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U.S. agricultural producers and the institutions that serve their credit needs faced serious financial problems 
during the 1980s as inflation diminished and the rising dollar caused the foreign market share of U.S. farm 
products to fall. As a result, the agricultural credit delivery system, which had remained almost unchanged from 
the Great Depression until the 1980s, has been forced to modify not only its physical structure hut also its 
methods of operations and its purposes. Though there are fewer credit outlets in the revised system, the remain-
ing lending institutions, along with new features such as a secondary market for farm loans, should be stronger 
and more efficient. 

Early in the 1980s U.S. agriculture un-
derwent wrenching economic change. 
The dollar's rising value from 1980 to 

1985 caused U.S. farm products to lose price 
competitiveness against those of other coun-
tries. When the foreign market share for U.S. pro-
ducers shrank, domestic prices of grains and 
soybeans fell rapidly under the weight of excess 
supplies. As a result, many farmers became un-
able to repay debts incurred at the high interest 
rates of the late 1970s. Land values also dropped. 
A large volume of debt-f inanced real estate 
purchases had been made in the late 1970s and 
early 1980s at prices that income from agri-
cultural production could no longer justify by 
mid-decade. Both borrowing farmers and their 
lenders were then faced with a high, inade-

quately secured debt volume, much of which 
could not be repaid. 

Farmers and farm communities were not the 
only groups to suffer economic hardships during 
the period. Off-farm businesses related to ag-
riculture, especially farm credi t insti tut ions, 
have also been severely affected. The situation 
forced many farm credit companies to change 
their methods of operation, purposes and ob-
jectives, or physical structure. In some cases, 
such firms closed down altogether. In short, 
because of the upheavals of the last decade, the 
1990s' agricultural credit delivery system will be 
significantly different from the system that until 
the 1980s had undergone only minor structural 
changes since the Great Depression. This article 
studies the evolving agricultural credit delivery 
system and gives an idea of how it will be struc-
tured to meet the needs of the 1990s. 
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The Origin of Specialized 
Agricultural Lenders 

The economic turmoil of the 1980s probably 
affected the Farm Credit System more severely 
than other groups of lenders. This system has 
tradit ionally been composed of the Farm Credit 
Administration and cooperative lending agen-
cies it supervises that extend credit to borrow-
ing members (see Chart 1 a). The major banks or 
lending arms of the system were the Federal 
Land Banks, the Federal Intermediate Credit 
Banks, and the Banks for Cooperatives. The 
Farm Credit System was organized into 12 dis-
tricts across the nation with one of each of the 
three types of banks located within each dis-
trict. In addi t ion to the 12 district Banks for 
Cooperatives, a Central Bank for Cooperatives 
was located in Washington, D.C. This institution 
helped finance (1) large cooperative organiza-
tions doing business in more than one district 
and (2) bigger loan requests than single district 
banks could handle. 

The federal government estab l ished the 
Farm Credit System to service particular credit 
needs of agricultural producers. Since colonial 
times, a primary focus of most farmers' move-
ments was a demand for adequate credit. As the 
nation grew, the need for agricultural capital 
also expanded, but commercial credit facilities 
d id not sufficiently meet the rising number of 
requests. Existing institutions were accustomed 
to short-term loans to urban businesses; such 
lenders were usually not inclined to lengthen 
their credit terms to accommodate the slower 
business turnover in agriculture. Furthermore, 
the concentrat ion of f inancial inst i tut ions in 
eastern industrial centers required inland farm-
ers to borrow through agents and middlemen 

whose commissions and loan renewal fees 
pushed up borrowing costs. 

Frequent loan renewals necessi tated by 
short- term lend ing (as when payments were 
due at 90-day intervals even though income was 
typical ly avai lable only once a year) added 
heavy f inancing burdens to borrowers. The 
shortage of production credit (to finance the 
purchase of seeds and the like) f requent-
ly caused farmers to seek merchant c r e d i t -
essentially advances that the retailers granted 
to farmers for purchasing the materials needed 
for each season's production. The latter was 
typically costlier than loans extended for the 
same purpose by financial institutions. Even 
real estate loans rarely exceeded three to five 
years, and renewals were often refused when 
money was tight. Such stringent credit measures 
contr ibuted to f requent loan del inquenciesand 
foreclosures. Farmers and their representatives 
contended that a credit service more suited to 
the needs of agriculture could avoid much of 
this financial turmoil. 

After many attempts to secure more suitable 
credit facilities, farmers looked to the Federal 
Farm Loan Act of 1916 to bui ld a credit system 
that would meet their particular needs. Twelve 
Federal Land Banks were chartered in 1917. The 
federal government provided the initial capital, 
which was repa id later w i th funds acquired 
through sale of stock to borrowers, who even-
tually became the banks' owners. Through local 
associations Federal Land Banks provided real 
estate mortgage loans to farmers at terms rang-
ing from 5 to 40 years. Sales of bonds that were 
backed by first mortgages on farm real estate 
funneled money from financial markets into 
loan funds. The costs of funds and the expenses 
of operating the credit delivery system deter-
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mined the interest rates on these loans. Mem-
ber farmers throughout the country could then 
borrow at rates comparable to those available 
to the nation's largest businesses. 

In 1923 Congress addressed the short- and 
intermediate-term credit needs of farmers by 
establ ishing 12 Federal In termediate Credi t 
Banks. Ini t ial funds came from the federal 

Chart 1a. 
Historical Structure of the Cooperative Farm Credit System 
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Source: Nelson and Murray (1967): 420-21 (Courtesy of the Farm Credit Administration). 
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government, but, as with the Federal Land 
Banks, the Intermediate Credit Banks even-
tually became fully owned by borrowers. These 
banks made short- and intermediate-term loans 

to Production Credit Associations and a number 
of other agricultural financing institutions by 
discounting the loans these agencies made to 
farmers. The Intermediate Credit Banks ac-

Chart 1b. 
Major Components of the Cooperative Farm Credit System, 1989 
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The reorganization of the Farm Credit System has created new entities and changed traditional relationships among its 
major components. The Farm Credit Administration examines and regulates but no longer exercises a direct supervisory 
role. Borrower Trade Associations are independent of the Farm Credit Administration. A number of institutions and their 
governing boards are currently undergoing additional changes that prevent a definitive portrayal of interrelationships 
such as that shown in Chart 1a. 

*ln the process of forming an expanded trade association in early 1990. 

Source: The Farm Credit System, "1989 Information Guide"; and The Federal Agricultural Mortgage Corporation. 
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quired loan funds and set interest charges in the 
same way that the Federal Land Banks did. 

The Farm Credit Act of 1933 established the 
third arm of the Farm Credit System, the 13 
Banks for Cooperat ives. These inst i tu t ions 
made loans to farmers' cooperative businesses. 
Although they operated similarly to the Land 
and Intermediate Credit Banks, the Coopera-
tive Banks also loaned to organizations that sold 
supplies to farmers as well as firms which pro-
cessed and marketed farmers' products. With 
the three types of banks, the Farm Credit Sys-
tem was posit ioned to service the full range of 
farmers' financial needs. 

To bring all federally sponsored farm credit 
agencies and activities under one administra-
tive umbrella, the Farm Credit Administration 
(FCA) was created by executive order in 1933. 
After some changes during its early years, the 
FCA became an independen t agency in the 
federal government 's executive branch wi th 
supervisory responsibil i ty for the Farm Credit 
Banks. Congress appropriated the amount of 
the FCA's operating budget, but the actual funds 
came from assessments on the lending banks. 
Except for relatively minor shifts in function and 
organization, the Farm Credit System remained 
intact from 1933 until the passage of the Farm 
Credit Act of 1987. 

Though not technically a component of the 
Farm Credit System, the Farmers Home Ad-
ministration (FmHA) and its predecessor agen-
cies were also significant parties in the federal 
government's effort to provide credit relief to 
farmers during and after the Great Depression. 
The Resettlement Administration, later called 
the Farm Security Administration, was created 
in 1935 to answer farmers' demands for direct 
government loans. This agency provided des-
t i tute farm families both supervised credit at 
low cost and outright grants to keep their farms 
operating and stem the need for welfare. In the 
1940s, when emergency credit needs dimin-
ished, the FmHA replaced the Farm Security 
Administration and focused on providing credit 
to beginning farmers with l imi ted capital. The 
FmHA also extended emergency credit to es-
tablished farmers who were in financial dif-
ficulty because of droughts, floods, hail storms, 
or adverse economic conditions. This agency, 
with offices in 43 states and most U.S. counties, 
is part of the U.S. Department of Agriculture. 

Shifting Agricultural Loan Volume 

After working reasonably well for decades, 
the tr ipart i te Farm Credit System and all other 
agricultural lenders began to experience seri-
ous problems in the 1980s. Loan volume began 
to flatten at first and then decl ined sharply, and 
its distr ibut ion among lenders also changed. 
Chart 2 shows total farm debt as well as real 
estate and nonreal estate obligations outstand-
ing from 1975 through 1988. Total farm debt 
outstanding d ropped by approx imate ly $53 
b i l l ion , or 28 percent, dur ing the five-year 
period ending in 1988. From a peak of $104.8 
b i l l ion in 1983, total farm real estate d e b t 
outstanding had decl ined 27 percent by 1988. 
Nonreal estate debt fell 29 percent during the 
same period. Outstanding debt began to shrink 
in 1984 as agricultural problems intensi f ied. 
Aside from fluctuating loan volume, many lend-
ers sustained heavy losses because of uncol-
lect ible loans. Some losses were recognized 
and written off, leading to many foreclosures; 
borrowers who were able paid off high-interest 
loans and reduced the use of credit. Agricultural 
operations actually contracted during this peri-
od of negative or low agricultural profits. The 
lenders servicing agriculture changed substan-
tially as well. 

The shares of outstanding debt held by some 
specific lenders also shifted markedly from 1983 
to 1988. Five major lending groups, ident i f ied in 
Table 1, provide agriculture's long-term loans or 
debt secured by farm real estate. Federal Land 
Banks held the largest share of loans through 
most of the period. After rising from 1975 to 
1984, though, Land Banks' share began to de-
cline. They held nearly 44 percent of total real 
estate debt in 1984, but the share had dropped 
almost one-fifth—to 36 percent—in 1988, the 
lowest share since 1979. The proport ion of simi-
lar debt held by noninstitutional or individual 
lenders decl ined since 1975 as well. The most 
notable drop occurred from 1984 to 1988, when 
total debt outstanding was also declining sharp-
ly. A near cessation of new lending caused in-
dividual (noninstitutional) lenders to lose their 
1975 posi t ion as the pr imary source of real 
estate loans with almost 35 percent of the total. 
In 1988 they held a weak second place with only 
22 percent of total loans. 
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Bi l l ions 
of 

Dol lars 

Chart 2. 
Volume of Farm Debt Outstanding 

Source: U.S. Department of Agriculture, AFO-32 (February 1989). 

Life insurance companies kept a relatively 
steady 11 percent share of the declining credit 
volume during the 1980s, and shares increased 
for both commercial banks and the Farmers 
Home Administration from 1983 onward. The 
percentage held by commercial banks fell sharp-
ly from 1975 to 1982, while Federal Land Bank 
lending was growing rapidly. Then, from 1982 to 
1988, commercial banks' share jumped from 7.4 
percent to over 18 percent, reflecting an ab-
solute gain in loan volume of $6.6 bill ion. Banks 
were able to price credit at the cost of newly 
acquired funds while interest rates were falling, 
allowing them to attract business away from 
other lenders, especially from Federal Land 
Banks, whose policy of pricing based on the 
average of their interest costs on bonds made 
their loan rates noncompetitive. (Average cost 
pricing had given Federal Land Banks an advan-
tage dur ing per iods of rising interest rates.) 
From 1982 to 1988 the FmHA upped its share by 
over 3 percentage points to nearly 12 percent, 

yet the gain in actual loan volume was only 
about $0.6 bil l ion. 

Nonreal Estate Debt. The ranks of the prin-
cipal lenders of nonreal estate debt shown in 
Table 2 also shifted between 1975 and 1988. 
Noninst i tut ional lenders (largely individuals) 
reduced their share of loans by more than 3 per-
cent from 1982 to 1988. Production Credit As-
sociations, the principal short-term lending arm 
ofthe Farm CreditSystem, dropped their collec-
tive share from 21 percent to 14 percent in the 
1983-88 period following a relatively modest 
loss from 1975 to 1982. A noncompetit ive rate 
structure, along with the shrinkage in total ag-
ricultural production during the 1983-88 period, 
penalized Production Credit Association lend-
ing. 

As with real estate debt, the nonreal estate 
debt share gainers were commercial banks and 
the FmHA. Commercial banking's share de-
cl ined during the period of rising interest rates 
from 1975 to 1981 but edged upward through 
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Table 1. 
Lender Shares of Farm Real Estate Debt 

(percent) 

Year 

Federal 
Land 

Banks 

Life 
Insurance 

Companies 
Commercial 

Banks 

Farmers 
Home 

Administration 
Individuals 
and Others 

Total 
Debt' 

1975 32.1 13.7 12.4 6.7 34.8 45.3 

1976 33.4 13.5 12.0 6.6 34.2 50.5 

1977 33.6 13.9 12.0 6.2 33.5 58.4 

1978 34.0 14.5 11.6 5.6 32.5 66.7 

1979 34.3 14.1 9.8 7.8 32.2 79.7 

1980 37.0 13.4 8.7 8.3 31.0 89.6 

1981 40.8 12.3 7.7 8.2 29.7 98.7 

1982 42.9 11.6 7.4 8.2 28.8 102.5 

1983 43.0 11.3 8.1 8.3 28.5 104.8 
1984 43.7 11.2 9.0 8.9 26.7 103.7 

1985 42.2 11.3 10.7 9.8 25.8 97.7 

1986 39.3 11.5 13.2 10.7 25.1 88.5 

1987 37.0 11.4 16.5 11.4 23.6 80.8 

1988 36.0 11.6 18.5 11.8 22.1 76.7 

*Total debt is in billions of dollars. 

Source: U.S. Department of Agriculture, AFO-32 (February 1989). 

the remainder of the 1980s. In comparison, the 
Farmers Home Administration share exploded 
from a minuscule 3.9 percent in 1975 to 22 per-
cent in 1988 with the greatest gains coming 
before 1982. In fact, even though total nonreal 
estate debt outstanding fell sharply as severe 
economic problems beset agriculture, the vol-
ume of FmHA debt grew by nearly $1.0 bi l l ion 
during this period. The agency not only made 
increasing loans to previous borrowers as un-
paid debts were rolled forward from year to year 
but also acquired some new customers that 
other lenders turned away. The FmHA has 
followed a long-standing policy of extending 
credit to farmers who could not obtain financing 
at reasonable rates from other sources. 

Commercial Banks. As the single most im-
portant source of short-term or operating credit 
for farmers, commercial banks experienced a 
major share of the repercussions from the eco-
nomic hardship on farms. Delinquent farm loans 
at commercial banks grew from $0.9 bi l l ion in 
1982 to $2.6 bi l l ion in 1985 (see Table 3), reach-

ing a peak in that year of 7.3 percent of total farm 
production loans outstanding. Net charge-offs 
of farm loans at commercial banks reached their 
highest levels of $1.3 bi l l ion and $1.2 bi l l ion in 
1985 and 1986, respectively, which represented 
3.7 and 3.8 percent of such loans outstanding in 
those years (see Table 4). By 1987 charge-offs 
had dropped to $535 million, or 1.8 percent, of 
such loans outstanding, and preliminary data for 
1988 indicate a decline to a relatively insignifi-
cant level. Reflecting these lending losses, ag-
ricultural bank failures increased from a single 
incident in 1981 to 67 in 1985,65 in 1986, and 69 
in 1987. 

From 1981 through 1988, 289 agricultural 
banks failed.1 While this figure accounts for less 
than 6 percent of the nearly 5,000 banks clas-
sified as agricultural during this period, the loss 
of banks combined with the move toward more 
conservative lending policies reduced the vol-
ume of credit (nonreal estate loans) flowing to 
agriculture through commercial banks. Because 
of heavy losses on farm loans, bankers had a 
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Table 1. 
Lender Shares of Nonreal Estate Debt 

(percent) 

Year 

Production 
Credit 

Associations 

Federal 
Intermediate 

Credit 
Banks 

Commercial 
Banks 

Farmers 
Home 

Administration 
Individuals 
and Others 

Total 
Debt' 

1975 26.1 0.9 48.0 3.9 21.1 39.7 

1976 25.8 0.8 48.3 3.6 21.5 45.6 

1977 24.8 0.7 46.4 5.3 22.9 52.4 

1978 23.7 0.8 44.0 8.4 23.1 60.7 

1979 24.2 0.9 40.8 11.4 22.7 71.8 

1980 24.6 1.1 38.9 13.0 22.5 77.1 

1981 24.4 1.1 37.3 15.2 22.0 83.6 

1982 22.6 1.0 39.5 14.9 22.0 87.0 

1983 21.1 1.0 42.2 14.6 21.1 87.9 

1984 19.8 1.0 43.2 15.8 20.3 87.1 

1985 17.4 0.7 43.5 19.0 19.4 77.5 

1986 15.4 0.4 44.4 21.6 18.2 66.8 

1987 14.7 0.3 44.6 22.8 17.6 61.9 

1988 14.0 0.1 45.3 21.9 18.7 62.7 

*Total debt is in billions of dollars. 

Source: U.S. Department of Agriculture, AFO-32 (February 1989). 

motive to divert funds to more profitable and 
less risky uses than agriculture. However, the 
rising share of total agricultural loans made by 
commercial banks indicates that they did not 
reduce farm loans as sharply as d id other 
major lenders. 

Insurance Companies. Insurance companies 
have traditionally provided long-term or real 
estate credit to agriculture. Even though farm 
loans are typically secured by first mortgages on 
farm real estate, insurance companies' losses 
mounted because of deteriorating conditions in 
the farm economy and the subsequent drop in 
farm land prices. Loan delinquencies soared 
from $300 mil l ion in 1980 to $1.8 bi l l ion at their 
peak in 1986 (see Table 3). Of the total farm loan 
volume 17 percent was delinquent, more than 
double the delinquency rate for commercial 
banks and the highest rate for any lender except 
the FmHA. Actual farm loan losses are not avail-
able for insurance companies, but the volume of 
foreclosures soared to $827 mil l ion in 1986 (see 
Table 4). 

As a group, insurance companies responded 
to relatively heavy agricultural loan losses by 
reducing the volume of new loans. Some com-
panies closed agricultural f ield offices or sev-
ered relationships with agents who had origi-
nated farm real estate loans. These insurance 
companies' actions further restricted the avail-
ability of long-term or real estate credit to ag-
riculture. 

Farm Credit System Institutions. Loan losses 
at lending institutions in the Farm Credit Sys-
tem began to escalate. Total loan losses for the 
system peaked at $1.35 bi l l ion annually—2 per-
cent of total assets in 1986—and diminished 
rapidly thereafter (see Table 4). However, losses 
from 1982 through 1988 totaled about $3.9 bil-
l ion; nearly two-thirds of this amount arose from 
the lending activities of the Federal Land Banks. 
Banks for Cooperatives accounted for only 1 
percent of the losses, leaving Federal Inter-
mediate Credit Banks and Production Credit 
Associations responsible for the remaining 
third of the total. 
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Table 3. 
Delinquent Farm Loans of Reporting Lenders 

Commercial Farm Credit Life Insurance Farmers Home 
Banks System Companies Administration 

Billions 
of 

Dollars Percent 

Billions 
of 

Dollars Percent 

Billions 
of 

Dollars Percent 

Billions 
of 

Dollars Percent' 

1980 NA NA 0.3 0.5 0.3 2.0 3.6 18.2 

1981 NA NA 0.4 0.5 0.5 3.7 5.8 24.1 

1982 0.9 2.5 0.7 1.1 0.8 6.4 9.5 37.9 

1983 1.5 3.8 1.3 1.8 1.0 8.3 11.0 43.9 

1984 2.1 5.2 2.1 3.3 1.2 9.6 12.1 45.9 

1985 2.6 7.3 5.3 8.7 1.7 15.1 11.9 41.5 

1986 2.2 7.0 7.1 14.4 1.8 17.0 12.0 42.9 

1987 1.5 5.2 5.2 9.9 1.3 14.3 11.8 45.8 

1988+ 1.3 4.5 4.5 8.6 1.2 13.3 13.4 52.6 

*Percentage of total farm loans outstanding. 

"Us of June 30. In other years, data are as of September 30 for FmHA and December 31 for all other lenders. 

Source: U.S. Department of Agriculture, AFO-32 (February 1989). 

Agricultural Credit System Reform 

The problems with loan delinquencies, fore-
closures, and losses have mot iva ted vast 
changes in structure or operations of most lend-
ers. Insurance companies, Farm Credit System 
institutions, and the Farmers Home Administra-
tion have all been affected. 

Insurance Companies. Since recovery in the 
agricultural economy began in 1987 and 1988, 
some insurance companies have become ag-
gressive in seeking new loans. However, other 
firms that were stung by earlier problems re-
main out of the market. In general, credit policies 
of active lenders have further shifted toward 
targeting large-scale operations as the cus-
tomer base as opposed to small or mid-sized 
farms. As with most lenders, the borrower's 
ability to repay the loan is currently given much 
greater weight than collateral values in the loan 
assessment and approval process. Such a focus 
is in opposition to practices followed by most 
lenders during the late 1970s, when the esti-
mated value of the asset securing the loan was 
often more prominent among the factors con-
sidered in the approval decision. 

Farm Credit System Institutions. The Farm 
Credit System banks were particularly hard hit 
by soaring loan del inquencies and outright 
losses as a consequence of the economic pres-
sures on the farm economy during the 1980s. 
The pressures of these growing losses spurred 
efforts to reduce costs and improve operational 
efficiencies among all lenders. In particular, 
scrutiny of the Farm Credit System brought to 
light excessive overhead costs caused by du-
plicating personnel roles and inefficient lend-
ing procedures at the numerous separate farm 
credit establishments. Mergers and consolida-
tions of lending institutions and the elimina-
tion of overlapping jobs were obvious steps for 
improving efficiency. 

Heavy losses and a generally poor agricultural 
out look provided the impetus for the Farm 
Credit Act of 1987 (signed into law on January 6, 
1988). This legislation authorized federal assis-
tance to Farm Credit System lenders and also 
mandated certain changes in the system's 
structure and operation. The Farm Credit Act 
authorized federal assistance through the newly 
establ ished FCS Assistance Board and FCS 
Assistance Corporation, which, respectively, are 
responsible for approving and providing finan-
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Table 1. 
Farm Loan Losses of Reporting Lenders 

(millions of dollars) 

Farm Farmers Life 
Commercial Credit Home Insurance 

Year Banks System Administration Companies* 

1982 NA 13 32 170 

1983 NA 8 77 247 

1984 900 428 128 289 

1985 1,300 1,105 257 530 

1986 1,200 1,352 434 827 

1987 535 488 1,199 692 

1988"!" 71 413 NA 185 

*Data for life insurance companies show foreclosures; loan charge-offs are not available. 

tData reflect first half of year for commercial banks and life insurance companies. 

Sources: U.S. Department of Agriculture, AFO-32 (February 1989); and Farm Credit Administration (1989). 

cial help. By issuing 15-year bonds, the Assis-
tance Corporation could raise funds that would 
be used to purchase preferred stock of t roubled 
institutions. 

On two separate dates in 1988 a total of $690 
mil l ion in 15-year bonds was sold. The coupon 
rates ranged from 9.375 to 9.45 percent; the rate 
spread over similar Treasury issues ranged from 
32 to 36.5 basis points. The Farm Credit Act 
st ipulated that the U.S. Treasury would pay all 
interest on the bonds for the first five years and 
up to one-half of the interest for the next five 
years. The Farm Credit System must pay all of 
the in terest for the th i rd f ive-year per iod . 
Beneficiary institutions are largely responsible 
for the eventual repayment of principal and the 
interest that the Treasury paid on the assis-
tance bonds. 

When an insti tut ion requests aid, the FCS 
Assistance Board is empowered to supervise 
the affairs of that insti tut ion and to request that 
the Farm Credit Administration approve or re-
quire a merger or consolidation, appoint a re-
ceiver, or exercise enforcement powers au-
thorized under the act. When the Assistance 
Board certifies an insti tut ion as el ig ible for aid, 
that lender issues preferred stock (in an amount 
author ized by the Assistance Board) to be 
purchased with proceeds from the Assistance 
Corporation's sale of 15-year bonds. 

The Jackson, Mississippi, Federal Land Bank— 
the first insti tut ion to request assistance—was 
determined to be insolvent and was subse-
quent ly placed in receivership. This bank and 
its 90 service centers in Alabama, Louisiana, and 
Mississippi are now being I iquidated under the 
authority of the act. Other institutions author-
ized assistance in 1988 and the amounts of aid 
granted were: $90 mi l l ion to the Louisvi l le 
Banks, $ l 10 mil l ion to the Omaha Banks, $113 
mil l ion to the St. Paul Banks, and approximately 
$21 mil l ion to the receivers of six Production 
Credit Associations in l iquidat ion in the Spo-
kane and Omaha Farm Credit Districts. 

The 1987 act required the Federal Land and 
Intermediate Credit Banks within the 12 Farm 
Credit Districts to merge within six months of its 
enactment. As of July 1989 these mergers had 
been completed, except in Jackson, Mississippi, 
where the In termediate Credi t Bank lacks a 
local merger partner. In the wake of the mergers, 
a single insti tut ion called the Farm Credit Bank 
now handles both the long- and short - term 
credi t needs of farmers, thus consol idat ing 
lending activity. In districts where the two banks 
were operated separately, the mergers resulted 
in substantial savings in personnel costs. How-
ever, in some districts—such as the third, head-
quartered in Columbia, South Carolina—the two 
banks were already functioning under a single 
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management team, and the efficiencies gained 
from the merger were not as large as for the sys-
tem as a whole. 

Following the bank mergers, the Federal Land 
Bank Associations and Production Credit Asso-
ciations (the local lending offices of the two 
banks) were required to consolidate in cases 
where the two offices served largely overlapping 
territories. In addition, stockholders in two or 
more adjacent Production Credit Associations 
or Federal Land Bank Associations could vote to 
merge into a single association. Such voluntary 
mergers during 1988 reduced the number of 
Federal Land Bank Associations from 233 to 154 
and the number of Production Credit Associa-
tions from 155 to 94. Also, 38 separate Federal 
Land Bank Associations and Production Credit 
Associations merged with organizations serving 
substantially the same territories and formed 
33 Agricultural Credit Associations. When com-
plete throughout the system, such mergers 
could eliminate around half of the local offices 
of the Farm Credit System. Overall savings as-
sociated with the mergers are estimated at be-
tween 10 and 20 percent of overhead costs. 
Reflecting these savings as well as a shrinking 
volume of operations, total noninterest ex-
penses for the system decl ined from $1,167 
mil l ion in 1985 to $710.6 mill ion in 1988, a drop 
of nearly 40 percent. 

With reduced numbers of farm customers and 
local lending offices, fewer district banks are 
probably needed now to deliver credit to the 
system's borrowers. What's more, addi t ional 
mergers between banks may cut overhead 
costs. The act permits the reorganization of the 
district structure to include no less than six dis-
tricts. A comprehensive reorganization plan 
developed by a special system committee calls 
for district mergers to include several two- and 
three-district combinations. 

The 1987 act has also generated new regu-
lations aimed at raising and stabilizing the capi-
tal of system institutions. Although the average 
capital-to-assets ratio for Farm Credit System 
insti tut ions has been between 8.1 and 10.5 
since 1985, most of the capital consists of bor-
rower stock that may be retired when a loan is 
repaid. During a heavy loan pay-down period, 
capital stock may shrink abruptly, thus exposing 
credit institutions to capital instability. In 1988, 
considering only its permanent or unprotected 

components, the capital of FCS institutions was 
3.3 percent of total assets. New regulations 
require system institutions to develop plans for 
achieving by 1993 a minimum permanent level 
of capital at 7 percent of risk-adjusted assets 
and off-balance sheet commitments. An institu-
t ion that fails to achieve this capital izat ion 
target would be prohibi ted from retiring mem-
ber stock or issuing dividends to shareholders. 
One FCS estimate holds that raising the capi-
talization level as specified would increase the 
system's average loan interest rate between 1 
and 3 percentage points, depending on wheth-
er the capital is obtained through sales of stock 
or by elevating the level of retained earnings. 
Competitors feel that the low capitalization of 
Farm Credit System institutions has tradition-
ally provided an unfair advantage, which this 
increased capital requirement is likely to re-
move. 

The 1987 act also required stockholders of 
the Banks for Cooperatives to vote on a plan to 
merge the 12 district banks and the Central 
Bank for Cooperatives into one lending institu-
tion. Previously, the Central Bank participated 
in loans that exceeded the local lending limits 
of the separate district banks. Some coopera-
tive borrowers are now so large that their op-
erations overlap several Farm Credit Districts, 
making one centralized source of credit a more 
logical means of credit delivery. As a result of 
the vote of stockholders, 11 banks have been 
merged into one institution named CoBank. The 
former separate banks now operate as branches 
of the consolidated institution, which is head-
quartered in Denver, Colorado. Banks in two 
districts—St. Paul, Minnesota, and Springfield, 
Massachusetts—opted to remain independent; 
along with CoBank, they are now authorized to 
make loans anywhere in the country. Chart 1 b 
shows the major components of the Farm Credit 
System as they existed in 1989 and depicts the 
vast changes from the historical structure in-
dicated in Chart la. 

The Farmers Home Administration (FmHA). 
The FmHA has been the principal lender of last 
resort for farmers needing both long- and short-
term financing. Unlike the Farm Credit System 
institutions, the FmHA is funded by government 
appropriations that are uti l ized to make direct 
loans to farmers or to guarantee loans of other 
lenders. As already noted, the FmHA's loan 
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volume and de l inquency rates cont inued to 
grow during the period of retrenchment by most 
other lenders. FmHA's del inquent loan volume 
expanded from $3.6 bi l l ion to $13.4 bi l l ion from 
1980 to 1988, and the del inquency rate jumped 
from 18 to 53 percent. Between 1986 and 1987, 
loan losses nearly tr ip led, reaching $1.2 bi l l ion. 
However, new lending activity has t rended 
downward since 1986 partly because of greater 
emphasis on the loan guarantee program. 

In an effort to deal with this portfol io de-
terioration, substantial revisions with antici-
pated far-reaching effects have been made to 
FmHA's lending regulations. Now, FmHA loan 
servicing programs are organized into a five-
phase structure. Every borrower is placed in one 
of these five phases regardless of whether he or 
she has a del inquent loan. The objective of each 
phase is to keep agricultural producers in busi-
ness at the lowest cost to the government. 

Borrowers placed in Phase I status are current 
on the i r in teres t and pr inc ipa l payments. 
FmHA's stated objective is to graduate these 
borrowers to private-sector creditors. Borrowers 
with short-term del inquencies are placed in 
Phase II. For these borrowers, FmHA may lower 
interest rates on loans generally to three per-
centage points below the regular rate. If need-
ed, the Farmers Home Administration wil l defer 
interest and principal payments for up to five 
years. If these service programs fail to keep 
borrowers from falling 180 days behind in their 
payments, borrowers move to Phase III. In this 
phase, after notifying a borrower of the del in-
quency and his or her rights and privileges as a 
borrower, the FmHA will restructure the debt 
through principal and interest writedowns pro-
v ided certain value stipulations are met and 
other creditors agree to debt restructuring. 

The borrower enters Phase IV if a writedown 
fails to yield a feasible debt repayment plan; at 
this point, the FmHA sends a notice of intent to 
begin foreclosure. Here, the borrower may pay 
off the loan with cash at the government's net 
recovery value of collateral, or the individual 
may voluntar i ly convey the col lateral to the 
FmHA in exchange for a discharge of debt. If the 
borrower does not voluntarily convey the prop-
erty to the FmHA, foreclosure proceeds; the 
Farmers Home Administration takes the prop-
erty and the borrower is moved to Phase V. 
Phase IV and V borrowers both have the oppor-

tunity to lease their property back with an op-
t ion to buy it at a later date. If the borrower 
resides on the property, homestead protection 
rules allow the buildings and surrounding 10 
acres to be leased or bought from the FmHA. 

The new loan-servicing policy compels the 
FmHA to try to keep every farmer on the farm, 
cont inu ing the object ive of its predecessor 
agencies—the Resett lement Admin is t ra t ion 
and the Farm Security Administ rat ion. Since 
del inquent borrowers can generally avoid se-
vere penalt ies, critics maintain the program 
lacks strong incentives for farmers to make 
t imely loan payments or good business man-
agement decisions. Also, detractors from the 
new pol ic ies quest ion whether a borrower 
would be motivated to move from the liberal 
provisions of a Farmers Home loan to the higher-
cost, market-oriented credit that private lend-
ers typically provide. 

The ult imate impact of the new five-phase 
loan-servicing policy is diff icult to determine 
because each loan is handled on a case-by-case 
basis. FmHA has estimated that 85,000 out of 
242,000 borrowers had del inquent loans in early 
1988; another 33,000 were in some state of de-
fault. An est imated 31 percent of these 118,000 
borrowers could absolve their del inquency with 
loan-servicing programs available under Phases 
I and II. Only 16,000, or 14 percent of total 
borrowers, would be el igible for debt write-
downs under Phase III. The remaining 65,000 
could be assisted solely through the preserva-
t ion programs found in Phases IV and V. The 
FmHA's es t imated losses would eventual ly 
total $2.7 bi l l ion on loans receiving writedowns 
and $6.7 bi l l ion for borrowers who benefit from 
other servicing options. Most of these losses 
would probably be incurred regardless of the 
loan-servicing policies put in place. 

A New Secondary Market for 
Farm Loans 

Another change and projected amendment 
to the tradit ional farm credit delivery system 
addresses the l iquidi ty needs of lenders who 
provide long-term credit. The Federal Agricul-
tural Mortgage Corporation (Farmer Mac), a new 
agency under the supervision and regulation of 
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the Farm Credit Administrat ion, offers such 
lenders significantadditional access to financial 
markets. Farmer Mac's goal is to provide financ-
ing to buyers of farms and rural homes. This cor-
poration functions by guaranteeing securities 
issued against agricultural and rural real estate 
loans that participating lenders originate and 
pool. The attractiveness of Farmer Mac to lend-
ers is that it allows them to free up capital and 
reduce risks by selling up to 90 percent of the 
value of acceptable loans to loan poolers, who, 
in turn, sell securities backed by the loans to 
investors. Farmer Mac guarantees the securities, 
but the loan poolers hold the mortgages. Farm-
er Mac does not specify capital requirements for 
participating lenders beyond the need for par-
ticipants to purchase stock in Farmer Mac in 
order to util ize the market; also in cooperation 
with poolers, lenders must establish a 10 per-
cent reserve fund against marketed loans to 
protect against defaults. 

Farmer Mac is funded bysales ofstockto Farm 
Credit System institutions, banks, life insurance 
companies, and any other lenders wishing to 
use the secondary market. Minimum stock pur-
chases are based on asset holdings of loan 
originators, from 250 shares for the smallest 
originators to 5,000 shares for institutions with 
more than $500 mil l ion in total assets. When the 
stock was offered for sale in December 1988, 
1,500 lenders and 30 prospective loan poolers 
made purchases. Addi t ional funding comes 
from an init ial fee charged to loan poolers 
amounting to not more than 0.5 percent of the 
outstanding principal amount of loans guaran-
teed. In the third year after a guarantee has 
been issued, Farmer Mac may assess an annual 
fee of 0.5 percent of the outstanding principal. 

The permanent Board of the Federal Agricul-
tural Mortgage Corporation—composed of five 
representatives of private lending institutions, 
five members of the Farm Credit System, and 
five presidential appointees—met for the first 
t ime in March 1989. The board was charged with 
developing the agency's underwriting stan-
dards, which were presented to Congress in July 
1989 and subsequent ly approved with only 
minor revisions. Farmer Mac will issue its first 
securities on pooled loans and begin trading in 
these securities early in 1990. 

Potential Gains from Creation of a Second-
ary Market. The usefulness and ultimate suc-

cess of Farmer Mac depends largely on the 
underwriting standards that govern the accept-
ability of loans for the program. If the standards 
prove to be lenient, major efforts will probably 
be directed toward marketing the large number 
of loans the program is likely to attract. On the 
other hand, excessive stringency aimed at elim-
inating any chances for loan defaults could l imit 
the number of acceptable loans and restrict the 
usefulness of the program. Those involved, of 
course, hope that the standards have achieved 
some middle ground that will allow Farmer Mac 
to function at an optimal level of activity. 

An agency that is successful in establishing a 
secondary market for farm credit would have 
some significant advantages. First, such an 
organization should help stabilize primary loan 

"Farmer Mac could raise the total 
amount of money available to rural 
areas and, with enhanced competition 
among lenders, thus be instrumental in 
reducing interest rates to borrowers." 

markets by enabling lenders to sell farm real 
estate loans and gain additional l iquidity when 
needed. This result would meet the needs of 
small lenders, such as community commercial 
banks, which have restricted farm real estate 
lending in the past because of the risk that 
l iquidity might be needed prior to the matura-
tion of a typically long-lived farm mortgage loan. 
Second, a thriving secondary market should 
help better allocate the regional flow of funds, 
making more money available in areas where 
local deposits are not sufficient to meet total 
lending needs. Unit bankers across the breadth 
of small-town rural America would be special 
beneficiaries of improved access to long-term 
funds. Finally, Farmer Mac could raise the total 
amount of money available to rural areas and, 
with enhanced compet i t ion among lenders, 
thus be instrumental in reducing interest rates 
to borrowers. 
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Several safeguards protect this secondary 
mortgage market from financial stress. Farmer 
Mac securities are subject to the Securities 
Exchange Act of 1934, which requires security 
issuers to disclose information pert inent to 
establishing the value of their securities. Also, 
as a precautionary measure, Farmer Mac must 
begin operations slowly. For example, it can 
only guarantee up to 2 percent of total outstand-
ing farm real estate debt during its first year of 
operation. The ceiling rises an additional 4 and 
8 percent in the next two years. Although the 
thinness of the market initially could prove to be 
a disadvantage, investors are accustomed to 
dealing with similar Farm Credit Bank issues 
and will probably accept the new Farmer Mac 
securities on the same basis. The slow start-up 

"In the event of loan defaults, investors 
will be protected by the 10 percent 
reserve fund established by lenders in 
cooperation with the pools... ¡and] a 
backup reserve from funds garnered 
by charging participants a guarantee 
fee. " 

gives lenders a period to learn about the market 
before committ ing massive amounts of funds. 

In the event of loan defaults, investors will be 
protected by the 10 percent reserve fund es-
tablished by lenders in cooperation with the 
pools. If that reserve proves insufficient, Farmer 
Mac provides a backup reserve from funds gar-
nered by charging participants a guarantee fee. 
Once these reserves are exhausted, the $20 
mill ion in Farmer Mac stock can be used tocover 
losses. Finally, Farmer Mac can borrow up to $ 1.5 
bil l ion from the federal government by issuing 
securities to the U.S. Treasury. Investors may, 
therefore, feel rather confident about protec-
tion against default. 

Risks in the Program. As mentioned earlier, 
loan underwriting standards will play a major 
role in determining overall risk in the Farmer 
Mac program. The chances that farmers might 
default on the original loans will be influenced 

largely by actual characteristics of borrowers 
and loans that are accepted by Farmer Mac. 
Obviously, chances of default will be reduced if 
loans are restricted to borrowers with proven 
track records as successful operators; to proper-
ties with realistically appraised values and 
loans held at safe maximums below those 
values; to enterprises that exhibit minimum 
volatility in prices, market volume, and annual 
income; and to geographic areas that are not 
subject to disasters such as drought, storms, 
freezes, and plagues of pests and diseases, or to 
borrowers who are adequately insured against 
those calamities. The standards require diver-
sification of individual loan pools so that they 
cannot be dominated by a few large loans, a 
single geographic area, a single commodity 
type, or a particular kind of collateral. 

With these kinds of safeguards in place, pur-
chasers of securit ies backed by these loans 
should have minimal concern over prospects of 
massive borrower defaults. As explained ear-
lier, if defaults do occur, investors in Farmer Mac 
securities would be protected by several layers 
of capital set aside to back up the loans. It is also 
l ikely that if losses should ever exceed the 
reserve capital, the federal government would 
absorb the shortfall. 

The exact level at which the risk of losses will 
be borne has been a matter of some discussion. 
Loan originators contend that when 90 percent 
of the value of the loans is sold to a pooler, the 
risk of loss should also be transferred with the 
sale. The 10 percent share maintained by origi-
nators on all loans in the pool would be util ized 
to cover particular loan defaults. In preliminary 
discussions, the Office of the Comptroller of the 
Currency maintained that commercial banks 
would remain liable for loans transferred (sold) 
to pools and would be required to maintain 
specific capital requirements on the full value of 
such loans. Late in 1989 the Comptroller con-
ceded that, for the first year of the program's 
operation, banks could maintain capital re-
quirements on the 10 percent share in pooled 
loans, but the permanent rules for bank par-
ticipation were still under consideration. 

One option under negotiation would be for 
banks to sell the full value of the loan to the pool 
and then purchase securities from the pool 
equivalent to 10 percent of the value of loans 
transferred. This alternative could preserve the 
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originators' 10 percent equity requirement while 
relieving them of the higher capital require-
ments accompanying partial ownership of spe-
cific loans. This procedure might also increase 
loan riskiness to the degree that originators 
could have less incentive to monitor these 
loans. However, Farmer Mac would not guaran-
tee the securities held in this way by loan 
originators. Only securities sold to outside in-
vestors would be guaranteed. 

Lender Benefits from Farmer Mac. The 
usefulness of Farmer Mac to different agricul-
tural and rural housing lenders is likely to vary 
substantially. As already mentioned, commer-
cial banks in predominantly agricultural areas 
are likely to find the system most useful be-
cause of their needs for l iquidity. On the other 
hand, Farm Credit System institutions already 
have access to national money markets through 
their established markets for bonds. Although 
these lenders can qualify as loan poolers, they 
are likely to continue to use their own bond 
markets for the majority of needed funds. Farm-
er Mac bonds could prove to require higher 
yields than Farm Credit System bonds, which 
would, in turn, raise the cost of credit to system 
borrowers. However, the increased capital re-
quirements for Farm Credit System institutions 
could encourage some secondary market sales 
of loans in order to alleviate needs for cash. 

Life insurance companies are generally self-
sufficient in generating funds for agricultural 
lending, and such companies typically do not 
experience sudden pressing needs for l iquid-
ity. However, these firms might use the pools to 
invest in farm mortgages without taking on the 
risk associated with direct farm lending. The 
capital fund established against pooled loans 
provides protection against losses that is un-
available to a direct lender. 

Farmer Mac is expected to have l i t t le direct 
effect on Farmers Home Administration lend-
ing. A separate secondary market to be adminis-
tered by the Secretary of Agriculture is being 

created for FmHA loans. The strictness of under-
writing standards for Farmer Mac loans could 
mean that an increasing number of borrowers 
would have difficulty obtaining credit from con-
ventional lenders. These high-risk borrowers 
would either have to use FmHA credit or pay 
more for loans from other lenders. Thus, loan 
requests to the FmHA might increase as Farmer 
Mac begins to attain a greater business vol-
ume. 

Summary 

The agricultural credi t del ivery system is 
undergoing far-reaching changes in both struc-
ture and methods of operation in the wake of 
heavy loan losses during the recent period of 
economic adversity in agriculture. Mergers and 
consolidations have reduced the number of 
credit outlets in Farm Credit System institu-
tions. The remaining lenders should be stronger 
as a result of this activity, and credit costs are 
likely to be lower. Borrowers may find that credit 
outlets are not as conveniently located or as 
readily accessible as they have been in the 
past, though. 

A significant new development is the estab-
1 ishment of the secondary market for farm loans 
through the organization of the Federal Agri-
cultural Mortgage Corporation. Lenders of all 
sizes and in all locations can access national 
money-market funds by part ic ipat ion in the 
Farmer Mac program. The program also poten-
tially enables participating lenders to dispose 
of farm mortgage loans when pressing needs for 
l iquidity arise. The Farmer Mac program should 
enhance competit ion among lenders, and bor-
rowers may eventually benefit by paying lower 
interest rates on loans. In short, the future 
agricultural credit delivery system should func-
tion more efficiently and serve all participants 
more equitably as a result of the changes now 
in progress. 
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Agricultural Credit Developments in the Southeast 

The southeastern region experienced agricul-
tural problems in the 1980s that were somewhat 
more moderate but otherwise much the same as 
those afflicting the nation as a whole. In some 
areas the Southeast's declines were less severe 
because the region's agriculture is generally more 
diversified.' Producers of corn, wheat, and soy-
beans suffered from low prices and fall ing in-
comes just as d id those in the Midwest, but those 
enterprises are not as prevalent in the Southeast 
as they are in the midwestern region. Even though 
incomes dropped sharply for grain and soybean 
producers, farmers growing citrus products, sugar-
cane, peanuts, vegetables, and tobacco, as well as 
poultry producers, were enjoying relatively good 
income because of the benefits of special govern-
ment programs or because demand for these prod-
ucts was strong and growing. Thus, some south-
eastern borrowers and lenders escaped the ex-
treme losses that plagued agricultural credit 
market participants in other regions of the coun-
try. Nevertheless, agricultural incomes in the 
region did fall, loan losses occurred as farming 
operations failed and property was foreclosed, 
and total farm loan volume shrank in all states. 

Debt levels among lenders shifted in the region 
just as they d id at the national level. Some lenders 
expanded outstanding loan volume while others 
contracted sharply (see Tables 1 and 2). A number 
of individual lenders did not survive. The Federal 
Land Bank of Jackson is currently being 1 iquidated 
because of the heavy losses it sustained on farm 
real estate loans during the agricultural downturn. 
Some commercial banks with relatively high con-
centrations of farm loans also failed, and some 
insurance companies and individual lenders 
withdrew from the market. The rest of this box 
reviews the experiences of specific agricultural 
lenders in the Southeast during roughly the past 
decade. 

Commercial Banks 

Total agricultural loans of commercial banks 
tended to flatten between 1975 and 1985. The 
growth in new loans of competitors—the Federal 
Land Banks, Production Credit Associations, and 
the Farmers Home Administration (FmHA), for 
example—may have accounted for the absence of 
growth of farm loans at commercial banks during 
the period. However, as other lenders began to 
experience difficulties in the mid-1980s, commer-

cial bank loans to agriculture began to increase 
again. Farm real estate loans at banks in south-
eastern states grew from $1.3 bi l l ion in 1983 to 
$1.9 bi l l ion in 1988, a 46 percent increase. All 
states except Louisiana contributed to the growth; 
Florida and Georgia accounted for most of the 
increase in real estate loans (see Table 1). 

Nonreal estate loans of southeastern banks 
grew briskly from 1975 to 1984 but they began to 
decline thereafter. However, the gain in real 
estate lending more than offset the slippage, and 
as stated above, total bank loans to agriculture 
rose. Nonreal estate loans of banks declined after 
1984 or 1985 in all southeastern states except 
Florida (see Table 2). Banks apparently attracted 
loan volume away from other lenders in Florida, 
particularly from the Production Credit Associa-
tions, since the state's total nonreal estate credit 
declined rather sharply during this period. Spe-
cialty crops such as citrus, vegetables, sugarcane, 
and ornamentals also offered banks profitable 
opportunities for loans that were not as available 
in other states. Mississippi and Tennessee banks, 
which operate in areas mostly without these 
specialty crops, registered the greatest declines 
in bank product ion loans to farmers following 
1984's peak in loans outstanding. 

Although total bank loans to agriculture in-
creased since 1984 largely because of heightened 
real estate lending activity, the number of banks 
involved in significant agricultural lending dropped 
sharply from 1984 to 1988 (see Chart I). During 
1984 there were 157 banks in Alabama, Florida, 
Georgia, Louisiana, Mississippi, and Tennessee 
that reported agricultural loans equivalent to 
25 percent or more of total loan volume. Georgia 
was home to more than 40 percent of these banks. 
By the third quarter of 1988, only 109 banks in 
southeastern states made 25 percent or more of 
their loans to agriculture, a drop of over 30 percent 
within four years. The number of Georgia's agri-
cultural banks was cut almost in half while Ala-
bama and Tennessee had about two-fifths as 
many of these institutions. Mississippi and Louisi-
ana bucked the trend by increasing the number of 
agricultural banks, but this activity largely reflect-
ed a sharp demise in other kinds of business— 
especially oil and gas related lending—rather than 
a renewed emphasis on agriculture. 

Throughout the region, a few agricultural banks 
failed and some others were merged with larger 
banking organizations, but the falling number of 
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Table 1. 
Real Estate Farm Debt Outstanding in Southeastern States* 

(millions of dollars) 

Federal Farmers Life 
Land Home Insurance Commercial Individuals 

Tota l i Year Banks Administration Companies Banks and Others Tota l i 

Alabama 

1983 679 119 96 140 192 1,232 
1984 691 124 87 138 178 1,223 
1985 617 130 84 133 162 1,130 
1986 459 124 75 149 143 952 
1987 381 115 59 162 123 842 
1988 342 107 50 170 108 777 

Florida 

1983 1,335 118 4 8 4 167 598 2,704 
1984 1,321 120 587 2 2 0 554 2,802 
1985 1,235 125 563 298 504 2,725 
1986 1,063 122 567 383 445 2,580 
1987 9 1 0 127 549 462 382 2,431 
1988 862 122 637 546 3 3 4 2,501 

Georgia 

1983 1,267 196 195 274 288 2,231 
1984 1,205 210 194 255 267 2,139 
1985 1,083 220 191 270 243 2,010 
1986 847 212 164 309 215 1,749 
1987 726 212 143 367 184 1,634 
1988 721 201 138 4 5 2 161 1,674 

Louisiana 

1983 931 145 215 218 171 1,685 
1984 8 6 0 157 196 207 159 1,583 
1985 6 9 6 162 193 195 145 1,393 
1986 4 8 8 166 180 179 128 1,142 
1987 405 172 173 171 110 1,031 
1988 3 6 4 173 137 141 96 9 1 2 

Mississippi 

1983 903 310 290 226 277 2,013 
1984 9 0 3 325 268 248 257 2,006 
1985 794 328 232 244 234 1,835 
1986 645 317 211 256 207 1,637 
1987 535 308 197 291 177 1,510 
1988 4 8 0 291 192 264 155 1,382 

Tennessee 

1983 560 243 59 289 264 1,425 
1984 536 257 61 289 244 1,394 
1985 438 267 49 2 8 8 2 2 3 1,268 
1986 343 2 6 0 4 4 310 197 1,156 
1987 2 8 0 253 42 335 169 1,080 
1988 275 239 48 330 148 1,040 

*Loan data are as of December 31 of each year. Debt of households is excluded. 

t Total includes Commodity Credit Corporation storage facility loans not shown separately. 

Sources: U.S. Department of Agriculture, ECIFS 7-2 (November 1988); AFO-34 (August 1989). 
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Table 1. 
Nonreal Estate Farm Debt Outstanding in Southeastern States* 

(millions of dollars) 

Production Farmers 
Commercial Credit Home Individuals 

Total1" Year Banks Associations Administration and Others Total1" 

Alabama 

1983 229 2 0 3 276 303 1,011 

1984 217 193 274 293 977 

1985 207 153 264 253 877 

1986 183 152 236 206 777 

1987 170 140 209 182 701 
1988 182 126 171 2 0 4 683 

Florida 

1983 215 469 256 422 1,362 
1984 235 4 2 7 251 398 1,312 
1985 2 3 4 3 4 3 2 3 3 328 1,139 

1986 331 255 222 262 1,070 
1987 298 221 227 239 985 
1988 309 204 217 248 978 

Georgia 

1983 286 4 7 3 885 4 4 3 2,088 
1984 289 3 7 8 8 6 0 4 2 8 1,956 
1985 297 266 8 3 6 360 1,760 

1986 265 175 761 283 1,484 

1987 2 5 0 151 770 244 1,415 

1988 2 7 7 139 702 266 1,384 
Louisiana 

1983 280 2 6 0 539 213 1,303 
1984 3 4 0 233 577 202 1,372 

1985 3 1 3 175 628 174 1,303 
1986 260 150 672 135 1,225 
1987 216 134 708 116 1,179 
1988 208 124 6 8 0 129 1,141 

Mississippi 

1983 378 229 899 286 1,842 
1984 411 202 945 272 1,910 
1985 349 149 940 232 1,719 
1986 317 136 9 0 3 179 1,574 
1987 274 103 901 156 1,458 
1988 262 113 841 167 1,383 

Tennessee 

1983 3 3 8 4 0 0 338 2 5 0 1,327 
1984 349 354 366 247 1,316 
1985 308 261 366 227 1,162 
1986 267 216 352 186 1,021 
1987 230 185 342 172 929 

1988 234 181 319 172 9 0 6 

*Loan data are as of December 31 of each year. Debt of households is excluded. 

tTotal includes Federal Intermediate Credit Bank and Commodity Credit Corporation commodity loans not shown 
separately except that in 1988 Production Credit Association loans included Intermediate Credit Bank loans. 

Sources: U.S. Department of Agriculture, ECIFS-7 (November 1988); AFO-34 (August 1989). 
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agricultural banks is attributable primarily to a 
reduction in agricultural lending or, at least, more 
rapid growth in lending to other types of cus-
tomers during the period of economic adversity 
on farms. The fact that total bank loans to agricul-
ture have increased since 1984 suggests that the 
reduced number of banks in agricultural lending 
are now making larger farm loans. The growth in 
real estate lending would also suggest that some 
banks are now making larger long-term loans, 
which smaller banks have typically shunned. The 
limited capital structure and proportionately high 
liquidity needs of most small banks make it im-
prudent for them to tie up large sums of money for 
long periods of time in farm real estate loans. 

Chart 1. 
Number of Agricultural Banks 

In Southeastern States* 
Alabama 

11984 

11988 

™ 1 
i ̂ BBi j^m 

i 

4 0 60 

*For the purposes of this chart, agricultural banks are 
defined as banks for which farm loans make up at least 
25 percent of the bank's total loan volume. 

Source: Computed at the Federal Reserve Bank of Atlanta using 
information from Federal Deposit Insurance Corpora-
tion Call Reports. 

Farm Credit Banks 

Unlike commercial banks, Farm Credit System 
lenders in the Southeast had sharp loan declines 
following their peak lending period in 1982 and 
1983. In the Columbia, South Carolina, Farm Credit 
District, the combined loan volume of the Federal 
Land Bank, Federal Intermediate Credit Bank, and 
Bank for Cooperatives increased 2.4 times from 
1975 until the peak of $7.8 bill ion was reached in 
1982. By the end of December 1988, total loans 
outstanding had declined to $3.9 billion, 50 per-
cent below 1982's peak. 

Real estate loans provided by the Federal Land 
Banks fell in all states throughout the mid-1980s. 
The decline was most drastic in Louisiana where 
exceptionally severe land value deflation, par-
tially related to the oil industry's collapse, was 
associated with a drop in Federal Land Bank loan 
volume in 1988 to less than 30 percent of its 1983 
level. Alabama, Mississippi, and Tennessee also 
saw Federal Land Bank loan volume drop by ap-
proximately 50 percent during this time. (Florida 
and Georgia were somewhat less affected.) Even 
so, overall Federal Land Bank loan volume in the 
region fell by 46 percent from 1983 to 1988, a 
greater drop than other lenders generally experi-
enced. The shrinkage of the agricultural sector, 
losses of customers to other lenders, and heavy 
loan losses were the major reasons for the sharp 
decline in loan volume. 

For similar reasons, loans through Production 
Credit Associations fell by more than half from 
1983 through 1988. Among individual states, Geor-
gia's Production Credit Association loan volume 
declined most. Loans outstanding at the end of 
1988 were less than one-fourth the earlier peak 
level. Florida's loans from these institutions de-
clined by 57 percent from 1983 to 1988. Alabama 
was the only state to lose less than half of its Pro-
duction Credit Association loan volume, appar-
ently because fewer customers transferred to 
commercial banks and the FmHA than in other 
states. 

Heavy loan losses as well as declining business 
led the management of district banks to attempt 
to restructure Production Credit Associations. In 
some cases, separate association offices agreed to 
merge into statewide or distr ictwide organiza-
tions that then operated some of the former sepa-
rate offices as branches of the larger group. A 
number of local offices were closed outright, or 
they were merged with a neighboring office so that 
some of the remaining branches now serve wider 
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territories than did their predecessor organiza-
tions. This reorganization has sharply reduced 
staffing levels and overhead expenses. 

In some cases, local Production Credit Associa-
tion offices have been combined with Federal 
Land Bank offices to realize further economies 
from having just one lending office, known as an 
Agricultural Credit Association. Through this new 
type of credit association, the Farm Credit System 
now meets the total credit needs of its farmer con-
stituents. Additional Agricultural Credit Associa-
tions are expected to be formed during the coming 
year. As ment ioned previously, the 1987 Farm 
Credit Act mandated the merger of the Federal 
Land Bank and the Federal Intermediate Credit 
Bank within each district. Thus, at the district level, 
servicing of farm credit needs of all members is 
now done under one management group. The only 
exception is the Jackson, Mississippi, Farm Credit 
District where the Intermediate Credit Bank still 
operates separately because the Federal Land 
Bank is in the process of liquidation. Forthcoming 
mergers between Farm Credit Districts will prob-
ably provide a merger partner for the lackson 
Intermediate Credit Bank as well. 

The Farmers Home Administration (FmHA) 

The volume of FmHA loans extended grew fast-
er in the Southeast from 1975 to 1985 than in the 
nation as a whole; the Southeast had a propor-
tionately larger number of marginal farmers for 
whom the FmHA represented the lender of last 
resort. The boom in soybean production during 
the late 1970s led farmers to borrow money from 
the FmHA to purchase and clear acreages of hilly, 
poor soil and other such marginal land in order to 
plant soybeans in hopes of selling their output at 
the unusually high prices available at that time. 
However, soybean prices did not remain at the 
high level expected, and the land soon began to 
suffer from erosion and loss of fertility so that 
yields dwindled along with prices. A series of 
severe droughts compounded problems for pro-
ducers on marginal land. Emergency loans from 
the FmHA kept farmers in business for a while, but 
eventually the amount of unpaid debt grew far 
beyond the dwindling value of the land serving as 
security for the loans. In contrast to the declining 
loan volume for most other lenders from 1983 to 
1988, FmHA loans were at nearly the same level in 
1988 that they had been five years earlier. 

Farmers Home Administration delinquency rates 
began to rise rapidly around 1980 and eventually 

increased from average levels of 10 percent or less 
to as high as 81 percent in Georgia in 1988 (see 
Chart 2). Florida's delinquency rate was second 
highest at 75 percent, while Mississippi and Loui-
siana recorded rates of 60 and 54 percent, respec-
tively. Tennessee and Alabama had comparatively 
low delinquency rates ranging between one-fourth 
and one-third of total loan volume. In general, the 
highest rates occurred where drought impacts on 
row crop farmers were most severe and where the 
volume of emergency loans was high. Eventually, 
farmers obtained more emergency loans than 
could realistically be repaid with revenue from 
crop production, even at relatively high com-
modity price levels. 

For the region as a whole, about 50 percent of 
the Farmers Home Administration total loan vol-
ume was delinquent in 1988, and the majority of 
the unpaid principal of those loans is probably 
lost. In many cases borrowers had abandoned 
their farming efforts and could no longer be found. 
In some cases where the mortgaged property had 
substantial value, the Farmers Home Administra-
tion was not the first mortgage holder. Revenue 
from sales of such foreclosed property frequently 
would be exhausted in absolving the claims of 
prior lenders, leaving nothing to apply toward 
Farmers Home Administration debt. Unfor-
tunately, for the large volume of delinquent loans 
outstanding, it is doubtful that the new pro-
cedures implemented by the Farmers Home Ad-
ministration to return delinquent borrowers to a 
current position can recover these past-due funds 
from a majority of debtors in the Southeast. 

Other Lenders 

Insurance companies and individuals, the re-
maining principal sources of credit to agriculture, 
also reduced loans sharply in most locations dur-
ing the 1983-88 period. Insurance companies, 
making only real estate loans, reduced lending 
activity in all states except Florida, where loan 
volume increased nearly one-third between 1983 
and 1988. As an indication of the attractiveness of 
Florida's agriculture relative to other states, in-
surance company loans were 2.3 times larger there 
than in any other state. Loans outstanding in 
Alabama and Tennessee were only 7 or 8 percent 
as large as the loan volume in Florida. Alabama's 
loan volume fell about 50 percent in the 1983-88 
period, while insurance company loans in Ten-
nessee were comparatively low at the outset and 
did not fall as much. 
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Chart 2. 
Delinquent FmHA Farm Loans 
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Source: U.S. Department of Agriculture, Farmers Home Administration Finance Office, Form FMHA 389-375-A. 

Loans from individuals fell sharply in all states 
during the period of unprofitable production for 
much of agriculture. Although farming returns have 
been improving since 1987, real estate loans 
made by individuals have continued to decline. 
However, nonreal estate credit from individuals, 
which includes merchants and dealers, d id turn 
up a bit in 1988 in all states except Tennessee. 
Farm owners, the major source of real estate loans 
from individuals, apparently are not yet willing to 
resume extending credit to would-be purchasers 

of farms, but increased farm profits have led 
merchants to grant increased short-term credit to 
finance crop and livestock production. 

Note 

1Southeast here refers to the states whol ly or partial ly 
w i th in the Sixth Federal Reserve Distr ict : Alabama, 
Georgia, Florida, Louisiana, Mississippi, and Tennes-
see. 
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Note 

1 Agricultural banks include banks with a ratio of farm to 
total loans higherthan the unweighted average ratio for all 
banks. 
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