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Farmers Benefit From Payment-In-Kind
Eleventh District farmers, like most 

other American farmers, continue to 
struggle with a depressed agricultural 
economy. A combination of large 
amounts of commodities in storage 
(stocks) and a worldwide recession 
(which has reduced demand) has 
resulted in low prices and low farm in
comes. In fiscal year 1982, Federal 
Government payments to farmers 
under various farm programs totaled 
more than $11 billion. To further assist 
farmers during these hard times, the 
Federal Government has added a new 
wrinkle, called payment-in-kind (PIK), 
to its ongoing farm program. PIK has a 
potentially large impact on District 
crop farmers. The District’s five most 
important crops (in value terms)—cot
ton, grain sorghum, corn, wheat and 
rice—are the only crops that are 
covered by this program.

PIK allows eligible farmers to idle 
additional acreage in return for com
modities in farmer-controlled or 
government-owned stocks. In return for 
idling additional acreage under this 
new program, wheat farmers will 
receive 95 percent of the amount they 
would normally have grown. Cotton, 
rice, and grain sorghum/corn farmers 
will receive 80 percent (grain sorghum 
and corn are considered together by 
the U.S. Department of Agriculture 
[US DA]).

Although PIK’s effect on markets 
will depend on farmers’ response (how 
many participate and the amount of 
acreage idled by participants), 
estimates can be constructed. Con

sider a plausible scenario for cotton as 
an example. The USDA estimates that 
in the absence of PIK, 1982/83 produc
tion will be about 12.5 million bales 
with “ medium” yields and that usage 
(domestic consumption and exports) 
will be approximately 12.0 million 
bales. Under PIK, production would be 
about 2.5 million bales less, but about 
80 percent of that foregone production 
will come onto the market in the form 
of sales of in-kind compensation from 
stocks. Thus, under these assump
tions, PIK would prevent a .5-million- 
bale increase in stocks and reduce

A survey of agricultural bankers in 
the Eleventh District reveals that an 
average of 3.6 percent of the farmers in 
the surveyed banks’ trade areas left 
farming during the last six months of 
1982. This is roughly twice as many 
departures as bankers thought would 
normally have occurred. According to 
the survey results, 28.7 percent of the 
farmers who went out of business left 
for reasons unrelated to the current 
financial difficulties in agriculture. 
Also, 33.0 percent of those who 
stopped farming departed voluntarily 
as a result of financial stress (volun
tary liquidations). Bankruptcies and 
creditor foreclosures (forced liquida
tions) accounted for 38.6 percent of the 
farmers who turned in their plows. Par
tial liquidations were also substantial
ly greater than normal. Bankers expect

pressures for further declines in cotton 
prices.

The actual size and direction of the 
program’s effect will depend on crop 
yields. In a large range of harvest out
comes, PIK will result in stronger up
ward pressure (or weaker downward 
pressure) on crop prices. The excep
tions are very good harvests and very 
poor ones. With very good harvests, 
crop prices will face downward 
pressure as total supplies (new com
modity production plus in-kind com
modity compensation) reaching the 

(Continued on back page)

farm liquidations/bankruptcies to in
crease during the next three months as 
farmers’ loans reach maturity. Highly 
leveraged farmers who cannot pay off 
their loans may have difficulty secur
ing the necessary operating funds for 
the 1983 growing seasons and thus 
may be forced to liquidate.

Of the farmers who went out of busi
ness, bankers report that the majority 
had medium size farms. Approximately 
62.1 percent were operating farms that 
had gross annual sales of between $40 
thousand and $200 thousand. Small 
farms (those with gross annual sales 
of $40 thousand or less) accounted for 
19.9 percent of the liquidations/bank
ruptcies, while farmers with gross an
nual sales of over $200 thousand made 
up 16.3 percent of the departures.

— Brian L. Galuardi

Farmers Throwing in the Plow

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



AGRICULTURAL CREDIT CONDITIONS
JANUARY 1, 1983

Compared Percent of respondents
1982 1983

Item year ago Jan. 1 Apr. 1 July 1 Oct. 1 Jan. 1

Demand for lo a n s .......................... Greater 26 18 26 27 26
Less 31 44 38 41 30

Availability  of fu n d s ...................... Greater 31 36 36 35 37
Less 10 10 13 16 11

Renewals or ex tensions............... Greater 58 62 70 67 67
Less 4 3 2 3 4

Rate of loan repaym ent............... Greater 3 3 3 2 5
Less 53 62 69 65 64

Amount of collateral required. . . Greater 47 54 63 64 61
Less 1 2 1 1 1

Number of referrals to:
Correspondent banks............... Greater 10 11 13 12 8

Less 15 11 23 12 12
Nonbank credit agencies......... Greater 21 26 28 19 28

Less 10 7 11 12 8

Source: Federal Reserve Bank of Dallas.

RURAL REAL ESTATE VALUES 
JANUARY 1, 1983

Average Dollars Per Acre

Dryland
Cropland

Irrigated Ranchland

Eleventh D istrict Average . . 754 1,018 520
Texas Average ..................... 738 964 521

Percent change in District average'

From October 1,1982 ........... -4.7 -0.2 -10.5
From January 1,1982 ........... -4.8 -8.1 -4.3

1. Percent changes calculated from data adjusted for sample variation. 
Source: Federal Reserve Bank of Dallas.
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AGRICULTURAL BRIEFS

Land values and interest rates continue to fall.

• Farm real estate values declined sharply during 
1982 (opposite page). The declines reflect weak 
demand for farmland as well as the generally 
poor income prospects of farmers. The decline 
in farm real estate values throughout the nation 
has helped push the debt-to-asset ratio of U.S. 
farmers to .201 at the end of 1982 from .185 at 
the beginning of the year.

• Interest rates on agricultural loans continued 
to decline during the fourth quarter of 1982. 
Rates on farm operating loans fell to 14.1 per
cent, down 1.5 percentage points from October 
1 and 3.1 percentage points less than a year 
ago. This should improve farmers’ cash flow 
because it will mean substantially lower 
payments on such loans in 1983 than in the two 
previous years.

• Cotton stocks after the 1982-83 crop year are 
predicted to reach their highest level since 
1966. The 9 million bale carryover is 36 percent 
above 1981 carryover stocks. The large stocks 
mean that cotton prices should be stable at 
their current low levels for the next few months.

• The January USDA Cattle Inventory Report 
shows that 1983 cattle numbers are unchanged 
from 1982 for the nation, although substantial 
changes occurred in some states. Texas’ 
numbers rose while Oklahoma’s fell.

• Livestock prices began to pick up in late fall 
after declining through late summer and early 
fall. Hog prices, which had been falling since 
their peak in August, increased markedly in 
both December and January. Beef cattle and 
calf prices have been increasing since October.
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Payment-In-Kind (cont.)
market increase despite the PIK 
acreage reduction. Existing price sup
port programs may mitigate this 
pressure, and if so, PIK will have little 
additional effect. With very poor 
harvests that would otherwise lead to 
large price increases, PIK moderates 
these increases by boosting market 
supplies. (In-kind compensation would 
exceed the PIK-induced foregone pro
duction for a net gain in supply.) On the 
other hand, PIK will reduce (or lower 
the increase in) stocks of the eligible 
commodities regardless of the yield of 
the harvest.

On balance, however, the USDA 
estimates that with medium harvests, 
total consumption for the six eligible 
crops will exceed production with PIK. 
Thus, PIK is expected to reduce pro
duction during the year and stocks at 
the end of the year while increasing 
farmers’ incomes. Crop prices may 
rise, also. The USDA expects that 
corn/grain sorghum production in 1983 
will fall by 848 million bushels, cotton

production will decline by 2.5 million 
bales, wheat production will be re
duced by 265 million bushels, while 
rice production will be down 21 million 
hundredweight. A rough estimate of 
the fall in District agricultural crop pro
duction is 8 to 13 percent in quantity, 
or about $350 million.

Most farmers who participate in PIK 
will receive a substantial income sup
plement, because the net returns on 
PIK-idled acres will be higher than if 
crops had been grown and marketed. 
Thus, many Eleventh District crop 
farmers will increase their incomes by 
participating in the program. But not 
all members of the District agricultural 
community will benefit from PIK. If 
feed grain prices rise, then some 
District livestock operations will be 
hurt, as will export customers. Also, 
suppliers of inputs (seed, chemicals, 
and farm machinery) to District 
agriculture will be pinched as farmers 
participating in PIK reduce their 
purchases.

Estimating the likely size of PIK- 
induced changes in District farmers’ 
incomes encounters considerable 
uncertainty. A rough guess about the 
probable magnitude of PIK income ef
fects can be made if it is assumed that 
(1) 1983 crop prices will not change 
from their 1982 levels, (2) PIK cotton 
and rice, because of quality dif
ferences, will sell for 10 percent less 
than new cotton and rice, and (3) the 
USDA projections of yields and 
acreage reductions due to PIK prove to 
be accurate. PIK would then add $30 
million to the incomes of District cot
ton farmers. Corn/sorghum farmers 
would gain $34 million. Wheat farmers 
would receive $11 million, while rice 
farmers’ incomes increase by $9 
million. Much of these benefits would 
be concentrated in northwest Texas. 
The remaining benefits would primarily 
go to farmers in north central and cen
tral Texas and to rice and cotton grow
ing areas near the coast.

— Hilary Sm ith
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