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Crisis in agriculture

The agricultural sector is nearing its fifth year of fingncial
ownturn %vnh httle re%e?ln SI%]% l%o area |nyt e Umtea %aes
as peen harder hit than the mIdwestern eaBt and meu es
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The financial stress in agriculture
Gary L. Benjamin

The financia oblems that no rr With the swelli Ism create
us, a rrcu'ture recerved a reatvgea (E Lnflatron In that \([t/ecatqg %%f g ?Wﬂ tt/
B||cr in recent months. jrca cam %ery aggress e and wa vrrtua

ICIt has attem ted to ca tu uman g 6 rrsrng rntlere rates rn
motrons and su ern s of tose most cau%ht ap ate 197 t ars leading up to
ug in the fr ancial stress.  Movie and me a the 38 peak farm and values rose ala com
coungs, of the trage y and of the emotiona Boun annual rte ﬁfrceﬂ ?rnc rea
g e
the U usuaW tough times fac ng ?armgrs an generi ﬁ Uge equity gains ?or farmers ané
aII ?f agrrc lture.” But éuch atcounts r Frthe ther langd_owners,

Pyl B LA S M M
ro ems. e o owing article focuses

P hese IS e, QI rtrc%lar emphasis to tﬁg ste e reet{ nmacnrner and Eauip.
a(rtr%n'en ere% among U.S. farmers an men |dings structures an a

Rrovements K & mgatpn, an c?arr
tr Lt e de Lo,
ey
The problems in agriculture today, judg- Az d'cabital in estnE i Asaresu arm debt
i m
%tW'th he clalty gf indsigh, hav (ee apso g yery raprrﬂr( in the 19703 vrrtua%F

5 In the excesse of armer dtherr enders
}n SmV%e %hgre%mas y altn u?r Ig{}g{{/ oo m ltjcsrng the “three-fold increase in farm assét
Unfortunately for many in a riculfure,
CU ture, the realities o?fheymgo aveynot m tcEeg; tﬁ) r

ous era for

roduction an rnvest en“ SI0nS ereoten expectations 105, Export mar

Ay s L rcutrrrfneaonnot?rs o
€

his,
and tat orejgn markets for U.S. grains an

Soyh eanf wou% continue fo %row # n g(w W' ﬁ?prlegar% Eougjn ifi éa'nr{
nomenal 10 percent annu rate of that dec Breussion or tne earnings [?st Crop
Re 0UfC€ atternsc fte J matrca F Pmers Several actors co tr%ut %

Su stfrntra acr eprevrous used for pastu ownturmn i inc f]e s%arp?

or held out of 0 duction—under government Vaj“e 0? § é ?Iar sF 8ono oWt
ro?rams t0 s0p U the excess production ca- a%q expande ?turaf pro uc on In
Eac ?/ of US. OBrrcu ture—ca e Into qrain %her reas of thew i Pther t lgnment
ow crog lgrro uction in an effort to ag R frade gauemﬁ hat ||ower$ 8m the
alée on th oonrrng export markets.  New eavy for rpn de érrdens % severa countries.
wasceare or ¢rop production and use Livestock pro ﬁcers ave also experr
Pro uctron enhancrng chemicals exRanded enced adversities in the 1980s. Growth er
more rfwld ly as IF dotible-cropping and irrj- mestr? er capita meat consumption as?owed
ation eefeasr Livestock production in sh pg) In recent ear? In part, the slowing
e Midwest shitfed more quickly toward capl- reflects an aging population dnd 'the tendency

tal intensive confinement facrl tgs (sucg 8 htig

arrowing and finishing Tacilities” and catt Gary Benjamin is a vice president and economic adviser

eedlots) or to other gedgra [ons where a(grrfcult]ure and ruraI banking at the Federal Reserve
?ﬂr fiag 57 b

Chicago. This paper Is.derived from his speech at
and, values Were €55 In the poten- i Federal Resarve Bark %fChIC&gOS Conference b Bank
tial for crop production. Structure and Competition on May 2, 1085,
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of older eople to consume less meat. It also
refl ectsc nsumers res onse to |etet|c concerns
tat ave arrsen in recent ea[] d meat
Ero ucers have been esgecra ard hrtb the
lower ﬂrowth in meat opsu {
e unex ectﬁd reall tres of the 19805 ep-
comgf a[ mare than Just In erna chan lgres m
g poe, Hpnl g
IX | [

|muIat|ve P scal p Pc since 17& ftrréh teg
smnr ficantly to the changrng artres or agn
fure In el%SOs the ste

oves toward mancral mar et ere atro
These. factor nkatrc%
terns In wor contr utr tot
turnarqun romt whtrendin
IIR}r In t e 1970 to t e up trenSO ars

IS defae These actorf c%ntnb te
|cantsy t0 a sur ?tm In Pon a Justeélm

est rates’ and. an errn erms on arm

ans aturitie oan m

oter The use frxed Jate Ioan rmr ?
variable-rate farm

a enders move towar
oans and/qr more fre ent rate rene otratrans
The C angrn 0. terms of tarm logns, In the a
(}/ery r? int rest rateﬁ s0 far this, decadg,
added” considerabl 8/ éo the cas outflows of
e o i rt”an““ s tody
Il
reﬁects their bein sadg?e d with annua dde%t
servrc(e requrregre s tat could have e
consicered "at best only a remote rtaossrbr ity
When the debt contracts were negotiated m the

The chang of the 1980s, while encom-
gssrn g far mor€ than usta ricultural markets,
re nevertheless vivi 2/ cted In measnres
of farm sector earnings and Tarm asset values
8 Rlel Indr atrve of the boo condrtrons
the revrous ecaa net cash farm Inco
jrusted or inflation, in hhe 19/0s average '2

P cent higher than in the 190s. But™s0
his dgcade real net cash farm m&ome has av-
era e ercent ower than In t 39705 and
te owest since the early 1960s. Total net farm
Income heﬁ fallen even mor}e sha vrPl 50 far th |s
ecade while averaang ? est srnce the
Great Depression. BeCause of the decline n
earnrn agro m\n contrn nt of farmers_face
the pr n? em o Ing msu |c|ent cash Inflows
eet family living“requirements and simul-
taneousy mﬁet annual debt service require-
ments. ~ Cas ?w short ges are most acute
among highly leveraged ~farmers wno rely

4
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Table 1
Real farm sector earnings surged
in the 1970s, but are down sharply
in the 1980s

Net cash Total net
income income

(billion dollars)
Annual averages
1960-64 $18.0 $15.7
1965-69 19.3 16.0
1970-74 24.8 21.3
1975-79 22.4 17.7

1980-84 18.3 12.0

nwstly on farm earnrngs for therr Irvelrhood
e are les severe the ma]rR/ gn
){ ally small a{ ers wnose livelinood s
50 Sy g e arm earnmg%
itional measures of ~farm Fector
earnrn $ encompass Income returns ab %r
mana ement, and capital. rtrme
e of sector ear |n S atltnbgt to Iabor
manaﬁement cline
crease In [)e number 0 arm rs an %ecorn
cident su strtutro of caphta abor and
management, esare arm sectg
earnr attrrbuta eto capital has mcrease
|ne In total sector ea r]m S has nev r
t eess resulted In fa considera ecr eint
Income return to far carndta he Jower |n
come return o capital, rOWINg essi-
mrsm regard m]ga ynear terp covery, have
I In farm

P ere h) asset v ues
F g% Fort comr g revisions in De-
ment of A rl uture ﬁstrmates are |ke|y fo

tb aue of farm sector assets“has
retreate yaﬁnutasrxt since peaking In the
B most ﬁronouncd ecline ha?
Se an va 3 Hcp natronwrdeﬁ f
percent since 1981, The extent of

cling var!es wide mongn srtates with
arpesé eclines occurr n% the western COE
t'and the southern Plams atates Amon
\3 states of the Seventh Federal Reserve Dis-
trict, and value declines since_ the 1981 pea
range rom nearly 20 Rercent in Michigan to
more than 4 SPe cent lowa

e decline |n Tarm asset values addls srg
Hantl to the fmancral stress ag Lcu tur
All tarmland owners avehsuf ere ustantral
teeclrnéa |nnr|rret w?rt In t eutIJast vIa Pnargector
assets, grp ustgd ?or m%? troﬂ vtr/as oft 33 percent
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Figure 1 Figure 2
After strong gains in 1970s, farm debt Distribution of farmers by degree of
remains high, but asset values are down financial stress

index, 1970 = 100 2.2 million farmers

eeeeeeeeee

from the 1980 pe tﬁk and the Jo est since 1973, havrng0 extreme frnﬁncral Iroblems and Irker¥

Atamrnrmum IS erosion |n arm sector eq- to beCome tech[rrcax HS vent If recentﬁ
Uity Fs undermined " the creﬂrth Iness ditions were to last a ot er two P/ear
?ag iculture,  Moreover, for ?hy everage categor comprisin er en
mers who are sr uItaneousy faced t sreg ded a av nq everaean as
burdens su frcreq 0 warr nt? ‘serl-
und er Ine ous These farmers

ures elr dents n[rlfeh?s acceierﬁatrtee } ethSE%Ttlai? were ggﬂgllalel’g%()bler?e mat%fan ?r 0? reachrn?

t t] ern% um er of farmers ehade oward Insolvency In about FFU lyeerrs)r recent cond
oevge arca g(r)tr\()enctyely Erecgugearte 0? %rrrgejrts tons wer r}g tp renvatro considering the financial
standi (PE ?grm rpe%t the %tr ss 1n agriculture vuInera 8

cash oW S ()tha es, the eLOSIOW In E(LUIW

It farm operators, the USD
extends deeply info farm’lenders. %tu Pso }/ocusedI on a ?B P E ttpat mig hA
%/}ore rep[]esenta e0 r? y ize c%mmer
The extent of the problem among farmers Cla arms—those with annual sales of $50,000

00, 08??0 In concentratrn9 on this rouH

thorottA he%%gr Sstrlédt/ob(Yat:geoPaw[e)Aeyséh?eop thSt ?ﬁfrs%rps O(t?rdop\?vrgstoe%hle foa rscterEEt trrom
sltrr]r ncrg strg among fa t enum er ofsmal operators t

Mmers at typl-
ocysed on variou Je ree f ebt lever- a?l [y on non-farm_earnings to overcg
dgl'tsarmers a Weil asgcash W atterns %rna)rlrcralyshortfall? n f;irm opgeratrons Aso

In
?gr i’i US SIzes an tyﬁo farms.  The stud abstracted fromtefam [1y-size com ercre} op-
oncluded that a ar% 1904 the ma?rrt erator Iah ﬁwere ﬁ ew very large farms
83 gercen en?trr% 'S %mr ro[r that, eit odgn often r]J IevE ed, usuaIIy
erators were re atrveIrI/] reg of rnancra ttre%s are able to generate posti cas WS because
owever, the. remain ercent. 0 of superior anaﬂementsr ? £ economies,
Trmers }Nfere |der]trf|ed as f?h erthrn three or the sPecraty ature of the eratrons
classes of financial vulnerability.” S SIS %ug ste that. near 84 mQr

g Yover The ana
ercent Were %strmated fo be technica X than a ourt amily srze commercra
so vent wrthd ts exceedrh] 0 assets. the far[n Within the three classes of frnancral
ng ercent cas ort-falls d’in gerarrtg About 4.5 percent were consi
ebt/asset ratros o to 10 were regarded as ered technically rnsolvent 5 percent were re-
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Figure 3 Figure 4

Distribution of farm operator assets by Distribution of farm operator debt by farmers
farmers with varying degrees of with varying degrees of financial stress
financial stress

(Januar y 1984)

ar ed havrrlg “extreme frnancral frnancraII vuIner le farm%rs rered to make to
ems, and nearly 17 pe {cen ere consl easete nancra stres perc nt? are
re t? ace serrou nan la e] IS C Tr]gsr era ré aoed with cas nows
un erstan ﬁtep gr blem rnsH Iclent to sgrvice tre uirements, finan-
amon% armers, It rsaso he 0 consider the cla stressed {ners an err enders must
amou t of assets owneq, an the amount of cons ero tions for liquidatin armer " assets
bt owed, by ancraI vulne abI farmef rn order { % ? own t0 levels that are
T eav ab#e evr ences estst at inancla rngatrbe the armers’ reduced earnin s
v#r erable farmers ortronates rtunﬂte e markets aSséts
of farm asset owne operators ut ven in the best of times, are not sufficient t

v Al
t e oWe a ?arger sh ae o the aPm operator ﬁandle t[re amount 0 asset I ﬂur ation need eg
Foug g/ Trcent of the 0 erator fo quick yover%ome the fina cral stress.  For
wned sets as

ﬁrl 1984 was owned Instance, only about 3 percent of farm real es-
y far ers o were r three classes of fi- tate assets c ange owneﬁshro annually.  This
nancra vu erabr ity (Figure 3). By compar- sugg ests tat e H with strong markets It
150N, suc arm operators appare él owed e oret%n ears to complete the
more than 45 percent of the_o tsta g farm []ans er of the roug % percent or more of
? erator ebé Frgure 4), Trans ating” these aam sector asse t neeg to be trans-
dings into gollars 1s diffi c&r B art ecause erred from financially vulnera Ie farmers to
o var rn{;] estimates oft rstrr tron of tota inanciall strong owners. It would take even
arm OJ ass s%n debt between arnho& onﬁerw en markets for farm assets are weak,
erators ords Isome acco nts 0 s Nas heen the case In i}ecent ears,  Forein ng
e t) ndings | g/ that rnancrall% the equivalent o moretan3 ears’ wort
vulnera e a eratr owne about I asset trans ers from frnancr wea t%rm
lon |n farm sector assets ersﬂaog g with normal transters. that wou

rm

erc nt

so ear T8 an{ that te owed more than expected 't cor]trnue ecause of rFtrrhng farm-
? nr])erce of th %15 brIIron In outstanding h estate sett ements, ad S0 forth—into a
ar sector de t at that time. ort period of time could potentially be verar

erc?nt shar of 4|l fam seotor destabrflrzrng to markets for far h state a

assets owne y Inancially vu nerabIe arm other farm “assets. Because o this, man 00-
operators might' not Initiatly (eem aarmrng servera oint out that a rrcd(ture neg S an ex-
owever, in the context ofthea ustments that tended period of time t0' make the agjustments
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of frnancrallg gessed farmers in a manner as operators, accountrng for 64 gercent ﬁf farm

order ¥ as p ssr 0 erator e bt were acing neg tive cash flows,
study summarized above r] g the more é)rcal commercra

pertarns to con itigns as of early 1984. Since rm operators some 43 percent ha

h lows ffi lows' do not im-

ah pr ve, financial stress will likely increase.

en farm asset values have declined ¢ (pnsrd ega VF cash
and far earr}rn S have continue

Bre sed levels. |b e analysis were to

Pated pretsuma It would show thatt
0 ortrpn of farm (perators consid reg to ¢

e o\égl?e{rr?fbers Cféurﬂs%%n%h?e L0

The extent of the problem among lenders

Estimates of the nt fdebt that IS
wed b frnancraJ vurnera Ie armer are far

ﬁ} ?rom BCISe, rhep

num erp QDSErvers, srng Varous rees 0 resent Tcon era esare 0 emore n

anaIy ical rigor and ocusing op various ﬂ$ $2[1)0 lion In" total outstang rnrp p
IC re%ons have aHem ted to gaulg debt.. It Is therefore not surprhsr gD at the

Creased Snar total farm sector

tude of t ble
enera[rzra{]tii s up erp]or Opes 5‘& m fs sug gst QSB%f%'théfﬁ%ﬁ‘ﬁ” ?enn%erasrq]f?erfasezrrsre Bamers.

atafourt toat P [ The credit needs of farmers have Ion
&/now be regarde as nancra VU nerabe een led by a variet osurces ranal
that thfese operators OrYV% re than 6 rom %ePrfh to Institutions In. the c 0
ercent arm orp]erator t or about 55 Farm Credit Syst arim 1o agencres of the ? era
ercent oftotal farm sector det. ggvernmeﬂt and lite insu I;ince compagres H
Desprte e%e efforts, defrprtrve estimates dition there Is a catc category Identifie
of the extent of the financial Stress amon

Tarmers ({and the amount of garm debt the ow%

a rnd viduals and others.’
i el e P i
t(h %JSDAZfoun f gt Instity

own.
study release rn Fat July % onsrvn he borrowrn
taty? ? e first o?thrs ear, some 19 percent armers T lg[borrower ow
0 ?I arm operator p]c untrn%r or 62 percent peratrve J t ens amost exc srve
farm operator eht ad deht 1set ratio 48 rmers and_Tarmer cooperatives. es’ystem
percen or more tare t p]rca considere ?om rises 12 F ed?ral Lan Banks thatE vrde
result in financial stress under curren} arm real. estate loans_ to farmers: edera
Itions In \%%rrcu tu[ﬁ f [%rorp%trop) arm Interme rap1 e Credit Bgnks which Work p)l
gerajfors notably less een su\gN maril local. Production” Credit Ass Cl-
% In ot er studies. Moreover, the ne ation PCA rm provrr short-
Aqu ?undt é considerable portion mteL pd ate-term loans éo farmers: an 12
of the I? everaﬁ armer? even a onH Banks for Cooperatives and a Central Bank for
those that were techflically Insolvent, had cas

Cooperatrve at finance farmer c? Rerajpves
flows more than sufficient to meet operatin The, FC S endrn operatro s are fu PH
expenses, urrent rrnc aI ana interest pay- marily troug t%sae o secuntref e
m fs, a mr rvrn ements Ine ?omponents tf g hat lend fto
cu % ?]e yev ae armers tgat had armer7—the Federal Land Banks and the
posrr cas the ne A study con- FICBS/PCA —acpounted for nearly a thgd of
cluded that 13 percent of aII farm operators, he outst rnE arm deht at the end of 1984
accounting for 45 gercent of rarm p]erator Table 2). FLBs we hvh‘fr the omrnant

de

debt, werg encountering significant financial e lender e F|CBs/PCA

stress as o? earqy 1985, g5 raaned a r}% %nt second to hanks In non- rea?
The a 8ve frndrngs relative to . other estate farm debt

studies, provide a tempering rnter retation of Banks accounted for 23 8?rcent of out-

%he extent ofkhe current rnancra probgms of standing Jt far dent at the eng 1984. Banks

armers Yet the n?w USDA study ‘still depicts provr e both real estate and non- r?al estate

somber vrew In cHsmg Ijnu ton arg BS cas 0ans to far ers but ther mos%sr nificant role
OWs, rﬁ ardless of their irvrdu e‘ sset Is in non-real estate lending to farmers, wher
ratios, the new study found that hafofal arm ?Contrnuedonpage 15
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The Farm Credit System: Looking
for “the proper balance”

George D. Irwin

The Farm Credit System (FCS) wa horrowers are required to huy capita) o
gevrsedb gon ress 1o enl Sbfea rrcu?tura? rtrcrnatroq certr?rcates \ghrcn/ IOretrr J
0rrowers nationwide to Partrcr ate In the en their loans aid In fu
ana ement 0 crer s%sg Serving S _originate us ness a re t
their ue neegs. as tradi-  point f acé Wit gér :
Eronal Irrong %d reIra esource UCtI?ﬂ credit a ocratron
or agricu tura 0an Icants wrths ort- an

ever, te cur rovi (flré] [)? ?
ent economic str ? (armrn has af- ntermediate-terni Toans. PCAs may make
cte%g lrnan ort Its 0 erat ons. 0 secured an secure loans fo a rr
asrson ed In part B/ dust- cu &ur:i roducers 1o ny reason. ﬁ
CUS- 0dns to the s over w Ic

some curren #ro rams"and
83 attentron 0 Bropose stfuctural ave some suP rvri?ry rgspoHsr Ity an
changes as well. 10 commercia

In trtutroHs AThe FICBs are ownerp %ncrﬂg
PéA ot(ner frnancrng rnstrtutrons wrtg
)E 0 bus

FCS structure
ness. “PCAS are.owne

e Far Cfred't %yst m rs com- Y)v eir borrowers Who are re uired to
48 Fae ra san more BErc ase stock In them as a. rsron 10

0se d
taining loans.  PCAs provide ahout 20
Eed fen%?meﬁr teB ?edﬁs%%%'ﬁé'%%sg percen gf a% non-real es?ate %arm dth
370 Produ ron Credif. Associations, a The Banks for Coor%erﬁtrve Hro ide
13 alrﬁsfco Cooperatives, Porte y e, than 6g %rcent 0 unds (f{'
eaT service or? nrzatro(n% EF é)urte [).1 {Ogveo ther, = Ongmls %00 eeragnéees L :
nrtg V%eta\fgs %rn %’rr?erlto IS|c|0C (FCOXreer are ﬂWﬂecb l?re orrowersr H]strlct
ach di trrctr u es g dFF sh n this caﬁe cooperatrves 0y g rovide
r It Bo a Fe oa s to.allow a cooPeratrve to" establish
n rsFe era an Ban rnrst tr mal talB an ef ItCIent operation to
E]F BA). a eera ermeépate 8” carry OH usiness of Its m?&ers%
ank (FICB) and its af li ductro The FCS obtams caﬂrtﬁ %rou -
Credt Assocratron PCAs and a an tained earnings, and thro r? re urre-
For. Cooperatives r) districts are ment_ that b rrowers ow stoc
r ePde numhners an %ytenames ssociatjans . from_which my orro
??18 %Q”a” fina citie ost? Its funsfor Iogns C0 efrom the
e eera?L 3Banks areamajfor Sa||ed0t desera Far Bred tﬁ Con-
source of mort r[r 0ans, accountrn o %0' 1‘? SmeI onds In na-
out 40 erc e far r% hona rnaB 1al mar %ts These honds are
oan volume. L oﬁrcreso ec?r %( the joint obligation of the 37 Farm Credit
ed Farm Cre tBoar

are. dhetermr
i autond T o i all pOuers ol el of i S cieht Adminiagin
HEC?(SS&r t0 carr OUt ank husiness, ?1 ghriggaper is, adapted from a talk delivered on May

b, at the Federal Reserve Bank of Chicago's
ﬁe owned ﬁ ?V épa en%h%rﬁ Conference on Bank Structure and Competition. The

now W owne
views are those of the author, and do not necessaril
tered, a@lYa E RIS which are Iﬂ turmn reflect those of the Federal Reserve Bank of Chrcagg
owned orrowers 1n the district or the Federal Reserve System.

8 Economic Perspectives

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



Figure 1
Farm credit system

Banks; capital, howe%er, IS ac uallg/ dis-  the $80.6 billion in loans outstanding was
gersed amonﬂ,lthe 37 banks an Sﬁ) ass0- ot accruing Interest, and another” $.1
lations. While these securltleﬁ aveI no pillion was otherwise nqnperformln?.

overnment guarantee,. they have lon '

%een regarc}eug as a quality |n></estment. ! %%?%e?ﬁé Zhe%llg)l)?nthlen F%:qu.u”e_d p.ropéry
_ o Several concerns have arisen in light

Reflections of financial stress of these figures. The first is the optimal

i de?ree of Centralization versus decentrali-

reflecting the’current problems in ethm 10 be geogrephically concentrated in areas

ctor. - Svstemwide 'Toan losses reached  that eXperienced the greatest gain in asset
S RO 085 v S8 il Vales duing the demand toom of te

1984. "Eleven PCAs have been liquidated 1970s and in areas experiencing several
In the past two years, an ov%rqs _Were  successive years of adverse weather condi-
merged. At year-end 1984, $1.8 billion of tions. Conisequently, the FCS institutions

Although  the cogpe_ratjve F
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Figure 2
Districts of the Cooperative
Farm Credit System

Federal Intermediate Credit Bank
ooooooooooooooooooo

H Federal Farm Credit Banks
Funding Corporation

o
—

in those are ? have, been erakened an% N nce% Ia%%ely by funds from the system’s

so e have ar This problem Is relate er
%?confr etween the nee fo capita Another ar a of concen IS, comdp
thin t e stem an ans

Iﬂ]eure tGOWHGFS of StOC Oca Irmllgt I'éCEf]a rie e%n?t%eecrtvoerrmllln nterest

t

I effort to ensure oca a onor{]}}) rafes, S os grr anilit %om
len er rrowers In t with the_more %qh commercial banking

rrcts ave ecome es ecra aware sectfor The pastlroug of costs 0 rron-

f at eca&rse ot the strui re 0 ge Sys- Per ormrn% loan ﬁad? ton rhcomTPetrtrve
ter]g(ir ack risk control over len erst, 0a Errcr 0ss of t st de-

?t €. I\/\t/“tﬁtS vgrrt \sAeh%mt ooireojf0 Y e lSr(r:r%Setg%e{% ost lending has
R e
i I

ot done on a variable Interest rate, whic

ops | transfers rrsk from thf system to %rirowers

% P]rovr g assrsta?]ce 1o distresse However, t B eads to épe ems In
| Bstrtutrons T ustrate competition, because as the |evel of inter-
X r[ctrons of some armers an est rates has. merease S0 afs customer

nkerf ) erecelt Pro osal for rescurﬂ emand for implementation of rate caps

the al 11”8 ﬁera ntermediate C Ixe rate ro rams or. other. optidns
Bank of Omana, a plan that would be available fro compe ing institutions.
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In addition, although lower new
HroneY sts ould ordme?rrl IeaJ to. a
rop 1n tne || rate a\re ecost pric-
mga produces on artra ef ectron of

ngsrn new o cost, tteaame
time, ecause of the bsence of a Federa

?uarante hnvestors in the. system must he
eassure i at ther earnlr gs after pro-
VISION e, e, and

sses are taf) %rab
rowrng grolp alance between the
ong tefm need for accesH nvestors’
unds and the immediate reliet of

orrower

stress |sa aJor mana ement ro ern
rna orrowes may ave for a
never ‘hefore been

reaso(n
tested—the nsk o loss of th rrﬁ \ta/
vestment in assocratron stoc the
assoclation fal
the period of economdc streﬁ
co tinues, .the FCS must] contend as we
a thir concen the. cross- pa men
ghenomeno Int begi nnrn arso
conomic a rsrtx orro mae
ﬁ ayments totes ort-term en rer
ancin qam t mort? esecunt

PR

g Ine fcreolrt
83{63 kee 0dns In
status nd delay rec rtroH rresrt)ons
roplems. “In tr the capacl
a et cross gpaélm nts_runs out the
nancral statistics etertorater %
ma consrderatron 1S ess

tem co \1 r?er s ar sutof[a%t?rse

ors. urrd eFCS
ted rom rts rgjr nnra

ger ormrng

e r%ssua stafus. In nancra Mar t(I:‘[[]
thle rfa%qeg It {0 Issue SGCUH'[I?S wher]
EVer Tunas are nee ed to su FOH 0an (i
ume order to maiptain puolIc

bk

Coping with the stress

W steps have heen taken recen
as a tesuf fo? Ifr)e d% rcutitres created b (ny
r]ansrtron [om the exgansronrst 1970s to
the relatively austere 1960s. For examg
In the p astfyear We nave seen a signif) ant
number 0 assp%atron mergers.” Joint
management of banks now~exists or I
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Blanndmﬂo[]the drstncts A num-
[ drs ricts have plans for or are In-
volve Jornt an ﬂement of short-term
an real estate len rhg at] the assocratdon
evel. The system has ao evelope
joInt services, orooratronc led Farmb g
Services, a orng owne arm Credit
_easrn ' Services o%qbratron and aie
[] orfjanization to | Congress oa
the am Credrt Council. etra Iz6
nec danrsm dor mana ement 0 cagt\
r){ endl gns anning and
Hctro shasa n_established.” It Is ca Ied
e Farm Credit Corporation of Amerjca.
Ot}her considered chan?es would re-
urre changes In the law, Tncluding the

lity. to mer e Institutions where no
on| Joint %napement tne permrttﬁ(\fv

lt Ln recen ears

clearly taken a han sof re ri tor

ture rorposed legislation wo a(

n}r t] toeercr owersl etose
of ot frnancral re

e imme rat concern of We FCS
relgtes to manaﬁrn the current di rcultres
to correctl 0g nY gractrc s th t
ave contrrbute rat ert o

sey un amental rn%ncra

o n]dn 5 hrlg the structurﬁl nro le
8teFarm S/fstem will glw s e

erﬁnt om tho commercial

Ing, the ertects terecent nanclal stress
rn a rrcu ure onstrate that there 15 a
ml% ree mona Ity, Indeed
g esan\e foroe and
ers ertam ubsta inter eper]-
ence The medasures out eda vriwrl
contribute to m e FCA’s efforts to n 5
he Interests of healthy borrowers, trou 3

orrowers, investors, and the Farm C[
Instifutions to ensure  that agncnt re

continues fo have in the FCS 4 reliable
source of financing and frnancral SErVICes.

AWarren F. Lee and others, Agricultural Finance (The
lowa State University Press, 1980).
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Ubid
! “Rescue  Planned for Farm Bank by Loan
Agency,” Wall Street Journal, July 15, 1985.
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Table 2 a farmer can receive from the CCC.  When

Distribution of farm debt by lender market prices are at, or below the loan rate,
farmers make extensive use of the CCC loan

h%h market prices en-

farm  nonrea | % of

pro?ram Conversef
real courage farmers to $ell their Lgcarn rather than
estate farm farm put It un er OaH Wlt
. Other lender, cassfrcatros include life

($1128)  (s1018)  ($213B) nsarance com anres—w 0se mortgage

end acc(% sfor 6 percent o | outstand-

Farm Gredit System g am ent—ang catch cate or
[dentified as rndrvrduas P

unts for ercent 0
Federal Govt. Agencies 17.3 ?ﬂ {Warm reaf e%tate deht hemq b rndrvr uaIs
others represents seller financin arm

rea gstate tr&aﬁsactrons Merchant ndedealer

SBA 2.3
CcccC 8.8

Life insurance com panies 11.1 5.8 Credlt_|nC|u ? the flnanC|n prOVI |>/
o farm equipmen nufacturer —iS an Impo
ndividualsfothers fant cQ gonent of the non-real estate len rn
P individyal sag ot ers na Ition,
agg rovrn% n y rrr(r) rvr s anamothgrsarnn
Inancl vr il
%hﬁ accoun%ed for 39 percent of the SI00 ?n% S op arme swe ?}{ or an?z tions
on.in suc outstandings. sucH 8 savrnsan loans an oca credit or-
edera overnmen gencres tcllowrr(r]g anrzatrons [ which separate estimates are
sharply accelér ? rowt srnce t r ot marn ained.
1970s, accounte percent of outstanding t 3 %OUPI all [arm Iendes have
farm debt af the end of 1984. These gover- Peen a ecte nanc|a

%UPGTS Becals di erengtersess C%Heroan\;[gllp

ment agencres the Farmers Home Atminis-
ty of data owever the effects can be

traéro the C?mmo rtg/S Credit Corjtoratror\I

an ée Sma(! Busin A ministratjon Ei ocume]nte much [nore eawfor ?ome Ienders
ErOVI e some degree of subsidized credit to, e than others. Verv little is kn or exam

Ible farmers. The Farmers Home Adminis- about. the_extent of problems among lenders

ration (E)rovrdes both real estate and ofn -real rncluded in the “individuals and others™ cat
estate | PS to farmers and accounte 0 g 30n the other anéJ here IS consrderaf
Percento all outstandrn% arm debt. In ad vidence on %he emer ng Problems at banks,
lon, the FmHA ? guarant es on [ ns he FmMHA, the Farm Crédit System an t0 a
made gcomme cial lendgrs to armers T %sser extent, Irﬁe insurance c%nE)an’]es monq
Sma usrness Admrnrstratron il (? these len ers tFFmHA rona Ig as the mdos
longer ac%rve engaged In % endin Stlll extensive farm loan portfolio g)r lems, a

%%% lrjenatlS egtrate {‘narm drgbtl rere(t))reseenttr)rlrJ tStdrrs]gslpegr ! Catéo'}ers%'f‘ t?d tartr%ergmgAe sile ase neﬂgrerr
loans made In the | 3te 19705 and earlg 1980s, ?arm anns h? mHA & oPmrdq1985

The Commoajty Credit Corpora%rons wroxrmﬁki ; Etih% r?rlclll Aequrvaentt more

role in farm Iendrn IS 1ar erafunctrono that 's total portolio of
%tgencys role .in su&nor rices of severaj farm loans. These Iatest readrr]%;s ref ectfavast
arm commodities rains, cotton, an eterroratron rom 6 years earlier when delin-
%/beans Farmers who par CIPames n Otrhetﬁggre uent arm loans held by the FmHA amounted

S IR Sl et e
aS collateral Tor a non I’ECOU se foan from {ne %g}l r-
ent

er o measuref R(it tB
é: ﬂrmers Use (? this sourge of fingncing oratron rn farm loan gortfo 10 %
ten sto tuate wigely, de en rng on the re or exam(P F a new 1 rﬂ?r rnglrequrre h
lationship, between mﬁre é)rrce plemented for most banks In 1984 sugg estst at
amount of loan per bushel (the loan rate that net charge-offs of farm loans—mostly~loans to
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Table 3
Delinquencies in farm loan
portfolio held by FmHA

Amount delinquent

Million As % of
dollars outstandings

% delinquent
3 years or more

1977 $213 3% 22%
1978 288 3 24
1979 417 3 24
1980 823 4 20
1981 1,588 7 21
1982 2,928 12 31
1983 4,125 16 35
1984 5,390 21 53
1985 6,388 22 N.A.

farmers not secured by real estate—bny gnks

naﬁronwrde totaled tfetween

million jn 1984 (Table 4). Among the banks

fompletrn the reports, net charge-offs offarm

oans in 1084 represented 2.2 percent of the
Lend Trhortfolro of all su%h oang at those

e.ratio, of net charge-Qffs to out-
stan in ﬂs varied wide state; with banks In
Califor ra re ortrng b far the hrghest propor-
tlonate %ar e-0ffs % ercenf In states
cqvered e Sevent edera Reserve Dis-
trict, net charge-offs oJf rm Ioa S aS On rcent

of outstandings ranged from a ow 0

cent among Banks i Michigan and Wrsco srn

f0a h|%h oI 2.9 percent a

reporting bank
In low g repgriing v é

owa ranked trh]rrg to MissoUrt an

Table 4
Net charge-offs of farm loans
at banks in 1984

Million As % of
dollars farm loai
United States $850 2.2%
7th District states 200 21
lllinois 51 1.9
Indiana 16 1.2
lowa 115 2.9
Michigan 5 9
Wisconsin 12 9
Other selected states
California 238 6.1
Kansas 48 21
Minnesota 53 2.3
Missouri 45 3.0
Nebraska 75 25

Federal Reserve Bank of Chicago

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

Calf'g% Z{tia in relative charge-offs of farm loans

nsight into the deterioration ove
time that has%rt hanks heeatnse of th 1Q| ancla
stress In agriculture can De gained from a
Bom arison” of overall gerforma ce measure?
etween a%rrcu ltural banks an 0 her smal

nanks (F 4Amon agricyltural banks
nation rJg tcar sog{ H Foans have
risen amatrcal In"the 198(0s, In 1984 net
chargeo S ? Of % at agrrcu ttura tianks
were equivalent to 22 percént of total ﬁ
outstan ing_at those banks at year end. That
sabouéﬁtrmesferelatrve I? I? charge-
recarded annually ba/ flgrhcu tural ha n SN
the 1970s and htwas di) Betechar e-0 rate
rePorte other small hanks Asr ilar # -
tern s evl ent in the sharp rise in the aB ual
Erovrsr n (? 0an losses a agricultural banks
0 far t |s cade (Figure 6
With the surge |n the annual p[)ovrsron for
loan. losses, earnrn S at a%rrcultural anks ave
4 net income after

declined shar

tagrr%se at a ?cBIYuraI banks natio V%'P%Eﬁt'at%t?

E P wrth 19705l and ea] J 19805 when
tural banks an-

har
net ﬁf)e urn to equr at a rrcu
v%y Hl and 16 percent. It

nua range
aso ontra te wit (Pe cent ne |ncome
smal|,

retyrn equity achieve
a rrcultura t(r]an% in 1984 an? Ih marked the
second consecutive year out of the past 12

Figure 5
Annual net charge-offs of all loans at
banks as a percent of total loans

percent



Figure 6
Annual provision for loan losses at
banks as a percent of total loans

percent

1970 72 74 ‘76 ‘78 80 '82 84

which = relative ~earnings  af small, no
a ni:ubltuLal hanks surpagsed those ot agncur\
ral banks.
Inconjunction. with the decllle in
earnings, the “proportion of agricultura anks
with negative earnings has nsen shaBy. Last
Year percent of the agricultura anks na-
jonwide reported n gatlve earnlnogfs up rom
the more typical ercent of the ans
that re orted Iosses in the 1970s and early

19805

_ esplte the recent downturn jn earnings,
agricultural banks have continyed to add"to
t e|r ver favoranle capltal positions. . At the
en o 9%4, ca ital accounts at agricultural
banks nationwide were equivalent 0 95 per-
cent of total assets of those hanks (Flgure 73
This new high was UP from a capital ratio 0f
9.0 percent for agricultural banks at the end of

Table 5
Percentage distribution of agricultural
banks by rate of return to equity

0to 5to 15%,
Negative 4% 14% plus
1970 1 5 66 28
1975 2 5 55 40
1980 1 2 42 55
1984 12 9 60 19
74
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Figure 7
Capital as a percent of assets at banks

percent

979 and |t wasa uII ercenta% point abov
f) cag ratl mal n-aqricu ura
anks at the en of1?4 Teftro%v a
Posmono agricultural. banks aongJ

engenc of mo Bt deposits at arqncul ral an
to fvere FDIC Insurance glvs sub-

stantjal assurance that agricultural Banks can
Weather the hnanmaq progfems In agriculture,

Performance of FCS also wanes

Ofth private lenders serv |ng far erfs the
he most vuInera etote n:’%t

C|a ro lems amon a{m That could
the case eca se the” bylk of its as?ets 90 per-
ent are In oa tg armers 0{ tm reItd
u3| g?es and t its. funding IS ob-
a|ne rpthe saeo |ts secuntle to Mmves o[
natlon and Intern t|onﬁ markets. e
erformance easH[es or the FCS hav ete-

Bl Pt

5.1
gtnan datr dgemalns we capltahze )9 mdustry
Net Joan charge-offs among the 37 hanks
Inarhe at():osver?ﬁg[]geedelig nltni?ton |3n %
% H ft ountedjor m art/ %%8 rh lljon
? the tot eofs wn(h FICBs acc Hntlng
ran a?dltlon $27 m| |8n ﬁltlon
charge-ofts af PCAS reached $285 mi |03
1984, equivalent to 16 percent of outstanding

Economic Perspectives



Table 6 side $121 nhl on in rovrsrorkfor loan logses
oan charge-offs an provision 1or oa_n
L h ffs and ision for | ast ear W lmrlron of the ota comin
losses among banks of the Farm Credit rom” FLBs an angt m| |0n C0m|P
System and PCAs romI CBsf n % th ed al ovrirance 0
0an osses of one Fe 'Land Ba In-
1981 1982 1983 1984 creased by a $33 m |on tran%fer ?rom foca
Net oan charge-ofs FLB assocratrons w rn tat ank sf rstlrrct
ll ar mon CAs In 1 e provisjon for loan
St panks eos 8z Iosses ose 0 (?214 mrIIron extending the con-
As % of outstandings ?rstent uptrend that has been evidert the past
37 banks* 02 02 01 .16 i]
PCAS NA. 74 121 159 Wrt the uPTtrend ’]n provisign for Ioa
Provision for loan losses |OSSGS eamm S 6i O(P% e InStItUtlonS |n t
wilion dolars o e m e th avbe st a3|7 g Iq‘ 3 Iet etrnrnr¥4506
ecomrne anks fell to less than
pommtovsndinge {nrllron in 1|84 fE)wn from Fr)r(e:apriy $119t§4lron
° standi wo, years earlier (Figure g} sin
oA a9 1te ggr]rterr;gedtoatﬁeetngtsseg;‘nml mrll§on0|rt SQ%B
'Comprised of 12 FLBs, 12 FICBs, 12 BCs, and 1 central BC. m||||0n [] (r‘Ol'ded In 1981 r?(i 198 Flgure 9).
tincludes $33 m_iIIi_on in allowances for loan losses transferred |
from local associations to a Federal Land Bank.

While earnrp]gs In the FCS. hav ero ed
|n recent years t st m rem:i]rns weI capr
84 was tmrdwa Pe%rve nth ec ar eo The mchase ushe caﬁgrtal fo t 9urv
o) an
cent of total assets.

Imilar

farm Ioa eld b s at year-end. eIze et an$ ilfion In gn SI
Interestrngagroume cha?;geo rate tioryCAs |n f#: %m $g 2 br |onﬁ t the end o 19ﬁ C E
rat n farm Ioanfs bP/ g cen ent of pearly 12 Perceq1 Htsta 0an
c’trar e-0ff rate 0 aI oan$ by ‘agricul- ;versus 93 Percen e en

tura anfﬁzz ercent). eary 1 rPde

al J?vrsrons for loan ustry norms, the ca ital of the FCS
losses have Increas du steab In rcent ears VKOF ﬁ Ensrd red most. ad qLﬁl Never-

eless, 1 halle

within the FCS. The 37 barks of the FCS set S faces a major challenge in that
Figure 8 Figure 9
Net earnings of the 37 banks in the Net earnings of Production Credit

Farm Credit System Associations

million dollars million dollars

1981 1982 1983 1984
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Table 7
Capital accounts of the 37 banks
in the Farm Credit System

1980 1981 1982 1983 1984

In.billion dollars
Stock &

certificates N.A. 4.56 4.98 506 5.14
Surplus N.A. 2.90 3.60 391 4.10
Total 6.19 7.47 8.58 8.97 9.24

As % of loans 9.3 9.8 10.9 11.3 119

LR R B
r rﬂlﬁ e orlr”rtsa ?“ toOmo(R ize rts ca
tal“and tts rohlem a]s f0 ac reve

tlonate dhstr utio swr(s In the S a/sf ent
actrons that tre\ns %rrrnee the aemt%ans ot one
ﬁ |talhze3€ Y37 ban%s within thg FC% ﬁer
ge at t

stem will successfully meet t
challenges thatY y

le ahead.
1985 another rough year for lenders

985 is clearly shaping up as another year
of dechnrpw ? %nan eqa rrcuPtura? ané-
er]s Pr] nary. figures fe rrst uarter
B that net charge-offs of arm 0 ns ?/
anks_ nationwide were up more &S r?e
cent from the same period In 1984, A Irst
uarter rep ort or the 37 banks In e FCS
shows thfat re a}trve to_the same perio Pre
90 net ancareo fs, were UP X a mul

75 and that ne earnrn swe ?Wn neary
afrfth. oreover, the ougr ems
ﬁans Is still rising rather than mrnrsr wrt
the Increased car e-0ffs. (h
nonaer ormrng 3at agricu tura banks na-
lonwide con trtute 45 percent of the total
oans at t oselb[r HB from 3.5 erce(ntayear
earlier.3 Similarly, 'the FCS Teported having

76
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ne rlar 1.6 hillion in no%accrgal loans as of th
areh, u{ Ilion at the en
1984 Inr efrrs uar er resylts an
terncrease vou fpro em 0ans, It seems

clear that_the per measures for. banks
8(? h étgp 1125 h wﬁ | show considerable
eterioration from last year’s measures.

ep tof Ann Iture “The Cu[rrent

Hc/lrlsa % Hure ?nformatron Bull%tm Ehlm
U ScterDiPartmeJng c_t rm f u%eé’ Ju{ gag&gl

rrcu ure rmatron Bulletin
EhSeveraI ad hoc. regpors however have IIuded to

%re seﬂa in ccounsraeer eamon
1rms 0, farmers an e rncrea
e uenc wrth |ch far reaI esttat eYe
%revrous owne aueo e Inai
recent uyers to meet thelr an contractpym ts

4The sussro 3 vry from the

S

wr 3 rm loan-1o

r%sh oanara(t)ro rne e&rmrerg verage
(5 han sw ess han

erar

? a ow avera
oans f0 total logns eavera
mIoanj fo fofa 1oans among ansrsa out

hrs definition, there are roughly 5,000
cu ur:fj ks natlron\}vrp at(ﬁese rt/ks are
tot asse er |n ft ovie

lron e mvo vemen anks

rn en n %armers IS h‘ﬁnslv
cc&un r37 percent o aI Ioans ese

L M S e
f accrurnﬁ qruef onable Ioas are no
Onger accruing Inte
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Lean years in agricultural banking

George M. Gregorash and James Morrison

e ¢ Were ugly. in
P thﬂig e T
tatn aﬁa?uﬂ g%n ns ave Dbeen n]

ost severe In Ca |forn|a
Iowwtheseen ekre 6 pefcent of of the outdand mgoe}g oansa

G S In the state were written
o ?m are? stsoeszonehcaennktsnhltlsomtveldeenteﬂdqelelsrgI %a}cg
There is by now little doubt that the
Problems of agr| cyulture have a verse[l fecte E [QF %ﬁcavse ost 0 te fosses WETE In-
arformantce’ of Tural Banks. Snce SH{re at the. large banks, where ?%h 0ans con-

agriculiura ortent ?Obanks have expertence L1tearlftt|vely small portion of those banks’

total portfolio
creasing [evels of loan osses an Eroblem st lovels ofa lending or a Iar

0ars, resu fing in greatly reduged eamings o
i Kb R o i
quaters a% rp] erformance has_continue utheast somewhat | és Ve totee

eteriorate W eother ban mg sectors have 20iS OE resent rtcu tu M{FC ties.3 Simi-
shown COﬂSl e[ﬁ elmg? n]eg s f ns n { rt £as §outhwes
oo mlg,t nally, 2 Ua\t/léta Janks fave Qul ﬂ/]v ?xce;ftton of Texas ave regote
garntn%? high capitdlization. . i evsgof a agricylural credit problets are ,%)Baac'{]gn
Rro le ieté thlPresent economic ondijons M

%veg D have sn%eecnor romNat'OBgrgenta' i What remains is the tr aI heartlan

adition
?atues In 198 to 32 percent in 1984—an th|s P]aAmertca enctﬂttttassm t(h Midwest ar]g

Ins states, nIs region’s extensive. re
pmp%%?“oﬁ?mg’}ge% eo g'seréated credit orob- ance on_agriculture and ?re ateg hgsmess
lems unprecedented gn tﬁlsure f[r%cent dttts he ggm hasis on the troub(! com
experience, out they dre alsp 1ll-timed for the wheat,. an nsecéors Ve ragse concern

ggommam Smai 2 rtcu?tural banks.  In- regardtng the conttnue vitality of its banking
greaﬁlant?oncreott s, combined with de- system

The followin statl tics compare the er
g ased com et)trt]tsounmeha\?ee O?Iet ates ?enadt [) rEance ﬂf ft]g“C ltura andp pfa dCUt ral
chal?enges emanagemenp ? ese% s In the heartjand herem e as_ the
muni t[< area comPrtsmﬂ e C hicago ansas City,

%utﬁqow sertous Is the a% hank situation Minnea d St L YIS Fe erl Resfrve

and what are the mplications of cqntinue District 4$F lqure 13 While the SEi’[IStICSI U
trate a dramatic decline In ag bank perfor-
Eéﬁh’d%@s% at these lbﬁ!(s Tor- systemic Banﬂ mance andﬁ1 a somber near ternt qutlook, they

%so pomtatnti(some of the underlying strengths

these ag hanks possess,
In erms ofb king, this four district ar

As one of the prtnmPal financina sources s notable _not on ?r Its ﬁOC&tIOﬂ at tﬁe

Focus on the heartland

fr farming. tgrlcugtura hanks re eCtIt the epicenter of the farnt banking problem, but also
¢nangin tatys of American agriculture.
ea urt%g the. Impc of 2 Prob]emsgon anks R B e e A Ao
bowever uhtrest at a tonad 0n5|%teratlon Ct(tjlcatgo ?dorge Mt Gfre oragh is manager OdfﬂF]ee balnIEmg
industry studies unit of the Supervisiont and, Requlatio
edglvr%qattﬁlé[ eC Strlltjgi[luzrﬁlo%sset I\tlﬁgglelC ;[rlr%g Departt’nent at the Federal Reserpve Bank of m%ﬂ
Th ap (? search assistance was provided by James Scully and |chael
ese considerations vary widely in- different Krizan.
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Figure 1
The Heartland

for its large number of banks. ~ Althoug h the the Dakotas hold the largest proportions of ag
reqron accoynts for less than 25 Bercent of the banks, in each case exceedrng 65 percent of the
nation’s Danking assets, it holdso er 50 percent state’s banks (Figure 4).
of the nation’s commercrﬁ banks gFrgure 2).
A significant Rortron of these banks are agri-
culturally oriented
There 15 no standard defrnrtron of what Figure 2 _
Constltutes an a% ﬁ but Or ur Ose Of Distribution of U.S. commercial banks
comgarrson a% anks, are erern erne EN
those hanking Tirms with non-real estate farm
|oans equal to or exceeding 30 percent of their
total loan portfol |050Usrn trs criterjon aé)
Broxrmatel y one third of the heartland’s 7,8 8
anks are agrrculturally oriented, In terms of
asset srze banks in the region_are most
heavi 0y represented In the less than $25 mil %on
cateqory. Few ag banks In the area exceed $50
mrIIron In assets Frﬁure 3). Due_to their small
Size these anks, while regresentrng 17 percent
of the US. " commercial banks, hold less than
Spercent of U.S. banking assets
The concentratron fag banks in the re
Pron varies considerab rY state, with
ar est number of ag hanks domiciled in Iowa
ebraska, Kansas Minnesota, and [llinois
On a percentage basis, lowa, Nebraska and
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Figure 3
Distribution of banks by assetsize—
Heartland

number of banks

asset size ($ millions)

But to conclude that the agricultural

problems affect onlt{ these institutions under-

states the problem. In those states most heavily
dependent on agriculture, bank performance

Figure 4
Segregation of banks by state
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Digitized for FRASER
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Et sures have geterloraged even_for those
atﬂ<s not define a ? anks, reflectlng the
B over effect on local merchants and ~con-

sumers, These deteriorations are, NOwever, not
comparable in gegree 1 the ag ank deciines,

Root of the problem

The tt)roblems of the farm banks are a di-
rect reflection of the re |ofns embattled eco-
nomic asg Tummetma arm earnms ave

rsu te |rec In_Increased far an
char eoffs yHmco ecte fnterest on e‘?
g t oans hile also _ resulfin |nd|rect

ce oyera economic actlw Direc a
[)ICU |n |sa518n| |cant mponent. df
end mg n Rou? net
0 tere 10 sbans ave 30 pe ceitt or ore

of their foans outsta %InngLKh riculture
anlou%r Opercento s hold some ag oans
ne needs only to compare the recent
Il 1, compare. e recen

|Oﬁn loss histor F ?
others fo gppre haethe e%wreeo Jsssarea

regognize ey 0 0 rates
relative to loans outsta dlng Were |ght

than the reglons ans in

1964 the ratio old.

n |ed over |ve f

In 1984 alone, tereglon ag banks had writ-
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Figure 5

Ratio of agricultural loans to total loans in Heartland banks

number of banks

ten off 16 percent of their loans, double the
rate of non-ag hanks for that year (Figure 6).
Increaséd losses were widespread amon%
the ag banks. In 1980 slightly more than
percent of the region’s ag banks had loan losses
exceeding 11 pércent of loans. In 1984 this

Figure 6
Net loan losses— Heartland

percent of loans
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number of banks

nercentage. of banks had risen to more than 41

Dercen EF? %
the"unprecedented leyels of loan
|osses aIr agy taken, the degree of distress In
the ag bank Portfollos—as measured by th?
evel 0f nonperforming loans relative. to tota
0ans outstanding—ontinues o increase,

%rtendlng contined ??h rates, of loan loss,

¢ leve nonperfo mlnﬁ loans at the
glon 'S a% banks rose from under 3Eercent of
odns in 1983 to 4 percent at year-end 1?84
whleat the nona ans nonperrorming lev-
els moderated s from. 3" percent 0 2.8
ercentg 9 rllmlnayd ta for the
Irst qua te 85 ingicate t at these diver-
ent rensare con%lnumr%; In somea areas,
ratio of nonperform mssets 0 | oans has
nsen as much as one ﬁercentag oint
In thg rstquarter anne Alt ough first quar-
ter data may reflect some seasonal effects,
clear| the cedlt problems at ag banks show

no Sign of a atln

esponding_ to the decI|n|n uality  of
their loa é)ortf l0S, a? bankers |% ﬁhe r%)élon

have enlarged loan losS reserves.

hanks In the reqlon held reserves, on avera e
of 93 ?ercent of loans. At (year -end 1

ratlo of reserves, to loans had risen to ISYE -
cent. Despite this significant increase, presen

Economic Perspectives



Figure 7 write-offs—haye _consumed ag bank revenues
Loan losses—frequency distribution and greatly %Imlnlsﬂ ag baﬁk pro‘ﬁtab%ﬂy

(2,469 agricultural banks)
number of banks Withering profits

Reflecting the étrag on revegtues of Ron
Perfo[mmg assets aH e Costs re%Ir\( Ing
oan 0SS eserves é ve % % nks’ re-
furn on seti clingd 50 ercentfrom
ts 1980 level (Fi ure9 %tmlla to the loan
0SS ex erte ce edrnings declines amon the
da ulatjon were’wi esgrea FI
Averetren S are eVIIdent th in g

mterest mar Ins and loan row |Cg
t scontrastB\a{( Eer orm e
the Tegion’s no an swer n*aprovm
argIns rhven mcreasmg loan deman
av mor than offset more madest increases I
oan oss rov 3|ons

ﬂ(t ce ta ga negative trend, the
ba ear n S

apnp ar somewt}
% t”s'“gn.aa catleweu e eeg%tnexst e et%st
esptlte txeé eme inagh p

mangg
the group’s average rate was t|IonI
reserves represent lesser relative coverage of é ‘\ R gf B ks l}{

losses recently incurred and. more important| oest r than. that’of non-a
of the non e¥formmg assets that arepcurrentYy ?a%?n ﬁ] t eqltysq()r%e%te toestt(lgtergt?:lﬂ

outstanding. gﬁ%{egr? f eve#s s t

The impact of credit problems on ag hank
performance has Deen strtﬁ Prowsmn ex- i ytng profit capactty 0 these ftrms

penses needed to minimize th e growing dispar-
Ity between reserve levels “and Rroblem Figure 9
loans—particularly in the face of high direct Return on assets— Heartland

(7,858 banks)

percent
Figure 8 1.6 -

Nonperforming assets— Heartland

percent of loans

1983 1984 1980 1981 1982 1983 1984
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An ag banker’s views
C. Robert Brenton

As a banker fro heartland of rocess.  These changes result from evoly-
the c untry, an area t at w lonary processes and not rom a sin
ver arge op |st|cate h| mter event. Wh e the chan e ave occu
natjonal"agr smes Wonder ow man ragually, adjustment to them cou

ﬂP rstand either the nature or the extertt ddmog | st amn on an aIready man

tﬁe yecent changes an jroh ems we troub 6 sector.

S U ey mtta
i B e ol e ﬁa o
h gﬁn subftantf:eﬁ here |n lowa n]aﬁg ntmde tahe Umte S it ereJ nt
Bnces ave of our ¢ rn an S0 ean saes are m

P ép%rcg num ero rura (han ﬁtave elgn mar
ﬁoe CAs have JO%en stock, an Iosses ce taeo eop ving In'r fi areas.
ave heen Inc rre y ag-related busi- the P nt oft |te
Nesses ahrge an Stats po tion wasc ssm arm
N seve months aqg eil Harl ers, armerﬁ num er ess t an 3
;rom Iowaﬁt te University sg tman percento the pH a'[IOF
armers with debt-to é ss?t ratlos of over 4 Technolo c¥< S aso had a trem)en
ercent, were n] ifficulty, | t ou? E dous effect. Back when | wasg%mah
as eln anaarmlst ut 1 don one oo man co ld pick 100 bushels of
EarI Muar eAg com m a day, r}] now one avergge man
Ban mq Division of the American Banker can |ck } bushels n, 30 seeﬂ . Few
Associgtion - conducted a_survey {nat peoperea|ze the magmtudeo elm?act
showed that 41 percent of its farm bor- ﬂf fechnology on a icultur unless hey
rOWer Iﬁt money In 1984. tt also esti- ave een { n exg(? 1;
ated that ?7 gercent of Its farm i tcutt B ict the_full eﬁ%ct
orrowers would h Hatlve net far of echno ricllture, OPot just in
Incomes. In 1985, In Iad 1on Te a nited St es ut arqund .the world

gﬁercanelste er

o G g Ctnht
n Sho ercen g ave? eaalto antfl gstetlmu r?es an
|on |on fa ave recen even In some hi tec usmess
une ercent ove te a ar est _seed company | ewor
gars. Lst ar 1ts Production Cre |t P|o eer“Hi-Bred Interhational, Inc., now
ssaciations S Icts that ;ft will soon have more seed

stamed their first overall Bre

055 In_the 3/3 emstllsL orY £ lowa St usiness out of the United States than In.

. 0CI0 asiey of Iowa Sfalg

Uniyersity pre aICte ata recent overpor’s C. Rabert Brenton is president and joint chigf exec-
conferenci i at “The cur en% ricultur utive officer of Brenton Banks, Inc.,"a bank holding
f ﬁ company of sixteen banks operatm In forty-twg lo-
C”S|S '5 f0 Chan e t 0 rura cations in lowa, and is past president of the American
America, vm It WEr eop le, Bankers Association. hIS aper Is adapted from a

fewer usmesse and more (fepen ent on talk delivered on May 2, 1985, at the Federal Reserve

et 3 g G S
ti View u

Most OUI a (P great ¢ an €s go not necessarily reflct the views of e Federsl Re-

are in store or the orI pro UCI on serve Bank of Chilcago or the Federal Reserve System.
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Thou[g the United States’ fogd élbsorb therr losses over a period of time
8ustr strefches natronwrde and to repujld m)nﬁ
ucti nmakesu 203 percent ofour ross —Der %u ation of bartks must continue s
natignal product, mosto the currenteco-  that t ycan compete with their less reg-
no Ic di aster seems o be ce tered In the ulate oom%erors

Midwest, dam a memb an informa —Legl iatro ould alloiar bank%
g of Midwestern ban ers ed rr/state Ptja Certificates similar to toset
anking assocratrons inconjunction with ndustry has been usrng to augment
the American Bankers Association, that ca]orta uring this perro% T 3tress.
has voiced several concerns about the ef- h? Federal Reserve should e ready tg
fects of the current stress on their Instl- be of greater assrstar]oe fo rura anks an
tutro[t)s F% ?t we feel that at besr uite a other ag chu tural necessar%

d

s
number of farmers in the next ears t rough development of helpful program
are not gorng fo make It a IIyI d [r%press ang the A mrnrgtratron Lﬁ

e
safety net program somethin
ﬁ% nore ,}]%%tut%)ggr baFnOkrs d anﬁgh”;v%e t?t E&econQ{ructroR nance ogra
glosed. S0 1ar IS yer, the majority of %re i fas. factOp%ao\ég s
tir 20on Pese aech propesee 4l

m in ryral areas This pace will"c r
% Y continue for several more \Me rs.

pport
d_be noted, however, that er rg an ks and o»ber fgrm rea(i

exce trons theie banks ' were sold and estate enr?grsthanamlgutnum t aenéart o
ggl%lztésr%ﬁgprtteaeéz% ocr)kuto rou rzrirg(r) Ay e[rdu in lenders’ hanr& [%ecause 0 fore
? OSUIES 1S uncertarn there a pear

rIces, but IS concerned t at this edone
BTld ally or the |mpact on a0mibUsiness constrPutes s me I to 8Qh ES)ercent of

i e “drastic, aHOWRera manage assegrs] & 50an Va“S?CFmV ¢ ror? tgng?

arm progr S wo d Inly be create

must { efgfg € S rea% over a [ﬂ gn ndustry I the vafue% Its major asset
of years. Further ore, egroug leves re ro 0 preciprtously
that goveanFnt usmes%es an 3rmers e a0 bankers are comin up for
must “wor oseI tgget er In order to a.ra’tﬁ.rtt e an ount and ﬁate
co pete m worldwide foqd groductron ide tax coﬁ ections arecb nin
ar] to develop stronger and more SuCCess- }'\ér, bankers ﬂnd; econom%sts | ot

International sales efforts. ectors are Bne mnrng o see that we

For [rmer%usme enders,  and ave a ro m_that’ requires some atteit

rrculture refated S6S 10 SUNVIVE  tion. ag”tt ess IS, a huge, Vast
stress, several actions must mplicated, ba sbusrn S5,

% rf(errod 0 Als J
e take cﬁan%es meas %s such as, t ose ut ne
—Farmers. Home Administration programs  anové need. to be taken in the an mP
must continue to be funded, system and in the financial world to min

—Bank requla ?rs must, within the Jimits  mjze the shock arad to allow those who
of prudence, allow banks that are well run ~ wish to survive to do so.

Although in a?gre?ate ag bank earnrnfg1 Further, the decline in ag bank profit-
remain acceptable 1T 1o fonger dutstanding, t ability would be more pronounced were It not
degree of decline has not heen equally drstrrb for tdx credits utilized in recent years. Virty-
utéd. In terms of the relative percéntage of ally no ag banks in the region relied signif-
banks re istering losses in 1984, ag banks sur- icantly on tax credits to augment income rn
passed their non-ag_counterparts, reversmrh; 1980." In 1984, by conf[rast over 15 ercento
what In 1980 was a quite favorable compariso ag_banks utilized significant6 tax credi s agarn
(Figure 12) rising to exceed non-ag levels (Figure 13)
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Figure 10 The significance of strong a% bank cap-
Return on assets— frequency distribution italization Is most apParent when thal IS re-
umber of barks lated to the quality ot bank assets. Though the
ratio of nonperforming assets relative to”loans
at the ag banks at year-end 1984 was more
than one™percentage point higher than that at
the non- a? banks, when related to bank capi-
tal, the rafio was virtually identical (Figure 15).
Hence. the relative level of unencmbered
capital of ag banks has declined only to' parity

W|th non-ag hanks.
The Qutlook is somewhat less sanguine
when con3|d|8rat|ont IS given tﬁ theI addltlo?adl
everage held in the “agriculty riente
Lank gholgmg comp amegs ﬂwc},u % rhelr
underlying bank sub3|d|ar|es may be We caﬂ
talizeq; the additional leverage of the holding
return on assets (percent) companies may result |n_considerably. lower
consoll%ategg g |}(alr|]zalgon Accordm fto
ear-en nk holding company data for
While the. ecent ¢ m'(}gs per[)ormance of  JC Chicag 0 Federal Reserve. DTG only, the
%he reglon s agricu turta K oI, e 33 aics turaII oriented bank holding’com-
et samng sproa Fncu?ngf 6 equa panies7 in_the didtict hoid gregate debt av-

@%ryflgi/lvog a[ﬁ i uncertalﬁynerses lardte Oﬁn eragln 47 percent of paren? equity. Hence

ontinued a %y 10 recoanize tax eneht e consolidated capltallzatlon on average, would
nd

be approximately one third lower than under-
m(“)?é Sﬁ urm sength tﬁﬁg?]m%gseg%”?gth%rg Iylngp%ubsmlaryycapltal Further, the distrib-
Bnnk DrOSPECts ané so%n NEss. Ution of leverage levels is widely disbursed, as
Buffer stocks

Figure 11

~ The viabilit ofanX ban mp {9anlzatlon Earning analysis— Heartland
IS, An the flrst'nsance product of Its current agricultural banks

ot?ntla ernmgs capacn When percent of assets
earnm alter and pro zPects are Clouded, ?
must I0ok to the f|r Plta| hase éxs the puffer
t0 absor Qr vall mg 0sses and  maintain
depositor confidence.

trong aﬁ)ltal I% Vels are @ great Tnda
mental str fhe region’s aqncu tural
anks. Both the traditiona conserva %sm of a
ankers and tne ex%en e Trlod of health
Broflts in thle 1970s have fa éate strog g
ank capitalization. Further e3ﬁlte redlice
earnings, ag banks in the reg do ave contin-
ue ) mcr ase ca |taI ratlo urmq the 1980s
troug modest %Vowt and low re atlve divi-

P outs.  While tre moi Pre dominant

va ue of" primar caplta In relation to assets

Was rPercenta the re([llons non-a bia k? at

Yeare d 1984, the mos np dominant level at
he ag banks WaS 9 perce t Flgure 14 eIncludes net interest income (tax equivalent) and other income.
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Figure 12 itors.  The importance of insurance cannot pe

Percent of banks with net losses Overstated dunn PETIOd Of StrfSS SUCh aS thIS
rcent of bark type By reassurrn? depositors, federal deposit isur-
afce preven

s isolated bank msolven?res from
comp undtn? Into a_widespread  liquidity-
drrven catastrophe such as that of the 19205,
To further |n re adequate Irnurdrt%/ for the
farm sector, the Federal Reserve in March,
1985, revised and extended its seasonal eadrn%
nrogram The Federal Reserve noted thd
here were few |f any srgns to indicate that ag-
ricultural banks génerally would experience
any unusual shortfall of liguidity. The action
wds taken, nevertheless t0 have in place a
means {0 offset an un oreseen liqu |d|ty strarns
that might arise in local areas or for individual
banks, thus threatening the necessary flow of
credit to farmers.8

Direct farm programs aIthough cerfainl
not panaceas, provide additional external sup-
port. The fedéral oan programs of the Farm-
ers Home Admini tra[<on have lessened the

direct exposure of hanks to some of the most
neally ong Ze third of the District’s ag BHCs have e IOg credit. More recently, the loan

uarantee provisions of the federal” “Debt Re-
f notes he??‘ht of“ rﬁHCS frncrpallgl CO%%{?]S gtructurrngp nd Assistance Program” have
?rnancrn o?t smanh ﬁ n provided Some measure of assistance. AIthough
ies reé] solely on” their rPn U ggare % Pne %ft ese Initiatives erI 8lrmrnate arm and
H eab %n gs arm

1980 1981 1982 1983 1984

Ividends to S rvrce uc dl\n en stress, theY |st|anJU|sh present
ma e constrained j)ysat tory |m|at|ons or [ea |t¥ from the noninterventionist approach of
glator actions i un er (}r er or the pre-1930 era.

mance warrants, suc c arent

[nmy aceatBH swere

ower relative su srdrary ca atron and Figure 13

EOOF garpin S Rer Ofl&t% Ce C nC| e_ n S0 e Significant tax credits— Heartland
ases, rg INancing or ae t restructurrng may ne (7,858 banks)

requ”e ' percent of bank type

Passion and intellect L

evrtabl the I%roblems of @resent da}/
ture ev ke comparisons o the agncu
nkr }9' Crises § the 19 Os Declinn

ices angd lang va incr asrng
0rec OSUI’ ales, and an |ntens |nrg |mfa
eatures unfor-

of tensron an uncertarnty are fe
tunate ov(r(e)\rperpog tuoa of erros differences
can Pe cited. 'Ma % o}th dp ?fereﬂcef In fa%
result from ro rams wnose oriqins lie in t

everﬁs and soso %tge twentles and thrrtres

In the case hank deralt(ti enosit Insurance
stands as a bulwark of confi ce for depos-
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Figure 14
Primary capital/assets— 1984

number of banks

A more apt similarity for the present ag-
ricultural trauma can be found
home—if not ¢ eog%rajahlcay at least chrono-

ifficulties in U.S. energy
and mining concerns reflect many of the same

logically. Présen

Figure 15
Nonperforming assets— Heartland

percent primary capital
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number of banks

percent of assets

maladles 85 agriculture—heay mvestment
J %the boo? times of the 7 a ?owe ey

?eman asron? U.S. dollar an
duced Infl ‘ (Par?]/ expec &IOHS Some of the
more trou ery an mining sectors 1n
Texas, O poma fa F\ N‘ountaln States sit
onte eng the ear and, and_in. some
case overl bank market areas. This is

irony o ose Institutions that attempte
dp |nsu ate t ems ves from exposure to ong in-
ustry ﬁ diversi Into the other.

St whlle d stmelnts may be shared b%/
other ectPrsa Hae mcomPanson wit
%he d%a e of the ﬁo ard tly]mes n America’s
arm tremalr(] t00 muc areallt Calm
dell eatlon and cooperative effort fe mo%;
frmca at this time t%contaln the prob
Imit Its, eftects.  Although some terna suH
gort exists, the maj rlty of ﬁ yrden wil|
ontinue to be orne y agricultural banks and
their communities.

Some key pressure points:

6 lrJ ? ‘nércent of ag bank assets are. funded
o eposﬂs or bank equity. This great

Economic Perspectives



Figure 16
Parent leverage— Seventh District agricultural BHCs

ftren&tt (a” ZS IifAear%aof a ma sive ﬁstemtc Br %ﬁcogmze risk levels would it t make the

1qu| nks, may ocus elr at ents uld  ultimatel
te dtto[te mare f res £ ISsu nderm eg Yibl otN ﬁa xammat| X

ansin r Port I?os ior rg |yw ﬁ rOﬁess fﬁ](foes resll teto erance otO
out earm ﬁte caprice of Tokyo i! t traders E er. level qf classifie oans 50 long as th
ﬂr NeWs %73 § London. Loca e05|tors ahe § makmq Its collection decisions an§

e
ow%ver S ouF e reassured an% maeaware otherwise Servic g he loans | r]an Informe
ﬂol Ae risks—and - protections—their accounts Fsru ent métrhnea the overall risk osmon

Su Ff rte n ade uate res rYgean equ |
ca |a ase. omea% C debt holders may

- Forbearance— m ref mancmﬁ and debt restructurin awable
The maﬁswe reve éal of agncultural funda- approach to bridge temporary shortfalls.

mer%tas as reqmre extraor Inary coo ertatton
on e OrrOWEI' others - Fortification
E%tf %or ?armqa tf and eq mé)ment can, g he fmanmaf) strerbqths of the a%rtcultural
est ?ategorlze as unsettle Contmue bank |g sgste[[]n ave areadg beeh demon
Pru dent obarance on the ?art 8 9 kers strated 't the prudence and conservatism
essential to permlt an ordf ya g ment to shown during better times.  ThiS character
the new economtcso a riculture. Bank regula- must continué. With present prﬁspects for Bg
tors, recogmzmo f ave Instructed exagt ers ricu turgl recoverg uncertain, the choice
to consider ¢a efu this factor in or er twe? nvestment ano gerseveraﬂce—ﬂtght
v0| exacerbatm he robem This 80 |c ght—or, a%rtcu tural bankers has never
osnot necessari resutmareduce been. more difficult or more |mtt)ortant

oans deemeq t0 present an unusua amount muth ag banrers nave atrtbute(i ast
of risk (referred 1o ‘as classified loans)—failing strengths 0 local ownership and loca
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agement. The ability of the agriculsural banks
fo fortjfy and thereb erveasabfuffer betwgen
ocaI GOSI'[Q[ and t [rss of present
trcu re wi greatlg Jnfuencetefutur %
t] Iy nd communities of the
eartland thatt By Serve.

Conclusion

Aléhough shresses will continue, the over-

all soundnessof the agricultural bank mgi stem
remains secure rest q on the twin pillérs of
strongrcaprta and staole deposits.

e stresaes however, do not fatl erm
?n all |rms and increasin lf(n%)erso
arm banks are an unmjsta e reallt

stresses mount, ban ,ures er mos |e
continue to rse an nd ou tedly excee

Easatreattt?rteav. ”Sfft%ttdebar il aeéné’
erncrease in proolem banks an an ures
ea t ramatic, byt due fo
kn es trve size an prrnch YkP

|nsure ndrn there, Is “tI eli

g ramid mg nsmrssron of problems
mtote} ?sgs m as a whole. Absent a
Profound Severe rotract enod ofag

IturaI stress resolu tron o e hank mg
g rr] ﬁo or:ﬁur In_the regron can b
rr?gtm Ishe ermeurg traditional “supervisory
Wrt% |ttegprosg ft 0{ near-term |m
t’t%rve?e”‘ % goncy ttttt CSt"tﬁ{“ Iy 0
their uﬂd’erli Ing stren ths as the awly oP
lf]stmepf] |n a ncu ure proceed. “rnr e
that of the farmers the g Inance, %hea
Indivigual a bankerst weatherte %ars
IS In large f)art a ref ectron of the (eqrée to
whrch vision was ngade orb hes trm st ur-
ars. of plenty—combin elr
abEflrt trﬁt bandp present caprta(i an ﬂuman
FeSOUIces.
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Policy options for agriculture

Michael D. Boehlje

farmer current face severe fi- one drmensron of today’s financial crrsrs) gg
na clr s 8ss  resu trng sset liqui agonls riculture, A broader. Pe spectrve ang g

P ems In obtaining “credit, and ia setg poljcies Is required to solve today’s “farm
uptcy.LA carh] orta ISsUe rn ana)(srs proble

gs tfrtga % tradrtron olic . |ver\ the frna cial stress faced %y the
Bthrcu?ar

to the current eruatron srsa agricultura se tor, tea r1prrate poll

rele ant |s Ue because the 1983 sonse IS al re evant s [n"ordér t
a ment N Krn ro%ram Was one of ituate aternatrv% po IC trons s ecte
largest and oste ensive. govern e B options can pe qua Itrta el anayze
trans er ro rams ora riculture in” recent Sl mrcroeco[fomrc simulation odg (lee

t X many farms are st|l facing severe Box), The results from this process lead to
nancla Fipancia afnagement con ||usron that measures ot er than the tradr
strategies nd en ﬁnced arm and off-rarm In- tiona arm Income and price sup ort regra%r

e Stress for soz]e farms, hut mra N (na?vr e a ?ga er chance T survi

‘tr?é@g Cv@rnthrefltlre ; tev a or ex bI ly troubfed firms.
%percen%or%reatelr?eﬁﬁ ﬂe(f ot be S*E‘f? t? Y

tain surficient re rom varlous Tinancla

fr Jnanageme % trate%‘es 0 stave 0

asset ation”or default. Adjustment to a Bankruptcy ublrc policy currently_encom-
new fin ncra and economrc environment may Easses a s%t 6 1 sto resolve Severe frnancral
require Sover Tm%nt assist anc {ress pB ms—t ban ruetcu/ ryles. ~ Al-
t ast Lc assrstﬁnce 0 [ cg ma?q % rmme?rate
farmers In fdnancralsress as been In t ?rm atro ?‘f aset? dadrsc arge offarm
of price and Income supports.  Suc ap %y et It.can alsg Involve reatru Hrrn an re

res ons not ¥ an extreme hi thgh( usrnefs under Chapters
%terna ive, DU rmproP an ruutc)/ rs cannotb

mente might result in disincentives toa rce mte an invo En ar}/ an P
mer W oses er ossibly

[esource LSen rrculéure to the SOWG\’ ro t g
{s De- a(t]pf) % ankru tcy rocee | fcomes
EXCESS for | OSSGSS on enera afpne]l’

n demand for It products. Most ana
|ev8 that agrrcu fure must adjust o |t
or some contrB es tg nage ang operafe
and? I this gossr er the Surveillance o a cre ditors”

g ctron acrté/ QWe vaI es
grhcu tural resour £s, artrcu ar |¥
s] ase hen a. ﬁ” é) that Impedes ommittee.4 A [ustee to manage the gr‘pap rtet/
at a usment will not e ver ostgl IS ap ornted ong In rare cafses ) rmer
hut ma& result.in long-ternt dependence on c n-continue to Eﬂﬁratf the farm as o[t%as
overnment assrstance as well as continued ollows an ccept e Ere uctro
overnment mter erence. The bankryp tcg ues se how the
|ﬁ nigher nlcomfs would contribute Blvae se t%r will share fipancia IPsse in case
1to a helat ler -agri LIIIUfa. sectqr, the cyrrent efault Xa credrtor utt o N amenta
manrira stress [ n riculture |s {00 ISSUES rﬁmar f] df priv e
| e creditor, tede tor an other

Policy options

comg ex tO e relieve Iy Improved |n sector—
com fact, mogt a rrc tural fs ﬁport will
t% arge arms Wh r€as farms ot all sizes are Michael Boehlje is assistant dean, College of Agriculture,
rmﬁr s, Ofer mean fr ety BRS LA, A o
t e Income of agriculture, t fOUH Subsl Iflng State University, Thrs paper is adapted from a talk deliv-
the 0 ered on May 2, 1985, at the Federal Reserve Bank of

romoting exports, devalul
Sty Ul toSnl0h DG T e il et
VIEW u
-Mass %ro&tuctron ar]d fliel Use, an conver reflect the views of the Federal Reserve Bank of Chicago ot
Ing grainfand to grassland also only focus on the Federal Reserve System.
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hgve goneo aifdomp usniess with the debtor ([;ate.d the value of collateral in the credit ex-

absorb the ful oss ors oudthe public sector ension gecision.

share part of th |? loss through some type 0

governmen& tra SEE pa ment rogram An Loan guarantees. ANOther gfofsmle public

econd, an rY ohe Important, who In Pollcfy respops is the provision of [oan uarap
rlvate S ftoru der_the current growsmns rom a tederal or %ate age Ch/ 0) |n emm ?/

[%I%\ g/ ere%1 uired #o ahsorb the ma eIen In mstltutlo It on t Rﬁ

orH/o e oss? Because 0 th%e tensive use 0 3 arro er. a program IS curre

eﬁ{hant and dealer credit, the an rup avajlable from the Farmes Homf Admini-

rule I>(trans er the mafor 05ses from. tﬁ traﬂ% and additional tun |qg ould be made
Proiuctlo sector an the chHg |nst|tlllt|0ns Ilable ort 1S érogram 0 be an effecnve

0 the Inpyt su Irms, Which “are on on, a loan tee program must b
vo ved Enpher?a?y In fmainmal manag K]eg com%lne Wlt { ternat|v . Such ass
ecmon ame estion e tlg as elt or | |ab| ity restructyrin %)
ﬁ'sef as 10 i e eq(lfl’[a |éy ”&'S sqarmg of ﬁ % |gBt|on 0r ‘Increase tﬁe c%s owo
Inancial losses due to debtor defau USINeSS. roger rOS\}IrHct red, a loan quar-

anteeEﬁro ram m ¢ the time nece sarg

to Implentent more permanent solutions and

obt Tn‘gfﬁ}r%gm”}h'ﬂ amsle on%e fﬁ@*gertg'“r”t rotect e e el s from co?{%ﬁsm

[P % urrentiEl nanc Aress N a rlcuﬁ e process. Without a lon trm solutior,
{ hlsaterngtlve wou r} the “Use of 0an uarante%éar%garamtmlgAt g{arcelveft
oreclosure ce ures aa]mst rmers who f'm d %” [ Dallou va '“f’ ¢
cannot make t rg{lnu d Inferest pa JJ ? aran %et [)%réim woyl { i 9]” ef
ments, cancel ord er Interest an r|n r? déra rorsram ol ”r‘ etc ar“ r?r etoafnr
nayments or a S E%Ifled time, wrlte dow (S:Lcl)?ec% nogsawel SSS[ES ¢ gPO 3(')”' It tr?e
fton o ﬂ e dent, deny dT(f'C'e”C overnment an U|te |le<e Wo a](] resut in
Ju r{]“e%qgs ororcotm%%%awgr?s 8%?Hgtabn8\a}ee tgst ﬂ her cost than th tradltlonyal Farmers Home
p oratarium s include a li Administration, Small Business Administration,

r0pos imit
R sl | "o
b roposal that has re-
{0 rega dot. (0 H”e”tﬁ}’ ey to he suc- ceived Wide-Spread. el Pecentyls t of
0935 Syuch proposals Is that the nanma con- ?ederal Ssiste %t restructurin ?act
|t|0n Ofthe f|r and the lndustr W|| |m rove most 0¥ e curre t e IS a“ve %POS&]S re
% g g e;(rj]e The d

%fflmently In thi]mterve 'ngDDerf od 50 that variations of the debt re ructHrm

ligations can pe repal tmoratonums
T % WIIH |te% succe?s In the 19303 to {ﬁ%”,%?ﬁ %fmth's a roac % tnﬁ(t;, 3 Vvlvollr} d
relleve t efmanu&l ressure faced by farmers. uce annua 0 |I$E)lt0 S, t Us ena Ome
The major diréct cost of a debt morato- armers to cover teir oher principg ) dd
rjum s the ‘Income foregon %vthe le Aaders terest pﬁ menés Fo[) 03¢ 'WNno cannot
ur ng the m ratorlumP ut In addition meef ebt . obligations restructurm
cost, there ﬁ serfous concern aPout the rovide additionaf time to rearrange th
lications of § the fon ¥Vnanc tructyre ’fﬂelrl)usmesses Incfudjn

progra
%P ormance oftHe flna Iaﬁnmar ets. Le%Jeré 0ssib tesaile oﬁ a5Sets, os} restructHrln
eel their earnings ﬁi e Int rruph roRosl Involve t Eotentl 3 write
future moratoriums WI eey{ fthe debt asa con |t ontoo talnl afee
there Is more financial risk in credi en3|on orsate arantee For man cers w
and would expeﬁt to ectmﬁensate orf1 are acm |nanC|aI stres sucp/b oegrf'lm ma
%Sgrethg%ﬁageh hlmererrsateso n%er%sg erFuertaglre not Faperma enttso jon tut trst ({
wers would ong-run 0 adjust the asset an
to_obtain CI’GJII even |? they haveg adequate aw guctur Pthe buémess 50 ﬂ1at the firm
collateral because a debt maratorium has ne- can survive,
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Simulating some options

The consequences of interest rate  lpans and principal payments on interme-
féngth 0 B e St

bu downs and ' lengt enrng repa ment late an g lgans rent.
[Tn nﬂ with asset. restructyrl 9 A DSCR of leSs than 1.0 In any year Indl-
Individua rmsc strate

ga cates that the firm has ipsufficient net in-
representatrvecs grarH and ar - come after taxes and family livin e enses
resentative hog arm. The cas grarn far to meet Its annual debt service obligation.

ADSCR of less than 10 Indicates that

hQE”PJtifsas s gt e A ]
errms ments problem is more per-
fam rsfa Hiro- to[{p s oeralion o e andsts fikely"To be the resul bf 2
Rl
he results of the analyses are sum-
st]ructuhes eb(t)rtobog farms z%re re ?ecte marrzed in Tat%IeSZan? 3 yThese results

through d set ratios of 33, 50, an
o e%cent Ada?trona? s Indjcate that the risk o rlquurdrt IS gen

tions eral| reater for the representative Cash
In Te]ear}a nyses re summarized | Bﬁ X f%

ncia Conse(ruenfes varrous grain farm than for the ho? farm for all
%Qle/ar gﬁa

tions were_simulated over 2 rnrtral leverage positions or Tin ncra poIr

eraged cash qgrain farm (50 or6 e/rcent

versity linancia nnrn . W 'C debt) and the highly leveraged hog farm
e a‘%g]?wﬁ]aﬁ ees(t)'\,\,aatfg”%sm Jam g percent e gthé probabgrlrte{ offailure
Associgtion for the yeas % g 5 measured S very
ah e primar H rcators of financ h%h—exceedrng 90 percent In the base

U

jal

stress employed in these ana e rh Trw Interest rate buy-down rpo rcry 1S
mar inally effective In reducing the pro

ﬂp}gt sreerevPceea(rzo%era : ratrpa le ji’gicrag ab rry ofy rIure for the 67 pe?cent ﬁever

The ? p?rne astg 'S |nconie re ucthon,
net of fa |I dvrnp expenditures, Income ure or this Oghg
taxes an po uctfon expenses other tha H eve the 67 an

ever e cas rarn farms Is at-

({e%t renta p ents on eg erce
rvrﬁted 0y ! m’s, annual ?ﬂ rned only with the asset restructuring
servrce obligation Including interest on a p

Table 1
Parameter values for the representative farm analyses

Asset value increase Loan Terms

Current Intermediate Fixed
Model assets assets assets Current Intermediate Long-term

Base 0 0 1.9 lyr. @ 14% lyr. @ 14% 25 yr. @ 12%
Interest rate Interest rate on current and intermediate debt
buy-down reduced to 10% in initial year of planning

0 0 1.9 horizon, 14% thereafter; rate on long-term

debt 9% for first 4 years, 12% thereafter
Reduced Principal payments on long-term (real estate)
repayment debt reduced by 25% for first 4 years;
rate 0 0 1.9 payments in later years correspondingly higher
Asset
restructuring 0 0 1.9 lyr. @ 14% lyr. @ 14% Leased
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Model

33 percent debt

Base

Interest rate buy-down
Reduced repayment rate
Asset restructuring

50 percent debt

Base

Interest rate buy-down
Reduced repayment rate
Asset restructuring

67 percent debt

Base

Interest rate buy-down
Reduced repayment rate
Asset restructuring

Table 2

Results of representative cash grain farm analyses

Probability of debt
service coverage ratio
less than 1.0

In any In any In any In any
annual model annual model
observationl period2 observation3 period4
[T percent. .. )
29 82 17 54
20 74 8 28
25 80 15 48

1 14 0 0
92 100 98 100
73 100 86 100
89 100 98 100

8 26 0 0

100 100 100 100
100 100 100 100
100 100 100 100

37 68 10 34

Probability of
3-yr. average
debt service coverage
ratio less than 1.0

Terminal equity

Average

799,882
829,710
799,884
899,926

492,140
555,656
494,277
668,697

86,230
221,428
90,083
423,182

1 The proportion of 500 observations (10 x 50 runs) of the DSCR with a value of less than 1.0.
i The proportion of 50 model runs in which the value of the DSCR fell below 1.0 at least once in thel0-year modelperiod.

4 The proportion of 400 observations (8 years x 50 runs) of the ADSCR with a value of less than 1.0.

4 The proportion of 50 model runs in which the value of the ADSCR fell below 1.0 at least once in the 10-yearmodel period.

Table 3

Results of representative hog farm analyses

Probability of debt
service coverage ratio
less than 1.0

Probability of
3-yr. average
debt service coverage
ratio less than 1.0

Range
— dollars - ... )
694,205 - 870,590
737,406 - 899,907
695,353 - 870,089

795,843 - 1,003,493

303,645 - 601,114
399,273 - 644,419
306,523 - 602,366
565,691 - 770,827

(174,998) - 245512

22,062 - 347,560

(171,144) - 249,365

320,195 - 515,061

In any In any In any In any
annual model annual model Terminal equity
Model observationl period2 observation3 period4 Average Range
(PN percent . .. s ) [ GO ---dollars - ... )

33 percent debt
Base 6 20 0 0 1,11,006 867,765 -1,370,145
Interest rate buy-down 4 14 0 0 1,146,494 907.841 -1,405,283
Reduced payment rate 5 22 0 0 1,112,778 868,737 -1,373,140
Asset restructuring 1 1 0 0 1,360,227 975,307 -1,788,137
50 percent debt
Base 20 68 10 36 777,407 524,976 -1,000,256
Interest rate buy-down 15 56 5 18 837,039 595,862 -1,069,931
Reduced payment rate 19 66 8 28 779,718 526,846 -1,004,210
Asset restructuring 3 20 0 0 1,119,841 756,990 -1,607,309
67 percent debt
Base 49 96 55 92 440,866 127,390 - 653,342
Interest rate buy-down 39 88 36 80 524,589 252,516 - 732,026
Reduced payment rate 48 94 52 90 443,196 130,835 - 656,769
Asset restructuring 6 12 0 0 849,383 485,483 -1,430,565

1 The proportion of 500 observations
~ The proportion of 50 model runs in
zThe proportion of 400 observations
4 The proportion of 50 model runs in

(10 x 50 runs) of the DSCR with a value of less than 1.0.

which the value of the DSCR fell below 1.0 at least once in the 10-yearmodelperiod.
(8 years x 50 runs) of the ADSCR with a value of less than 1.0.

which the value of the ADSCR fell below 1.0 at least once in thel0-yearmodelperiod.
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For the re resentatrve %flower qories; this lower leverage hog farm is free
Ieverage the 3 percent 0 t cas rain  of the risk of failure & defined by the
ﬁ rl) et ent arm, ADSCR in the base scenario and n all
|s nglnlrlet?/ Rfana rl)Jrredr;n 52? Senh‘h@ pohcyTscenarros t of the noli

rhlrgcher e h% he impact of the policy scenarios

rage. For (s, e on average terminal net worth is consistent
rnteretrate LPP f reriuces p
Pro% Iy R Pure Y eflIces e Tor hoth ‘representative_far s s
Se ru[ry

all initial debt levels. The reduced repa
o comoletaly ol mmgsgg ESucturing— ment rate policy results in essentraIItP o
poeY Lot and the re ucer? payment  change in average terminal nef wortf rel-
gte ?c i Ofmterme tee Ciileness  ative to the hase scenario, the interest rate
m r(? robahi ? !aﬁure buy-down policy causes a moderate in-
h ‘eg ggec nt g ehy ri arm }s crease in terminal net worth, and the asset
we Insylateq from_the financial stress a

restructurmq policy results in the greatest
fecting the firms of higher leverage cate-  gain in equity over the 10-year period.

rest rate H bsidi s ﬁs a con equence Iendef] can convert a non erformrng as?et into
o?tﬁesvere blems faced y agricu ture be- onet eneratesa t least some_rate retug
ca se o hi rnteres tes Various Jaropgse In th rena iag/ ents. To reduce t
responses  Inclu rnterest rate Lﬁ/ Poss y tha nder must tie up its
owsor |d es that 0cus on reducg this lquigi |n sri asset overg ?nt 10 ra]m

com onent 0 ecot fructure for farmers, fou rn emente rovide fungs t
ender | @t

ever a ?Oerre amounto e assets taken back

alternative t%ernt res

rae buy-dow rarrcuturewou Isca In Ireuo
H }/ hat reduce esrze %f the go ernment One 0 t)h ur 056S ofa Ieaseback
t and the emandso e Ted ra govern Psram IS to Sfa ersource aues A cri ca(!
men on the. c? Ita mar kets. rP IC Isue today 15 w eth?r thg unlic, se tor shou
d result r mar ket rates og r tere Pat/r a role In asset. ronP in, the orm o
trou outt econom g lating, .monitorin acr ating the
rou % nctron in the fo erpra exc gn%e c% %rtrmate conc rns avF ene re
valye ?ft?do lar, Increase export demand for out t attrtutnles of some [en e% 0 are
agricultural commodities. encouraarw cash sales o afssets without recog
tlon of the Lm Ircatronf or the roducer Or
set leasebacks. AS SU l};qesed earher mllrch te -asset markets.  Col at ral valyes are de-
ofS tecurrent asset restr currn? mvoves Iq- rnrngS Erart ecaﬂseo orced sales o asset
PI dation % [ estate and ot el capital Jtems or cash info a mar et where there Is limite
or cas ut there Is og n]uch rﬂurdrt y.in ower neg o be much mor |n
rural commtinrtres an g J |onf gt in_the I| uidation Process an
%u nty result 1 ubs 3ntra “rﬂ Eon 0555, need to evaluate w ether public policy can as
er means o | uidation must e mvestr sist In this area.

gated an could efrcr ji atedb”r&ttrI Ic policy.

For exa&np endin (ins might Recapltall atlo |s another alternatrve that
eencou aged to fake t |te of rea t ht rnvo P lic po rﬂl In man ?35%5
In lleu o etob atr QJS and th thrs nanC| cture ‘of the husiness cou
ﬁ]ro er V\)/ ? e oridinal debtor. arran - sr m rcant Impr ve% throug %n r srog
oud kee gro ert y 0 e maL et ﬁ nét Ide the ,rm either ¥]a
B HS red ucg he chance ofTesource ar ets [ excha grn? his obr ation fora equit
eing depressed further. In addition, g a]s osition In the_ fir n outsjde Inv Er
Ing the property to the original operator, t roviding ad rtrona funds to reduce Inde
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edness rty infusion may at first gI?nce fec%rve in solving the cyrrent roblem nd may,
ear Insome cases however, fam % act, com na and contri bute to ong run
members ay. be wil mr% (hP vrde Isluc an mancr pro emsr ncu ture.
fusr nor an vefstor #g e Wi mH tern |ve 8 icy 0 ror]s a rr)ear thter
contn ute cap rta unds I a ar ert an dargete hile spiraling farm
Proroortronate shar of the ownersh IE of te ebt sug ests that trestrnctunng I fhe an-
Ir rt? take a vanta?e of the ta shelter Swer to ecur ent tinanclal stress; rstruc-
avalabl rom eratin osfes Atrtr soyrce tu rn ncu fural assets re rns
0f an eourt[y son 1S eender th ter soutro esuts (ht rrm eve
Nas curren et

e fir
flow_problems be%ause ofhhg;H L?rr%re ean yses Ind rc at asset re-
everage an ar% ressive rowt ruct rou saelea acks 1S P%?
stron manag nt and the pot ntra or rea- eto r erest owns or a H/
sonadle Tuture. eamings, the lenaer mag mini- resr turg n re ucrn wancra stress Tor |
mize Iossesor increase the chances forrcovery divigual farm. firms and the industry. Rear-
DY CON errn? dept 0 Jrgatrons Int o% ran?hng liaoi rtrefs I not a_permanent solution
The role 0 oIrcX fhis. area of e-current Tinancial s ess eCause. Fven
p

n
utside equity i Eronso recapitalization ma ore time fo re farmers will not
e one 0 Xassessrn current leg |s1atron thay hv able to service tﬁet/r deahP/ Wit current or
Iscourages these ranlgements a}ng states expecte Inte Jest rates, productrvrtg r[} mpu
ave passed laws t strict or pro Pter and_commogity prices.  Howev

srdee uity mvestments In a?ncu tHre A %tructunnrlrn 1S an nngortant mechanrsm tor
native overn n nance ventulre e to implement more Hermanent
cagrta entrtﬁ g e ormed to make ofutions,  Asset res] ructurrnog Inclu rng |gur
necessary equi [%/ apital infusion Into a rrcuI ron debt reductions, an eq ity Infusions,
ure] nn er at are more accepta le to be re urr? 1) rmprov% ¢ long-term
armer %n lnvest J HC an arrange survrvabr It ? anny farm businesses.~ The
dt n e fin nce wilh state reyeniie g%regate nalyses | drcate that a eneral re-
ongs or federa An rnstrtutrﬁn srmdlar

S USE

In In exports would signifi

tion In Interest rates and more r
to the Aﬂ]rrculturat Development Ban g canT r?

é Tequce % %

man co ntries, mvoIvrng da nanci I stress that the U.S. agricultural sector

com rnaHon of pub f private sector IS now acrno

Ing, Might be 4 vianle Institutional mnovatron One of the ke y ohj ectrves of an)idpublrc
in

In°the U.S. capital markets at the present time. olicy to alleviate ancra stress should be to
Erotect the resource markets from co la srn%

Informatiop {0 facilitate the ati ustment tabrlrzmrh; resource values 1s crrtrca 0
OCESS, r ﬂrdrng programs to. facilitate the darnrn the stab rr(sy 0 |t gmrcu ltural pro
er ero firms, to retrain angd relocate tioh sector and” rural communities, "Bt

usin
3 ang 0] grssemrnate the best m?ormatro usrng overnment rr]terventron to stabilize rie
ustm nt strate es aﬁd resource avarr sourte values atrLeves that are not supPortab
rIrtt) cou rov ded throu

gh ublic In the]lon g run by market pr ﬁdrces can fs
Wy owever r ears that Suc progr ms very high 9overn ent exP Itures, Inefficient
ould_be an rnadeﬂ te response to the clirrent resource al ocatron and higher consumer prices
financial stress problem in agriculture. for fog gro ucts
grrcultural sector has suffered sig-
Conclusions nlftcant wealth

|osses Ar] impor Fnt ubli 3

gohca/ concern Is how those osse wr be Share
ﬁtevanous memb erso the dpnvaﬁe Sec-

d between the gub Ic sector and the pri-
fed conce[)n IS ow to
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