural banks, too, the farm debt 
is distributed more evenly. Nationally, 35.1 
percent of all agricultural banks have between 
50 and 75 percent of their loans in the agricul-
tural sector, and 7.3 percent hold more than 75 
percent farm loans. In contrast only 9.1 percent 
of agricultural banks in the Southeast have 
between 50 and 75 percent agricultural loans; 
none holds more than 75 percent farm loans. 
Hence, a far smaller proportion of farm banks 
in the Southeast have high concentrations of 
agricultural debt, especially compared with 
regions such as the Cornbelt and Plains states. 

Since the number of southeastern agricultural 
banks has dwindled from 312 in 1979 to 187 in 
1984, the total farm debt to agricultural banks 
has also declined—from $1.1 billion to $.9 billion 
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Chart 4. Agricultural Banks Where Troubled Loans Exceed Gross Capital, 
by State, December 31, 1984 

K E Y 

N u m b e r of agricultural banks w / t roub led loans 
in excess of gross c a p i t a l 

U.S. Southeast 

% of 
N o Total 

% of 
No. Total 

2 0 0 5 . 0 2 7 3 .74 

Source: FDIC, "Consolidated Report of Condition for Insured Commercial Banks." 

in the same period. Total farm debt at all 
commercial banks in the Southeast increased 
over this period. Because agricultural banks in 
the Southeast are relatively few and only a 
small percentage are highly concentrated in 
agriculture, we would not expect the region's 
farm bank problem to be critical. 

Until recently, southeastern agricultural banks' 
performance failed to match that of U.S. agricul-
tural banks in general. Net charge offs were 
lower for U.S. agricultural banks than for their 
southeastern counterparts until 1984, when 
the U.S. figure rose markedly (see Chart 2). 
Likewise, Southeastern agricultural banks were 
less profitable than U.S. agricultural banks until 
1983, when profitability for the latter started 

dropping more rapidly. Additionally, south-
eastern farm banks were still more profitable 
than other small banks even at year-end 1984 
(see Chart 3). Consequently, it would seem 
that the downturn in the farm economy did not 
burden southeastern agricultural banks to the 
same extent as those in other parts of the 
country. 

Profitability for southeastern agricultural banks 
in 1984 registered second best out of seven 
regions in Table 2. Profitability for agricultural 
banks in the Great Lakes, Plains, and Cornbelt 
regions ranked five, six, and seven, respectively. 
Only 8.6 percent of southeastern farm banks 
had negative net income, which was second 
best of the seven regions. 
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Chart 5. Distribution of Agricultural Debt, U.S. and Southeast 
December 31, 1983 

Percentage of Total Farm Debt by Lender 
U.S. Southeast 

Farmers 
Administrat ion 

1 0 . 6 

Federa l 
Bank 
2 2 . 0 

Banks 
22 .7 

Product ion 
Credit 

Associat ions 
8.9 

Others 
2 9 . 9 

Total = $ 2 0 1 billion Insurance 
6.8 

C o m m e r c i a l 
Banks 

15.1 

Tota l = $ 2 1 . 7 billion 

Federa l 
Bank 
28 .5 

Farmers 
Administrat ion 

22.0 

Product ion 
Credit 

Associat ions 
9.2 

Farm Debt as a Percentage of Total Debt at Commercial Banks 

U.S. Southeast 

Total = $ 1 , 1 0 6 billion Tota l = $ 9 7 . 7 billion 

Farm Debt Held by Commercial Banks 
U.S. Southeast 

All U.S. Farm Banks: 4 4 . 8 % All Sou theas t Farm Banks: 3 4 . 5 % 

Banks 
5 0 . 7 

Agricultural 
Banks 
2 7 . 7 

Total = $ 4 8 . 3 bil l ion Tota l = $ 3 . 3 billion 

Number of Agricultural Banks by Percentage Farm Loans 

Over 7 5 % 

2 5 - 5 0 % 

5 0 - 7 5 % 

2 5 - 5 0 % 

Farm Loans / 
Total L o a n s 

Southeast 
Farm Loans / 
Total Loans 

Source: USDA and FDIC, "Consolidated Report of Condition for Insured Commercial Banks." 
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That southeastern farm banks have not been 
as hard hit by the farm credit crisis as those in 
the central regions of the country is further 
supported by the distribution of troubled farm 
banks as determined by the Comptroller of the 
Currency. As of September 30, 1984, 237 agri-
cultural banks were on the Comptroller of the 
Currency's list of 755 nationally-chartered problem 
banks. Only one of these, a Mississippi farm 
bank, was located in a southeastern state. An 
analysis of asset quality of U.S. agricultural banks 
identifies 200 whose troubled loans exceeded 
gross capital at December 31, 1984; only seven 
of these agricultural banks, however, were in the 
Southeast (two each in Louisiana and Mississippi 
and three in Tennessee; see Chart 4). 

Farm banks in the Southeast, however, have 
not entirely escaped the consequences of the 
depressed farm economy. As Table 2 indicates, 
net charge offs of farm loans were 1.75 percent 
for the region's agricultural banks, much higher 
than the 1.18 percent net charge offs for all 
loans by these banks, and exceeded only by 
the Cornbelt and Plains regions.16 (Because of 
the large number of farm banks in those two 
regions, however, net charge offs of farm loans 
by southeastern farm banks are still somewhat 
below the national average.) Southeastern farm 
banks, however, had a higher percentage of 
troubled loans than the national average, being 
exceeded by only one other region. Small 
banks are not required to break out all of the 
troubled loan categories for farm loans, and so 
we do not know just how many of these 
troubled loans are agricultural loans. In some 
cases, however, it can be determined that 
most, if not all, of a bank's troubled loans are 
agricultural loans.17 The level of troubled loans 
for southeastern agricultural banks suggests 
that some of these banks may experience 
future difficulties. 

State-by-State Analysis 
The asset quality of Alabama's 25 agricultural 

banks looks relatively strong. Although their 
net charge offs as a percentage of total loans 
were fairly high—fifth out of six southeastern 
states—no individual Alabama farm bank had 
net charge offs in excess of 30 percent of gross 
capital, ortroubled loans greaterthan 60 percent 
of gross capital. As a group, Alabama agricultural 
banks had the lowest troubled loans to gross 

capital and highest equity over assets ratios, 
indicating good capitalization, and they had 
the second highest ROA (see Table 2). 

Florida's five agricultural banks, likewise, have 
healthy asset quality. No Florida agricultural 
bank had net charge offs greater than 5 percent 
of capital; they had the lowest percentage of 
net charge offs, the second lowest percentage 
of troubled loans, and the best earnings coverage 
of loan losses. 

Georgia has both the greatest number of 
farm banks in the Southeast (55) and the most 
profitable. In addition, its farm banks' percent-
ages of net charge offs and troubled loans were 
below the regional averages and they had the 
second highest earnings coverage of loan losses. 
Nonetheless, a look at individual farm banks in 
Georgia reveals a few with high troubled loans 
and/or net charge offs, some of which also had 
substantial losses.18 Poor asset quality for these 
agricultural banks can be attributed as much to 
other loans as to farm loans. 

Louisiana's 30 agricultural banks had the 
second lowest percentage of net charge offs, 
the second highest ROE and third highest ROA 
for the region, and only one bank suffered 
losses. The high level of t roub led loans at 
Louisiana's farm banks, however, is cause for 
concern. A look at individual farm banks in the 
state with high levels of troubled loans reveals 
a much higher percentage of troubled farm 
loans than total troubled loans. Few of Louisiana's 
agricultural banks now are experiencing major 
difficulties, yet the potential remains because 
of the high percentage of troubled farm loans. 

While Mississippi's 34 agricultural banks had 
net charge offs below the national rate, and 
only marginally above that for the Southeast, its 
net charge offs of farm loans, at 2.07 percent, 
were well above the national average. Of the six 
southeastern states, Mississippi's agricultural 
banks were also the least profitable, four banks 
having experienced losses. Earnings at Missis-
sippi's farm banks were only twice the level of 
net charge offs, the lowest for the region. 
Although their percentage of troubled loans 
was somewhat less than that of the region, the 
ratio of troubled loans to gross capital was 
second highest of the six southeastern states, 
owing primarily to Mississippi farm banks' low 
equity to assets ratio. A small number of Missis-
sippi's agricultural banks have worrisome levels 
of troubled loans, which in part can be attributed 
to poorly performing agricultural loans. 
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Table 2. Financial Ratios of Agricultural Banks by Region and State as of December 31, 1984 

Farm Net Charge Offs 
Total Loans/ Farm 

Number Farm Total Loans Troubled Loans/ 
Agricultural of Banks Loans Loans Total Total Loans 

Banks number percent ($ millions) (percent) 

IS. 3,987 100.0 24,721 44.8 1.36 1.87 6.29 
legion3 

6.16 Cornbelt 1,375 34.5 8,619 43.3 1.38 2.25 6.16 
Great Lakes 602 15.1 3,333 42.8 1.03 1.72 6.69 
Mid-Atlantic 105 2.6 498 33.5 0.83 1.38 4.83 
Mountain 186 4.7 1,494 43.3 1.19 1.31 8.75 
Plains 1,075 27.0 6,998 54.9 1.64 1.98 5.85 
Southeast 187 4.7 900 33.6 1.18 1.75 7.40 
South-Central 424 10.6 2,632 41.0 1.43 1.10 5.31 

State 
Alabama 25 13.4 66 31.8 1.28 1.73 6.02 
Florida 5 2.7 18 34.9 0.46 0.61 6.38 
Georgia 55 29.4 187 34.1 0.98 1.35 6.63 
Louisiana 30 16.0 211 33.2 0.91 1.15 8.40 
Mississippi 34 18.2 240 37.9 1.25 2.07 7.31 
Tennessee 38 20.3 178 29.7 1.61 2.68 7.68 

Agricultural 
Banks 

Earnings 
Coverage of 
Loan Losses 

Troubled 
Loans/ 

Gross Capital 
Return 

on Assets 
(percent) 

Number of Banks 
Return with Negative Equity/ 

on Equity Net Income Assets 
(percent) 

U.S. 2.24 33.06 0.73 8.11 528 8.94 
Region3 

8.90 Cornbelt 2.17 31.59 0.65 7.32 191 8.90 
Great Lakes 2.42 39.41 0.74 8.35 60 8.83 
Mid-Atlantic 3.70 22.82 1.02 10.86 5 9.41 
Mountain 2.51 49.43 0.79 9.01 25 8.72 
Plains 2.05 30.92 0.72 8.01 170 9.01 
Southeast 2.61 36.88 0.89 9.86 16 9.05 
South-Central 2.38 25.92 0.82 8.97 55 9.09 

State 
Alabama 2.95 22.06 
Florida 6.08 25.18 
Georgia 3.57 28.29 
Louisiana 3.07 47.30 
Mississippi 1-98 41.87 
Tennessee 2.15 40.00 

1.00 9.75 2 10.23 
0.90 9.34 1 9.66 
1.09 11.08 3 9.81 
0.98 10.96 1 8.92 
0.60 7.32 4 8.25 
0.86 9.92 5 8.66 

aRegions comprise the following states Northeast and West regions are omitted because of an insignificant number of agricultural banks. 

Cornbelt - Illinois, Indiana Iowa. Missouri, Ohio 
Great Lakes - Michigan, Minnesota, Wisconsin 
Mid-Atlantic - Delaware, Kentucky. Maryland, North Carolina South Carolina Virginia West Virginia 
Mountain - Colorado, Idaho, Montana New Mexico, Wyoming 
Plains - Kansas, Nebraska North Dakota South Dakota 
Southeast - Alabama Florida Georgia Louisiana Mississippi, Tennessee 
South-Central - Arkansas Oklahoma Texas 

Source: FDIC, "Consolidated Report of Condition for Insured Commercial Banks" 
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As a group, Tennessee's 38 farm banks 
performed most poorly in the region, experi-
encing the highest percentage of net charge 
offs, the second highest percentage of troubled 
loans, and the second lowest return on assets. 
At 2.68 percent, Tennessee's farm banks also 
had the highest net charge offs of farm loans, 
well above the national average. Several of 
Tennessee's agricultural banks had high pro-
portions of troubled loans, high levels of net 
charge offs, or both; and about half of these 
had losses. Not in all cases, however, could poor 
asset quality at these banks be attributed to agri-
cultural loans. Farm loans appeared to be a 
source of strength for some of these banks, with 
none of their loans charged off and very few past 
due. 

Of the six southeastern states, Florida and 
Alabama agricultural banks have the fewest 
problems, as none has major asset quality 
woes. Farm loans at agricultural banks for 
both these states combined, however, comprise 
less than 10 percent of the total for the region. 
Georgia has a few farm banks with shaky asset 
quality, but none is in serious condition. The 
asset quality of a few agricultural banks in 
Louisiana and Mississippi is a bit worse, particu-
larly in Louisiana because of the high percentage 
of troubled loans in several banks. The few farm 
banks in Tennessee with poor asset quality 
appear to be experiencing the greatest problems, 

'Federal Deposit Insurance Corporatioa 
2 John F. Downey, the OCC's chief national bank examiner, made this 
comment in "Evolution of the Examining Process," which he presented to 
the Investment Management Institute in New York on March 27,1985. 

3Wendy L Wall, "Sudden Worsening of Nation's $37 Billion Farm-Export 
Market May Postpone Recovery in the Troubled Agricultural Economy," 
The Wall Street Journal, (March 25, 1985). 

4 An American Bankers Association survey indicates that 14 percent of 
responding agricultural banks' farm borrowers will not receive continued 
operating credit for the 1985 production season because of deteriorated 
financial conditions Of the responding banks, 76 percent indicated that 
farm real estate values had decreased an average of 19 percent in 1984, 
while 69 percent expected farm real estate to decrease another 11 
percent in 1985. (American Bankers Association, "Special Informal 
Survey: Agricultural Credit Conditions," January 1985). 

5Keefe, Bruyette & Woods, Inc, "Agricultural Banks Reap a Grim Harvest" 
Keefe Bankreview: Banking Industry Study, vol 30 (December24,1984). 

6See footnote 3. 
'Economic Research Service, "The Current Financial Condition of Farmers 
and Farm Lenders," Agriculture Information Bulletin no 490 (USDA 
March 1985), p. 9. 

"Soybeans account for approximately 48 percent of total acreage planted 
in crops in the Southeast and 20 percent of the region's income from 
crops 

"For a more detailed explanation of the administration's debt assistance 
program and modifications in the Federal Reserve's seasonal borrowing 
program for farm banks see Mark Drabenstott and Marvin Duncan, "Farm 
Credit Problems: The Policy Choices," Economic Review, Federal Reserve 
Bank of Kansas City, voL 70 (March 1985), pp. 3-16. 

,0The Federal Reserve Board used a ratio of 17 percent farm loans over 
total loans to identify eligible banks 

" S R . Johnson, et aL,"The Administration's Proposal forthe 1985 Farm Bill: 
An Evaluation and Analysis," FAPRI Staff Report no. 3-85 (March 1985). 
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judging from their high percentage of net charge 
offs and troubled loans and poor, often negative 
earnings, but farm loans are not always the 
cause of their problems. 

Summary 

Compared with harder hit areas of the country, 
the agricultural bank problem in the Southeast 
is small. There are a number of reasons why 
agricultural banks in the region have been less 
adversely affected than those in other regions. 
Farming plays a less dominant role in the rural 
economies of the Southeast compared with other 
regions, such as the Cornbelt and Plains states, 
and most southeastern farmers rely on second-
ary sources of income. In addition, farm debt in 
the Southeast is less concentrated: a much 
smaller portion is held by commercial banks, and 
of this only about a quarter is held by farm banks 
versus nearly half for the United States. And, agri-
cultural loans constitute a smaller percentage of 
the total loan portfolio for southeastern banks; 
only a handful report greater than 50 percent 
agricultural loans. Farm banks in the Southeast, 
therefore, are not as vulnerable to the vagaries of 
the agricultural economy. Nonetheless, a few 
agricultural banks in the Southeast are experiencing 
major asset quality problems, which often, but 
not always, can be attributed to poorly performing 
agricultural loans. 

NOTES 

"This definition was used in "A Financial Perspective on Agriculture," 
Federal Reserve Bulletin, voL 70 (January 1984), and in other studies 
made by the staff of the Federal Reserve Board. 

,3Other small banks (Le non-agricultural peer banks) are defined as non-
farm banks with total assets less than or equal to the 95th percentile of 
total assets for farm banks; in all cases this was less than $80 million. 

'•Earnings coverage of loan losses is defined as net income plus provision 
for loan losses (the amount added to the loan loss allowance out of net 
income) divided by net charge offs Hence, the ratio indicates the number 
of times net charge offs are covered by earnings 

15Troubled loans are defined as the sum of past due loans(30 days or more), 
renegotiated loans and non-accruing loans Gross capital is the sum of 
total equity, subordinated debt and the allowance for loan losses 

,6For banks with assets over $300 million, net charge offs of farm loans 
apply to farm production loans Banks with less than $300 million assets 
however, are allowed to use an internal definition of agricultural loansand 
net charge offs of farm loans for these banks apply to their internally 
defined agricultural loans Banks with assets of $25 million or less are not 
required to report the amount of their internally defined agricultural loans 
therefore, their farm production loans are used as a rough estimate in 
calculating net charge offs of farm loans since in many cases a bank's 
internal definition of agricultural loans roughly corresponds to farm 
production loans Because of inconsistent and incomplete reporting 
requirements this ratio should be considered an estimate and used with 
caution. 

1 rAll banks are required to break out past due agricultural loans from the 
past due categories For many agricultural banks troubled loans were 
composed entirely or almost entirely of past due loans hence, we are 
able to determine the magnitude of troubled farm loans for these banks 

18For purposes of this discussion, banks are considered to have high levels 
of troubled loans when troubled loansexceed 60 percent ofgross capital. 
Banks with net charge offs exceeding 30 percent of gross capital are 
considered to have high net charge offs 
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