
A 1970 Review o f . .  .

FARM FINANCIAL AND CREDIT CONDITIONS
This study was made in December 1970 at the request of USDA’s Agricultural 

Finance Branch and has since been updated. It is based on a sample 
survey of Fifth District bank agricultural specialists and on data from the 

U. S. Department of Agriculture, the Farm Credit Administration, and the 
Federal Deposit Insurance Corporation.

Results of a sample survey of bankers’ opinions, 
combined with the most recent statistical data, pro
vide the basis for this review of the financial and 
credit conditions of Fifth District farmers in 1970. 
Briefly, here are the highlights: Gross farm in
come was slightly larger than the improved level of
1969. Off-farm income rose further. Farm and 
family living costs also continued to climb. Spend
ing for family living items showed a slight advance, 
but in general expenditures for capital items were 
down. Market values of farmland continued to rise, 
although farm real estate market activity was 
slower. Demand for farm credit remained strong, 
but not as strong as in 1969. Interest rates were 
higher. Bank loan funds generally were tight, al
though some slight improvement in the availability 
of loan funds seemed evident. Bankers’ farm loan 
repayment experience was generally as good as, or 
better than, a year earlier.

Farm Income and Costs District farm income in 
1970 showed some further slight gain over that in
1969, a year in which realized gross farm income 
hit an all-time high and realized net farm income 
reached its highest point since 1953. Most of 1970’s 
improvement in gross farm income resulted from a 
7%  upturn in cash receipts from farm marketings. 
In view of the continued rise in farm production 
expenses, realized net farm income seems likely to 
have turned up only slightly, if at all. Farmers’ 
earnings from nonfarm employment also continued 
to rise, however, providing some additional improve
ment to their income positions in 1970.

Bankers’ opinions regarding farm income in 1970 
varied widely. Three-fifths of those reporting looked 
for a further upturn in gross farm income from that 
in 1969. Half felt the increase would be small, and 
one-tenth anticipated that it would be considerable. 
In contrast, one-fourth foresaw a slight decline, and 
the remaining 15% expected little change.

Despite the slight increase in gross cash income 
from farming in the District as a whole in 1970, 
some communities doubtless experienced declines. 
Localities suffering from prolonged drought con
ditions and/or from the ravages of Southern corn 
leaf blight were especially hard hit. Corn farmers 
in the Carolinas and soybean producers in Maryland 
and Virginia were hurt badly. But, in the aggre
gate, gains from other farm enterprises offset the 
declines.

Livestock production, a growing money-maker for 
District farmers for many years, provided the basis 
for further improvement in farm income again in 
1970. Supplies of poultry and eggs, the leading 
source of livestock income, were larger: broilers, 
around 5 % ; eggs, 4 % ;  and turkeys, some 4% . 
Milk production was about 1%  above that in 1969. 
H og marketings were up around 10%. Market 
supplies of cattle and calves, however, were down 
by roughly the same percentage even though the 
beef cattle inventory at the beginning of 1970 was 
6%  over that of the previous year.

Livestock and livestock product price indexes 
were above year-earlier levels in all District states 
except North Carolina, where a decline of roughly 
2%  occurred. Although the gains recorded in the 
other states were not nearly as sharp as those in
1969, all the increases were larger than the national 
average and ranged from 2%  in South Carolina and 
Maryland to 4%  in Virginia. Farmers’ cash receipts 
from sales of livestock and livestock products during 
1970 were 3%  above those in 1969. Gains were 
registered in all states and ranged from 1% in 
Maryland to 5% in South Carolina.

Many crop farmers will remember 1970 as a 
drought year or as the year of the corn blight. 
Obviously, the adverse growing conditions hurt many 
— some seriously. The dry weather and leaf blight 
dealt the corn crop a double blow and, as a result, 
production was 16% below 1969 and the smallest
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since 1966. Output of soybeans, the other major 
money crop damaged by drought, was down some 
13%. Although of less importance as income pro
ducers, the following crops were also significantly 
smaller: pecans, 3 4% ; peaches, 12% ; and sweet 
potatoes, 7%. A  10% cut in acreage was primarily 
responsible for the smaller crop of sweet potatoes, 
however.

But whether farmers remember 1970 as a poor 
year or as a good one will depend primarily on what 
combination of crops they produced. Those grow
ing either flue-cured tobacco, peanuts, or cotton, or 
a combination of these major money crops, will al
most surely count it a good year. Production of 
flue-cured tobacco, the chief income earner, was up 
10% (with a 14% increase in North Carolina), and 
prices averaged only fractionally below the all-time 
high established in 1969. A  record-breaking, good 
quality peanut crop, 30% larger than a year earlier, 
was harvested under generally ideal weather con
ditions. Prices throughout most of the marketing 
season averaged at the support level, roughly 3% 
higher than that in 1969. Cotton production was 
23% greater than the small 1969 crop, with most 
of the increase in North Carolina. The Tar Heel 
crop was the largest since 1965 and reportedly one 
of the highest quality cotton crops in the Southeast. 
Cotton prices during the fall harvesting season wyere 
well above average support prices. Added to these 
pluses were the sharply higher prices received for 
soybeans, corn, and peaches which offset much of 
their reduced production. Prices of most District 
crops, in fact, held up well in 1970. With the ex
ception of West Virginia, ŵ here prices averaged 
lower, average crop prices were up 2%  in Virginia, 
3% in Maryland, 4%  in North Carolina, and 6%  
in South Carolina.

District farmers’ cash receipts from crop market
ings during 1970 were 11% larger than those in
1969. Increases among the District states varied 
substantially, however, ranging from about 1% in 
Maryland to 14% in South Carolina.

Farmers’ costs continued to increase under per
sisting inflationary pressures in the general economy. 
Cost increases, however, were probably not as large 
as in the previous year. Compared with the better 
than 5% advance in 1969, average prices paid by 
farmers, including interest, taxes, and ŵ age rates, 
rose slightly less than 5% during 1970. Some fur
ther rise in farm production costs also seems to have

resulted from the need to buy additional inputs. 
But survey data suggest that the volume of pur
chased inputs increased less in 1970 than in 1969.

Earnings from off-farm work, both by farm 
operators and by other farm family members, con
tinued to trend upward in 1970. Respondents at
tribute this trend to some further industrial ex
pansion in rural areas. The pace of this trend, which 
has done much to improve both the living standards 
and the creditworthiness of farmers, apparently 
tapered off in some localities as bankers in some 
areas reported a slight decline in off-farm income. 
This decline, noted by 10% of those replying, was 
said to have resulted both from unemployment and 
from work stoppages caused by strikes.

Farmers’ Savings and Spending District farmers 
appear to have maintained their financial savings 
and reserves at about the same level as a year 
earlier. This situation can probably be attributed to 
a slight improvement in income and to a cutback 
in spending on capital goods.

Farmers, like their urban cousins, were again 
faced with a general increase in the cost of living 
in 1970. The farm family living index rose some 
4%  during the year, and farmers’ total spending 
for family living items seems likely to have increased 
slightly. Our banker survey indicated that while 
this was generally the case, a good many farmers 
were considerably more resistant to the higher con
sumer prices in 1970 than in 1969. Thirty per cent 
of the respondents felt that farmers had reduced 
their spending for family living purposes slightly. 
This contrasts with only 15% who held this view 
in 1969.

Farmers generally held the line or cut back on 
capital expenditures in 1970. Reductions in capital 
outlays for machinery and equipment appear to have 
been significantly larger than those for facilities and 
other capital goods. Farmers’ efforts to reduce this 
type spending were attributed not only to the high 
cost of capital items but also to the high cost and 
limited availability of credit.

Farmland values continued to increase, but the 
rate of advance among District states varied con
siderably. Farm real estate prices in the District as 
a whole rose nearly 10% during the year ended 
November 1, 1970, with most of the increase oc
curring during the eight months from March 1 to 
November 1. Market values recorded the slowest 
rate of gain in the Carolinas, South Carolina

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

March 1971



registering a 7% increase and North Carolina 9% . 
Sharp advances of 12% occurred in both Virginia 
and Maryland, states where nonfarm factors con
tinue to exert a strong influence on the price of 
farmland. Market prices in West Virginia, also 
under the influence of fairly strong nonfarm factors, 
rose 10%. The decline in prices of flue-cured to
bacco land, first reported by North Carolina bankers 
in 1969, has continued. Where flue-cured tobacco 
allotments then sold for $3,000 to $4,000 per acre, 
they sold for $2,500 to $3,000 in 1970. This decline 
in land values continues to reflect the growing labor 
shortage in flue-cured tobacco areas.

Activity in the farm real estate market in 1970 
appears to have been considerably slower than in 
other recent years. The number of farms on the 
market was said to be small, and some respondents 
noted that fewer people were looking for farmland. 
With the supply of farms on the market down and 
with money tight, declines in the purchase of farm
land for farm enlargement were reported by 65% 
of the bankers surveyed. Farm rental and leasing 
arrangements, some running for three to five years, 
increased further. Use of available funds to purchase 
machinery and equipment rather than farmland was 
also noted. Where demand for land for farm en
largement was strong and land was available, some 
bankers indicated they were continuing to refer 
farmers to the Federal land banks for long-term 
financing.

The demand for farmland for nonfarm purposes 
remained fairly strong, although market activity was 
apparently slower than during the previous year. 
Only 40% of the responding bankers reported slight 
gains in such purchases, compared with 55% in 1969. 
In contrast, 30% of the respondents in 1970 noted 
a slight decrease from a year earlier, compared with 
10% in 1969. Some of the decline in the purchase 
of farmland by nonfarm buyers was attributed to a 
slowdown in industrial expansion, but in a number 
of areas industrial development continued to be one 
of the prime reasons for increased activity. Other 
reasons for increased nonfarm purchases were: de
velopment of housing subdivisions, construction of 
interstate highways, purchase of lots for retirement 
homes, and expansion of airport facilities. As has 
been the case for many years, increased buying of 
farmland for nonfarm uses was associated with a 
significant increase in the price of farmland.

Farm Credit Situation Demand for farm credit 
remained strong in 1970, although apparently not

as strong as in 1969. The survey indicated that some 
farmers showed reluctance to borrow at the higher 
rates of interest. The number of farmers who bor
rowed from commercial banks fell slightly, but the 
average amount loaned per farm borrower again in
creased moderately. Bankers’ farm loan repayment 
experience was about the same as, or somewhat 
better than, in 1969. The number of delinquencies 
was lower, and loan renewals were down slightly.

Bankers’ lending policies in general were tight. 
Basically the same restrictive policies adopted by 
many in 1969 were reported by 65% of the 1970 
respondents. The remaining 35% indicated that 
they adopted tighter policies during 1970. Bankers 
adhered to generally tight loan policies by charging 
higher rates of interest, confining their lending to 
long-established customers, and making mostly, or 
only, short- and intermediate-term farm loans.

Some 55% of the bankers surveyed noted that 
interest rates charged farmers in 1970 were higher 
than a year earlier. The remaining 45% indicated 
little change. The most common rate in 1970, as 
in 1969, was 8% . Rates ranged, however, from 
7^4% to 9%  for short-term loans, from 7 ^ %  to 
10% for intermediate-term loans, and from 7 ^ %  
to 9y2%  for long-term loans. By comparison, rates 
on all types of farm loans in 1969 ran as low as 
7% , and the highest rate charged on farm-mortgage 
loans was 8% .

Bank funds available for loans to farmers may 
have been fractionally larger in 1970 than in 1969. 
One-fifth of the reporting bankers stated that their 
supplies of loan funds were greater. Though this 
increase was partially offset by the 10% who indi
cated smaller supplies, the remaining 70% noted that 
the availability of funds for farm loans had been 
about the same as a year earlier. Where the latter 
situation was reported, these bankers often qualified 
their answers by saying funds were sufficient for 
their long-established customers. Ninety-five per 
cent of the reporting bankers said, however, that 
they had not turned down farm loan applications in
1970 because of lack of funds.

Comparison of the change in the volume of out
standing farm debt held by three of the principal 
institutional farm lenders during the year ended 
June 30, 1970 with that during the year ended 
June 30, 1969 indicates that overall demand for farm 
credit did remain strong in 1970 but not as strong 
as in 1969. For example: Farm real estate loans 
held by all insured commercial banks in mid-1970
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totaled $290.8 million, roughly 1% or $1.7 million 
below a year earlier. This contrasts with a gain of 
5% or $14.4 million in bank held long-term farm 
debt during the year ended in mid-1969. By com
parison, outstanding loans held by the Federal land 
banks on June 30, 1970 amounted to $480.1 million, 
up around 12% or $49.5 million during the 12-month 
period. This increase, however, was less than the 
gain of 16% or $60.3 million recorded by the Fed
eral land banks during the 12 months ending in 
mid-1969.

The volume of non-real-estate farm debt held by 
District banks during the year ending at midyear
1970 had increased faster, both in percentage and 
dollar terms, than during the previous 12-month 
period. The opposite was true in the case of the 
P C A ’s, although both the percentage and dollar in
creases in their volume of outstanding non-real-estate 
loans were far greater than those for banks during 
both 12-month periods. Non-real-estate farm debt 
outstanding at banks in mid-1970 amounted to $339.1 
million. This gain of 3.8% or $12.5 million com
pared with an increase of 3.6% or $11.5 million 
during the year ended in mid-1969. On the other 
hand, the amount of non-real-estate debt held by 
PC A ’s at midyear 1970 totaled $383.0 million, some 
15 % or $48.8 million above that outstanding at mid
year 1969. During the preceding 12 months, the 
gain in PCA loans amounted to 19% or $52.6 
million.

Farm Financial and Credit Outlook for 1971
Bankers indicated that some further slight improve
ment in farm income was probable in 1971. Under 
the assumption that weather during the growing and 
harvesting season would be average or better, 35% 
anticipated that farm income would increase slightly, 
40% foresaw little or no change, while the remaining 
25% looked for a slight decline. One reason given 
for a prospective decline in 1971 farm income was 
that a good many flue-cured tobacco growers had 
marketed 110% of their farm’s poundage quota in
1970. Under the acreage-poundage program, any 
marketings in excess of the farm’s quota in any one 
year will be deducted from the farm’s poundage 
quota and acreage allotment the following year.

Farm costs may well rise further in 1971, ac
cording to 95% of our respondents. Many of these, 
however, believed that the rate of increase would 
be somewhat slower than in 1970.

On balance, it appears that the general debt and 
financial position of District farmers may be some
what better in 1971 than in 1970. Favorable returns 
from farming in 1970 should enable farmers in many 
sections to pay off old debts and enter the new year 
with improved equity positions. Drought and the 
corn blight no doubt adversely affected the overall 
financial position of farmers in some areas, how
ever. Forty-five per cent of the replying bankers 
expressed the belief that the debt and financial 
position of farmers in general would be better in
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FARM DEBT: AMOUNT OUTSTANDING HELD BY SPECIFIED LENDERS, BY TYPE 

United States and Fifth District by States, June 30, 1970 compared with June 30, 1969

____________________ F a rm -M o rtg a g e  Debt______________ _______________ N o n -R e a l-E sta te  Farm  D ebt____________

A ll In sured  A ll In sured  Production  Cred it
State  Com m ercia l B an k s Federa l Land Ban ks C o m m ercia l B an k s A sso c ia t io n s

or A m o u n t C h a n g e  A m o u n t  C h a n g e  A m o u n t  C h a n g e  A m o u n t  C h a n g e
A rea  O u tsta n d in g  from  O u tsta n d in g  from  O u ts ta n d in g  from  O u ts ta n d in g  from

1970 1969 1970 1969 1970 1969 1970 1969

$ M illio n Per Cent $ M illio n Per Cent $ M illio n Per Cent $ M illio n Per Cent

M a r y la n d * 68.7 +  1.8 60.6 +  11.4 37.9 +  8.3 38.1 +  6.7

V irg in ia 83.6 - 1 . 9 112.6 +  11.7 108.5 +  6.6 55.7 +  10.2

W e st  V irg in ia 33.0 +  6.7 12.4 +  1.1 19.4 +  13.6 8.4 +  2.2

N o rth  C a ro lin a 77.4 - 2 . 4 185.6 +  10.4 128.5 -  1.2 186.4 +  18.8

Sou th  C a ro lin a 28.2 +  4.0 108.9 +  14.6 44.9 +  5.1 94.5 +  13.9

Fifth D istrict 290.8 - 0 . 6 480.1 +  11.5 339.1 +  3.8 383.0 +  14.6 1
United S ta te s * * 4,016.3 - 1 . 1 6,993.9 +  6.7 11,214.6 +  6.3 5,358.7 +  17.3

*  Includes D istrict o f  C o lu m b ia . * * S tate s a n d  other a reas.

N o te : D a ta  m ay  not a d d  to to ta ls because  o f  round ing.

Sources: Federal D e p os it  In surance  C o rp o ra t io n  a n d  Farm  Cre dit A d m in istration .Digitized for FRASER 
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1971 than in 1970. Two-fifths felt the situation 
would be about the same as in 1970, and the re
maining 15% believed it would be worse.

Demand for farm credit in 1971 is expected to 
match or to exceed that of 1970. Two-fifths of the 
responding bankers felt that farm loan demand will 
remain at about the same level as in 1970. Fifty- 
five per cent, however, looked for a slight increase, 
while only 5% expected a slight decline. General 
inflationary trends and an anticipated increase in 
day-to-day operating expenses were the prime 
reasons behind the expectations that credit demands 
will be strong.

The expected levels of farmers’ spending and in
vestment in 1971 varied considerably. One-fifth of 
the participating bankers looked for farmers to in
crease their spending and investment slightly. Sixty- 
five per cent felt that spending and investment 
would remain roughly the same as in 1970, while 
only 15% looked for a decline. Larger expenditures 
by some farmers were expected because of the 
necessity of having to replace worn-out machinery 
and equipment. Spending for livestock feed is also 
expected to be greater because the drought- and 
blight-reduced corn crop will necessitate larger pur
chases of feed grain, probably at higher prices.

Bank funds available for loans to farmers in 1971 
will likely be moderately larger than in 1970, ac
cording to survey responses. Funds for short- and 
intermediate-term farm loans will probably be more 
plentiful than funds for long-term loans. One- 
fourth of the responding bankers indicated that the 
availability of loan funds for all three major types 
of farm loans in the year ahead would likely be 
slightly above that in 1970. Three-fourths, or all of 
the remaining bankers, expected that funds available 
for short-term loans would be roughly the same as 
in 1970. By comparison, 70% felt that the availa
bility of funds for both intermediate- and long-term 
farm loans would be about the same. Among the 
bankers reporting that funds available for farm- 
mortgage loans would remain at about the same 
level as in 1970, roughly one-fifth indicated either

that they made no long-term loans to farmers in
1970 or that they made very few such loans. They 
said that they were continuing to refer farm bor
rowers to the Federal land banks for this type fi
nancing. Developments in the general economy, 
competition for loan funds, and the level of the prime 
and discount rates will, of course, have a strong in
fluence on the availability of loan funds for agri
cultural purposes.

Little change in bankers’ present policies on farm 
loans, generally reported as already fairly restrictive, 
is indicated for 1971. Survey results showed that 
85% of the bankers expected to adhere to about the 
same loan policies as in 1970.

Interest rates banks charge on farm loans in 1971 
can be expected to remain high, although a little 
softening, mostly in short-term rates, is indicated by 
a tally of our survey. The most prevalent charge 
cited for all three types of farm loans was an 8%  
simple rate of interest. But quoted interest rates for
1971 varied substantially, ranging from 7% to 9%  
for short-term loans, from 7%  to 10% for inter
mediate-term loans, and from 7%  to 9^2% for long
term loans. Tabulation of the answers to the ques
tion “ What trends in interest rates on farm loans 
do you foresee ?” brought these results: Three-fifths 
expected little change, 35% looked for a possible 
slight decline, and the remaining 5% anticipated a 
moderate increase. The upward adjustment would 
apply to farm-mortgage loans only and would 
probably amount to %  of 1%. Where a downward 
trend in interest rates was foreseen, the majority 
felt that the decline would range from to ]/2 per
centage points and that the downward adjustment 
would be slightly greater in the shorter-term ma
turities. Generally, bankers who stated that interest 
rates on farm loans in 1971 might drop slightly held 
the view that any downward adjustment would be 
dependent upon the possibility of a further cut, or 
cuts, in the prime rate below the 7V2%  level in 
effect at the time of the survey.

Sada L. Clarke
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