
Farm Capital and Credit Trends in Virginia*
The farming sector of our economy is unusually 

dynamic. Changes taking place in farming have im
portant implications for farm operators and related 
businesses including financial institutions. This 
article describes the capital and credit trends on 
Virginia farms and discusses their implications for 
financial institutions.

Many of the changes affecting farming increase 
capital requirements. Capital investment in farming 
is at an all-time high, and indications are that it will 
continue to increase. Several important factors ac
count for the increase:

1. Consolidation has created fewer and 
larger farms. The number of farms in the 
United States decreased from 6.1 million in 
1940 to approximately 2.9 million in 1968. 
Production assets per farm increased from 
$6,158 in 1940 to $79,223 in 1968.1

2. Capital is a substitute for labor and land 
in farming. Lower unit costs available through 
newer and larger machines and other forms of 
technology have forced farmers to move to 
larger scale operations. Most of this mechaniza
tion and other technology is capital intensive. 
Production assets per farm worker increased 
from $3,326 in 1940 to $45,872 in 1968.2

3. The use of purchased inputs such as 
fertilizers and pesticides has increased. As farms 
become more mechanized and specialized, they 
rely more on purchased inputs. The index of 
purchased farm inputs increased from 91 in 
1950 to 124 in 1967.3

4. Operating costs per dollar of farm sales 
have increased because of expanding use of 
purchased inputs and rising prices for these in
puts. The index of prices paid by farmers has 
risen more than one-third since 1950. Net farm 
income declined from 40% of cash receipts in 
1950 to 33% in 1967/
These trends are likely to continue. Thus, farmers 

and others interested in agriculture are concerned

* This article is an abridgement of an earlier paper by the author, 
“ Farm Capital Formation and Financing in Virginia,” Research 
Report A .E .4, Department of Agricultural Economics, Virginia Poly
technic Institute and State University (Blacksburg, Virginia: Oc
tober 1970).
1 U SD A, ERS, Agriculture Information Bulletin 334, Balance Sheet 
of Agriculture, 1968 (Washington, January 1969), p. 23.
■‘ Ibid., p. 24.
n U SD A, Statistical Bulletin 223, Changes in Farm Production and
Efficiency, 1968 (W ashington, June 1968), p. 16.
* Balance Sheet of Agriculture, op. cit., p. 20.

about the availability of capital to support future ad
justment and growth in the farm sector.

There are basically two types of capital with 
which a business can be financed— equity capital and 
debt capital. Traditionally, farm growth has been 
financed largely with retained earnings. From 1900 
to 1950, more than 85% of the new capital invested 
in United States agriculture came from farm savings.5 
Recently, however, farmers have financed fewer of 
the increasing capital requirements from savings, and 
they have turned more to debt capital for financing. 
Farm debt has grown much more rapidly than in
vestment in assets or production expenses since 
1950." Total farm debt rose from $10.8 billion in 
1950 to $49 billion in 1968— an increase of 350%.

Changes in Virginia Farming Virginia farming 
has followed the national trend. The average farm 
size in Virginia increased from 103.1 acres to 149.4 
acres between 1950 and 1964, while the number of 
farms decreased from 150,997 to 80,354. During 
the same period, average value of land and buildings 
per farm increased 226% — from $8,458 to $27,572.

Between 1950 and 1964, realized net farm income 
in Virginia increased from $1,527 to $2,253 per 
farm, an increase of only 48% in contrast to a 226% 
increase in investment per farm in land and build
ings. Thus, farmers have had to use more and more 
debt capital to finance farm growth. Average out
standing debt per farm, excluding trade credit, rose 
from $728 in 1950 to $3,880 in 1964, an increase 
of 443%.

While these data encompass farms of all sizes, the 
changes are even more striking when commercial 
farms— the larger, more dynamic units— are con
sidered separately. Farms are classified by the 
Bureau of the Census into economic classes on the 
basis of the value of farm products sold as follow s:

Econom ic V a lu e  o f  Farm
C la ss Products So ld

1 $40,000 and over
II 20,000 to 39,999
III 10,000 to 19,999
IV 5,000 to 9,999
V 2,500 to 4,999
VI 50 to 2,499

5 Alvin S. Tostlebe, Capital in Agriculture-. Its Formation and Fi
nancing Since 1870, A  study by the National Bureau of Economic 
Research (Princeton, New Jersey: Princeton University Press, 
1957), p. 146.
6 Gene L. Swackhamer and Raymond J. Doll, Financing M odem  
Agriculture: Banking’s Problems and Challenges (Kansas City, 
Missouri: Federal Reserve Bank of Kansas City, 1969), p. 10.
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Tab le  I

SELECTED CHARACTERISTICS OF FARMS 
BY ECONOMIC CLASS

Virginia, 1964

Item

Econom ic C la ss  

1 II I I I

A ll
O ther
Farm s1

Percent Percent Percent Percent

N u m b e r o f farm s 2.2 3.7 6.9 87.2

A cre a ge  in fa rm s 11.0 11.2 14.1 63.7
Expenditures on selected 

inputs:
Feed fo r  livestock an d  

Total fa rm  products so ld 33.1 17.5 16.3 33.1
poultry 44.8 19.6 12.2 23.4

Seeds, p lants, an d  rtees 3.4 5.8 9.5 81.2
Fertilizer m aterials, 

gaso lin e , oil, an d  
petroleum 18.3 15.9 18.2 47.6

1 Includes C la s s  IV , V, a n d  V I farm s, part-tim e farm s, part-retire- 
ment farm s, a n d  a b n o rm a l farm s.

Source: U. S. C ensus o f Agricu lture : 1964, Vo l. 1, Part 24 (W a s h 
ington, 1967), S tate  Tab le  17.

Table I shows data for the Virginia farm sector by 
economic class and permits the identification of com
mercial farms as defined below.

Class I and Class II farms— those generally con
sidered the most economically viable in the present 
economic setting— contained only 5.9% of the farms 
but accounted for 50.6% of the value of all products 
sold and 22.2% of the land in farms. In 1964, Class
I and Class II farms accounted for 64.4% of the 
feed, 59.3% of the livestock, 40.4% of the fertilizer 
materials, and 34.2% of the petroleum products pur
chased by all farms. Conversely, Virginia farms with 
gross sales of less than $10,000 accounted for 87% 
of all farms and 64% of the land in farms. They 
accounted for 33% of gross farm sales, 23% of feed, 
27% of livestock, and 41% of fertilizer materials 
purchased.

Average investment in production assets in 1964 
was $330,160 for Class I farms compared to $36,270 
for Class V  farms. The number of acres per farm 
averaged 739 and 147 for these classes, respectively.

Clearly, the capital and credit needs of the larger 
commercial farms which control most of the assets 
in farming and account for a large proportion of the 
purchased inputs are different from those of the 
smaller farms. According to the 1964 Census of 
Agriculture, more than 75% of the farms in the 
United States with gross sales of $20,000 or more 
had debts averaging $40,425, while less than 60%

of the farms with gross sales of $5,000 or less had 
debts averaging $5,178.7

Capital Requirements on Virginia Farms R e
quirements for both investment capital and operating 
capital have been increasing for commercial farming 
in Virginia. Moreover, this trend is likely to con
tinue. A  study by the Virginia Commission of the 
Industry of Agriculture estimated that the number 
of farms in the state with gross sales of $20,000 or 
more will increase 58% between 1964 and 1980 and 
that the average value of production assets for these 
farms will increase 21%. The Commission estimated 
that average production assets for Class I and Class
II farms will be $425,000 and $150,000, respectively, 
in 1980.*

Loans to Virginia Farmers Increased capital 
requirements have had an impact on the size of loans 
and the use of credit by Virginia farmers. The ex
perience of the Production Credit Associations re
flects the increase in the size of loans (Table I I ) . 
Only 4.8% of the volume of outstanding PCA loans 
in 1960 was to borrowers with loan balances ex
ceeding $50,000 compared to 16.3% in 1968. Bor
rowers with loan balances under $25,000 decreased 
from 86.1% of the total in 1960 to 62.7% in 1968.

Between 1950 and 1964 debt as a percent of cash 
farm income and non-real estate debt as a proportion 
of production expenses more than doubled. As 
agriculture in Virginia becomes more commercial, 
more debt capital will be used and loan size will 
continue to increase.

Tab le  II

SIZE OF LOAN BALANCES FOR PCA BORROWERS

Virginia, June 30, 1960 and 1968

I9 6 0 1968

Total Per Total Total
C red it ce ntage Credit Per

Size of O u t  of O u t  centage
Loan Ba lances stan d in g Total sta n d in g o f

1,000 1,000
d o lla rs Percent d o lla rs Percent

$25,000 a n d  under 15,421 86.1 28,234 62.7
25,001 to 50,000 1,621 9.1 9,475 21.0
50,001 to 100,000 762 4.3 5,587 12.4
O ve r 100,000 105 0.5 1,738 3.9

Total 17,909 100.0 45,034 100.0

Source: Federal In term ed iate  C red it Bank  o f Baltim ore.

7 Bureau of the Census, U. S. Census of Agriculture : 1964, Vol. I l l ,  
Part 4, "F arm  Debt” (W ashington, 1968), Table 13.

s A Report by the Commission of the Industry of Agriculture, Op
portunities for Virginia Agriculture (Richmond, Virginia: Com
monwealth of Virginia, 1969), p. 25.
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Tab le  III

LEGAL LENDING LIMITS OF COMMERCIAL BANKS 
INCLUDING BRANCHES IN LOCATIONS OTHER 

THAN THAT OF THE HOME BANK

Virginia, December 31, 1968

Lega l Lending
Limit to an  B anks in Tow ns w ith  Popu lation  of:
In d iv id u a l
Bo rrow er 5,500 a nd under O ve r 5,500

N u m b e r Percent N u m ber Percent

$25,000 a n d  under 22 8.7 4 1.5
25,001 to 50,000 48 18.9 15 5.5
50,001 to 100,000 59 23.2 54 19.9
O v e r  100,000 125 49.2 198 73.1

Total 254 100.0 271 100.0

Source: Southern B ankers Directory, V irg in ia , 1969.

Availability of Credit General econom ic con
ditions affect the availability of credit to farmers in 
Virginia. With the exception of the Farm Credit 
System and the Farmers Home Administration 
(F m H A ), institutions that lend to farmers also lend 
to other borrowers. When these institutions can 
make loans more advantageously to nonfarm bor
rowers, the flow of credit to farmers may be reduced.

The Farm Credit System obtains loan funds from 
the sale of bonds on the national financial markets. 
Through this system, the farmer has access to the 
national financial markets. If conditions in the 
capital markets and the general economy make al
ternative investments more attractive, funds available 
to the Farm Credit System will be reduced. Of 
course, the Farm Credit System can make its bonds 
more attractive by raising the interest rate, but this 
is reflected in higher rates to borrowers.

The Fm HA makes direct loans to farmers from 
Congressional appropriations. It also insures loans 
to farmers made by other lenders. The types of 
Fm HA loans and the funds available can be changed 
at any time by Congress.

Characteristics of Major Farm Lending Agencies
Commercial Banks There were 233 state and na

tional banks in Virginia in 1969 operating 998 of
fices. At the end of the year 189 of these banks held 
some farm loans. Most banks make both real estate 
and non-real estate loans to farmers. Generally, real 
estate loans are those loans secured by mortgages on 
farmland including improvements and used to pur
chase farm units, additional land, or to finance capital 
improvements. Non-real estate loans are all those 
not secured by real estate. They may be either short 
or intermediate term. Short-term loans are repay
able within 12 months and are used to meet current 
operating and living expenses. Intermediate-term

loans require more than 12 months to repay and 
are used for investments such as livestock and ma
chinery.

Many banks in rural America have encountered 
problems because farms have grown faster than the 
size of banks serving them. These banks often re
ceive farm loan requests that exceed the amount they 
can lend under legal limits. The legal limit for na
tional banks is 10% of the bank’s capital and surplus 
(except for livestock loans, which may go to an ad
ditional 15% ). State banks in Virginia can lend up 
to 15% of their capital and surplus to a single 
borrower.

A  request for a loan exceeding the legal lending 
limit is called an overline request. In 1966, a na
tional survey of banks making agricultural loans 
revealed that 14% of all banks had over line requests 
from farm customers.9 This problem, however, does 
not appear to be serious in Virginia. Only 4 of 259 
Virginia banks reported overline requests. More
over, in 1968 only 22 offices of 254 banks and 
branches located in rural towns— towns with a 
population less than 5,500— had legal lending limits 
of less than $25,000, and 184 of these had legal lend
ing limits of $50,000 or more (Table I I I ) . According 
to the 1966 survey very few bank loans to farmers 
were for $25,000 or more. In 1968 all but 4 V ir
ginia counties had at least one banking office with 
a legal lending limit of $25,000 or more, and all but 
8 had at least one banking office with a legal lending 
limit of $50,000 or more.

In 1962, Virginia banking law was amended to 
permit limited statewide branching.10 As a result,

Tab le  IV

LEGAL LENDING LIMITS OF COMMERCIAL BANKS 
EXCLUDING BRANCHES

Virginia, December 31, 1968

Legal Lending
Limit to an  B an ks in T o w ns w ith  Popu la tio n  of:
In d iv id u a l
Borrow er 5,500 an d under O v e r  5,500

N u m b e r Percent N u m b e r Percent

$25,000 a n d  under 19 17.0 3 2.4
25,001 to 50,000 37 33 0 13 10.4
50,001 to 100,000 34 30.4 31 24.8
O v e r  100,000 22 19.6 78 62.4

Total 112 100.0 125 100.0

Source: Southern  Bankers D irectory, V irg in ia , 1969.

9 Emanuel Melichar, “ Bank Financing of Agriculture,” Federal Re
serve Bulletin, Board of Governors of the Federal Reserve System 
(Washington, June 1967), p. 929.

10 For a detailed discussion of Virginia banking laws, see Harmon 
H. Haymes, A Study of Banking in Virginia, A  report prepared for 
the Rural A ffairs Study Commission (Richmond, Virgin ia: Com
monwealth of Virginia, n .d .).
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the structure of Virginia banking changed sig
nificantly, which is the primary reason that legal 
lending limits are not a serious limitation in Virginia.

A  branch office has the same legal lending limit 
as its home office. Thus, one of the major advantages 
of branch banking as far as rural areas are concerned 
is that the legal limit on the size of a loan a bank 
can make to a single borrower is increased. The 
impact of branch banking on legal lending limits in 
rural Virginia is suggested by a comparison of 
Tables III and IV.

When banks and branches outside the parent 
bank’s area are considered, only 8.7% of the bank
ing offices in rural towns have a legal lending limit 
of $25,000 or less and 27.6% have a legal lending 
limit of $50,000 or less. When the consideration of 
branches is excluded, 17% of the banks in com
munities with a population of 5,500 or less have legal 
lending limits of $25,000 or less and 50% have legal 
lending limits of $50,000 or less (Table IV ) . E x
cluding branches, only 22 banks in rural areas had 
a legal lending limit of $100,000 or more compared 
to 125 when branches were included. These data 
highlight the importance of branch banking to the 
growth of farm firms, especially in view of the large 
average investment projected for Class I farms in 
Virginia.

Production Credit Associations There are 13 
Production Credit Association (P C A ) offices in V ir
ginia. PC A ’s are federally-sponsored credit co
operatives owned entirely by the member borrowers. 
They make both short-term (less than one year) and 
intermediate-term loans (up to seven years) to 
farmers for any agricultural purpose. Most PCA 
loans are secured by real estate mortgages and first 
mortgages on chattel property. Any farmer is 
eligible to borrow from a PCA, but he must become 
a member of the association by purchasing stock 
equal to 5% of the value of the loan. When the 
loan is repaid, the stock may be sold back to the 
association.

Federal Land Banks Like Production Credit 
Associations, Federal Land Bank Associations 
(F L B A ’s) are federally-sponsored credit coopera
tives. In Virginia, the 13 FL B A ’s and P C A ’s are 
housed together.

FL B A ’s are limited by law to making real estate 
loans. Loans can be made for any constructive pur
pose and may be for periods up to 35 years. An 
FLB A  borrower must derive the principal part of 
his income from farming. A  farmer has to purchase 
stock equal to 5% of the value of his loan and be
come a member of the association.

Insurance Companies Insurance companies are a 
major institutional supplier of farm real estate loans 
in the United States. In Virginia both commercial 
banks and FL B A ’s extend more real estate credit 
than do insurance companies. Nine life insurance 
companies accounted for approximately 80%  of all 
life insurance farm real estate loans in Virginia 
in 1968.

Farmers Home Administration The Farmers 
Home Administration is an agency of the U. S. De
partment of Agriculture, which has 35 county of
fices in Virginia, established to make a wide variety 
of low cost loans to farmers and rural residents. The 
Fm HA can make loans only to farmers who cannot 
obtain credit from other sources on reasonable terms, 
and Fm HA borrowers agree to obtain credit from 
other lenders when their financial situation improves. 
Fm HA loans may be larger relative to security 
value than loans by commercial lenders. For ex
ample, with direct farm ownership loans, Fm HA 
may lend up to 100% of the normal value of the 
farm.

The Farmers Home Administration has three ob
jectives: (1 ) to strengthen the economic position 
of individual family farmers, (2 ) to improve rural 
communities, including towns with populations of 
less than 5,500, and (3 ) to alleviate rural poverty.11

As a government agency, the FmPIA has three 
sources of funds to lend : (1 ) a direct loan account 
appropriated by Congress, (2 ) a revolving fund 
established by Congress for emergency loans, and 
(3 ) funds furnished by commercial banks and other 
lenders and insured by the Fm HA. Fm HA makes 
five types of loans: (1 ) operating loans for cur
rent expenses, (2) long-term loans to buy and 
improve farmland, including residence im prove
ments, (3) em ergency loans in designated dis-

Tab le  V

SELECTED CHARACTERISTICS OF PCA AND  
BANK BORROWERS

Virginia, 1966

Item P C A 's
Com m erc ia l

Banks

N u m b e r o f fa rm  borrow ers 5,950 51,345
A v e ra g e  asse ts per fa rm $85,362 $50,835
A v e ra g e  net w orth  per farm 62,859 38,413
A v e ra g e  total deb t per fa rm 22,503 12,326

Source: C o m p ile d  from  d a ta  p rov ided  by the Farm  C re d it  A d 
m in istration  a n d  the Federal Reserve System .

11 Aaron G. Nelson and William G. Murray, Agricultural Finance, 
Fifth Edition (Ames, Iowa: Iowa State University Press, 1967), 
p. 320.
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aster areas, (4) loans to finance recreational 
enterprises as a part of operating and farm 
ownership loans, and (5 ) rural housing loans.

Trade Credit While the total amount of trade 
credit extended by suppliers of farm inputs in V ir
ginia is unknown, evidence suggests that it is sub
stantial. Merchant credit may be short term or 
intermediate term, and loans may be secured by the 
item purchased or they may be unsecured, open- 
account loans.
Trends in Credit Sources The proportion of 
total farm real estate credit held by different financial 
institutions in Virginia has changed considerably 
since 1950. The F L B A ’s increased their relative 
market share of such loans from 12% in 1950 to 
29.5% in 1970; life insurance companies’ share de
creased from 11.2% to 10% over this period. The 
relative market share of banks declined from 37.7% 
to 23% .

Non-real estate farm debt provided by institutions 
in Virginia increased from $35.2 million in 1950 to 
$152.1 million in 1970. Contrary to the situation in 
real estate credit, banks have long been the major 
institutional source of non-real estate credit in V ir
ginia. Their proportion of this type of credit de
clined from 74.4% in 1950 to 62% in 1970. The 
P C A ’s held 33.5% of the non-real estate credit in 
1970 compared to 15.1% in 1950.

Reliable trend data on trade credit are not avail
able on a state basis. The 1960 Sample Survey of 
Agriculture, however, indicated that merchant credit 
accounted for approximately 22% of non-real estate 
debt of farm operators in the United States.12 More
over, available evidence indicates that this is a grow
ing source of credit.13

Characteristics of Bank and PCA Loans In 1966, 
the Federal Reserve System and the Farm Credit 
Administration conducted an agricultural loan 
survey. The Federal Reserve sample survey of 
44 banks indicated that Virginia banks had 81,281 
loans outstanding to 51,345 farm borrowers. The 
PC A ’s collected data from a 10% random sample 
of their borrowers which indicated that P C A ’s had 
made 7,810 loans to 5,950 borrowers.

The survey showed that the P C A ’s serviced 
larger farm operations than did banks (Table V ) . 
Assets per farm averaged $85,362 for PCA bor
rowers and $50,835 for bank borrowers, and average

12Willellyn Morelle, Leon Hesser, and Emanuel Melichar, Merchant 
and Dealer Credit in Agriculture, Board of Governors of the Federal 
Reserve System (Washington, 1966), p. 17.
1:1 John A . Hopkin and Thomas Frey, Problems Faced by Commercial 
Banks of Illinois in Meeting the Financial Requirements of a D y
namic Agriculture, Agricultural Economics Report 99, Department of 
Agricultural Economics, Agricultural Experiment Station, Uni
versity of Illinois ( Urbana-Champaign, April 1969), p. 9.

total debt per farm was 83% greater for PCA bor
rowers than for bank borrowers. Average total 
debt varied widely by type of farm among both 
bank and PCA borrowers. General, tobacco, and 
meat animal farms were the three most important 
types.

Important differences in the types of farms 
operated by PCA and bank borrowers help explain 
borrowing differences. One-fourth of PCA bor
rowers operated meat animal farms, about twice 
the proportion found among bank borrowers. Dairy 
farmers accounted for 15.5% of PCA borrowers, 
also a much higher proportion than at banks. Gen
eral farmers comprised a higher proportion of bank 
customers.

Approximately one-third of PCA loans and more 
than two-fifths of bank loans were used for current 
operating expenses other than the purchase of live
stock. Loans to purchase machinery and equip
ment made up a fourth of bank loans but only 13% 
of PCA loans.

The largest loans made by both institutions were 
for purchasing farm real estate. Approximately 10% 
of bank loans were for this purpose compared to 
only 2.6% of PCA loans.

Loans with maturities of one year or less ac
counted for approximately 60% of both bank loans 
and PCA loans. The percentage of loans with a ma
turity of over three years was considerably higher 
for PC A ’s than it was for banks.

There is a marked difference in the maturity of 
loans for machinery and equipment between the two 
institutions. Most bank loans for this purpose were 
for three years or less, compared to 61% of the 
PCA loans. This comparison suggests that banks 
are relatively conservative on such loans considering 
that the economic life of most farm machinery is 
greater than three years.

Over one-half of the farm borrowers at both banks 
and P C A ’s were full owners of the land they 
operated. Both institutions had about the same 
proportion of tenant farmers and landlords among 
their customers. However, part owners accounted 
for almost 24% of the PCA borrowers compared 
to only a tenth of the bank borrowers.

Conclusion The capital needs of Virginia farmers 
have increased dramatically in recent years, and the 
evidence indicates that this trend will continue. 
Lending institutions can expect to face a rising de
mand for credit. As farms continue to increase in 
size, the demand for credit and the average size loan 
per farm will increase.

Thomas E. Snider

12
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1971


