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The Agricultural Credit Crisis
John Halloran
In 1985 more farmers filed for bankruptcy than any
other year since the great depression.
Suicides among
the farming population were at an all time high.
Farmers held rallies; they marched on Yashington. They
were the recipients of rock concert charities formally
associated with starving people in developing coun·
tries.
A few even used violence to prevent farm fore·
closures. Never in recent history was the agricultural
economy the focus of attention as it was in 1985.
The major symptom of the illness in agriculture is
a massive debt, which a significant nl.lllber of farmers
are no longer able to bear. The ramifications of their
predicament are large.
Input suppliers have laid off
workers as their product sales have pll.Jlllleted.
Bank
failures in rural America are at their highest since
the depression.
A dramatic drop in farm income has
hurt 11 mainstreet 11 businesses in rural communities as
well.
The causes of the Farm Credit Crisis are COIJ1)lex.
The 1970 1 s were good times for many U.S. farmers.
Yorld-wide demand was strong.
Many countries, such as
the Soviet Union, had suffered crop failures. some of
these same countries and others,
such as OPEC
countries, had made a commitment to upgrade their
citizens' diets. Furthermore, the U.S. dollar was weak
relative to other countries' currencies, which had the
effect of making U.S. produced goods less expensive.
The combination of short supply and strong demand in
the rest of the world was good for U.S.• producers.
Encouraged by favorable market conditions for
their product, many farmers began to expand production.
Farmers purchased new land, equipment, and structures.
In order to expand their farms and meet the increased

operating expenses, producers applied for and received
more credit.
Most lenders were more than. willing to
extend additional credit since, like most farmers, they
expected the generally favorable conditions within
agriculture to continue.
The ability to obtain these loans was contingent
on increasing land values.
As the value of agricul·
tural products rose so did the value of land.
During
the 1970 1 s the value of agricultural land rose, on
average, by over 10 percent per year. Farmers were able
to offer the increased value of their land as collat·
eral for new loans.
The good times for agriculture did not last.
Several events contributed to a serious weakening in
the farm economy.
First, there was a world wide
recession.
This caused a weakening in demand.
The
recession even impacted the oil-producing countries,
whose revenues dropped steeply.
As the recession
continued the strength of
the dollar gained
dramatically against other currencies.
U.S. produced
goods became more expensive. Other countries increased
their presence in the world market, including those of
the European common market.
The large increases in U.S. production capacity
led to a burgeoning surplus, which depressed agricul·
tural prices and income.
Net farm income, which
averaged almost $16 billion in the 1970 1 s, has averaged
only slightly more than S8 billion per year in the
1980 1 s.
As the farmers found themselves unable to move
their production at favorable prices, they were also
unable to meet their debt obligations.
The expansion
of capacity had been acc0fl1)lished with highly leveraged

The Farm Credit System
John Halloran
The Farm Credit System CFCS) is a user owned
financial institution supervised by the Farm Credit
Administration CFCA), which is an independent agency
within the executive branch of the federal government.
The FCS is the major source of agricultural credit in
the country.
The Farm Credit System is divided into twelve
districts; Hawaii is in the eleventh.
Each district
has a farm credit board and three banks:
the Federal
Land Bank and its related Federal Land Bank Associat·
ion; the Federal Intermediate Credit Bank and its
related Production Credit Association; and a Bank for
Cooperatives.
Hawaii has local associations of the
Federal Land Bank and the Production Credit Bank; the
Bank for Cooperatives is located in Sacramento.
The Federal Land banks were originally chartered
in 1916, the Federal Intermediate Credit Banks in 1923
and the Bank for Cooperatives in 1933.
Initially, the
U.S. government supplied the equity capital to finance
these organizations. In 1968, the last of goverrvnent
financed equity capital was repaid and the system be·
came completely owned by its borrowers.
The funds of the system come from two sources.
Once source is from borrower-member equity.
Borrower·
members are required to provide equity based on the
amount of each loan.
This normally equals 5 to 10
percent of the loan value.
The major source of funds,
though, come from the system's sales of bonds and notes
in the national financial markets.
Previously, the
implicit backing of the Federal goverrvnent and a high
level of investor confidence in the system resulted in
·a relatively low cost of capital and favorable interest
rates for borrower-members.
The Farm Credit System has suffered serious set·
backs in the past two years with U.S. agriculture
experiencing the worst economic conditions since the
depression. These conditions followed a rapid increase
in outstanding loans to farmers, agribusiness and other
related industries that expanded in the early 1970 1 s.
The combination of large loan values and severely
depressed economic conditions have put as many as a
third of the nation's banks at peril.
The Farm Credit
System has suffered serious financial losses as a
significant number of its borrower·members have been
unable to meet their financial obligations.
As the number of delinquent loans increased, the
Farm Credit System found it necessary to raise its
costs to all borrower-members.
This has had the
undesirable, but not unexpected, effect of encouraging
"good" borrower-members to go elsewhere for their

credit and increasing the percentage of credit risks to
the system.
The Farm Credit Administration announced
in
September 1985 that, due to deteriorating farm income,
multibillion dollar assistance would be required within
the next two years to stave off financial disaster. As
a result of this plea, the Farm Credit Amendments Act
of 1985 was passed.
There are three main issues the Act addresses.
First, financial assistance to the credit system is
authorized.
To qualify for financial assistance the
system must atte!Jl)t to help itself without jepordizing
the district banks and associations. If these self-help
measures are inadequate and the FCA certifies that
assistance is needed, the Secretary of Treasury is
authorized to purchase Farm Credit System bonds.
All
expenditures must first be approved by Congress in
appropriation acts.
Second, the bill recharters the Capital Corporat·
ion to purchase loans and acquire properties from all
system entities. In essence, this allows the system to
channel funds to those districts most in need and
possibly provide financial warehousing of nonperforming
loans and acquired property.
Third, the bill authorizes the restructuring of
t~e Farm Credit System.
It strenghtens the FCA's role
as a regulator or bank examiner.
The intent is to
curtail poor district policies before they are harmful
to the system.
What these major provisions do is more tightly
centralize the power of the Farm Credit System and
increase its ability to transfer surpluses
from
stronger to weaker components.
For the most part, the eleventh credit district,
in which Hawaii is located, has not suffered as severe·
Ly as other districts.
And Hawaii has had some of the
strongest performing local associations.
But Hawaii's
associations are still part of the national system. As
costs risen, due to delinquent loans and foreclosures,
the costs of credit have risen to all borrower-members,
including strongly performing local associations •.
The impact of the recent federal legislative
changes are expected to add financial stability and
restore confidence in the Farm Credit System. Restored
confidence and integrity should return rates to their
relatively (compared to other lending institutions) low
historical levels. But this will not happen inrnediate·
ly. In the short-run, there is an increased likelihood
of a local association's reserves being reduced as
funds are transferred within the system.
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Potential Pitfalls in Small Business:
Awareness Leads to Avoidance
Linda J. Cox
opportunities with low risks will also offer a lower
return of investment.
To illustrate different risk-return tradeoffs,
cOfTl)are an investment in stocks with the purchase of a
certificate of deposit. A possibility exists to make a
large profit from an investment in stock, as well as to
take a large loss.
A certificate of deposit offers a
lower return, on the average, than stocks, but the
profit can be relied on with much greater certainty.
The businessperson will not always make large
profits on risky investments. Larger businesses may be
able to diversify their investments to protect them
against
losses in any one opportunity.
Small
businesses may not be able to survive a large loss. In
some cases, then, the business will be better off with
less risky investments, even though those investments
are less profitable.
Small businesspeople should examine their manage 
ment
practices to determine if they are overly
optimistic or taking on excessive risk. Anticipating,
and avoiding potential problems will help a small
business survive and prosper.

Small businesses fail for many reasons, two of
which are considered here.
Owner/managers are often
excessively optimistic about the future, and sometimes
fail to consider the tradeoff between risk taken and
profit
returned.
These pitfalls can be avoided,
however, with the correct knowledge and a little bit of
conservative forethought.
An owner or manager who is
too optimistic seldom prepares for, and sometimes is
not even aware of, unexpected difficulties that can
cause the downfall of a business.
Agricultural lenders on Oahu believe that one of
the most frequent causes of bad loans is overly
optimistic estimates of profitability by owners and
managers.
Some small businesspeople assune that there
will be no production or marketing problems that arise.
Overlooking the risk·return tradeoff is a cOl11llOn
small business problem related to exessive optimism.
Financial analysts agree that opportunities that appear
to be very profitable are also very risky. This means
that any time there is a chance for a businessperson to
make a large profit, there is a chance, at the same
time, that they will sustain a large loss. Investment

Farm Credit Crisis, continued
the lake states, the corn belt and the northwest plains
states, which produce grains and feed stuffs.
It is
these crops which were most greatly affected by the
loss of export markets.

capital and at high interest rates.
Finding it
necessary to seek additional credit to make ends meet
and stay in production, many farmers found themselves
unable to acquire more credit.
The value of land, on which farmers had financed
their expansion, had dropped precipitously.
By 1985
land values had dropped by 19 percent, from their peak
in 1981, but in the grain belt decreases were more
severe.
Land values in one midwestern state decreased
by 44 percent during that period. For some, the market
value of . their land would not even cover the payments
for thei ; ' existing d~bts.
With no ability to meet
their existing debt payments and no ability to acquire
more credit, ' some farmers were. forced into foreclosure.
Since this situation was widespread the institutions
holding these loans were also in trouble. When a non
performing loan was foreclosed, the value of collateral
didn't cover the amount of the original loan.
Most reports in the public media portrayed the
farm crisis as epidemic. To be sure, a large nunber of
farmers are in trouble.
However, the most severely
affected farmers are concentrated in specific regions
of the country.
The most adversely affected areas are

It is true that the largest nunber of farmers are
facing
economic hardships since the depression.
However, the percentage of farmers in severe difficulty
is approximately 10-12 percent, not the entire farm
population. In fact, those farmers who did not greatly
expand their production capabilities in the 1970 1 s are
doing relatively well.
Due to differences in location and the type of
crops produced locally, the farm credit crisis largely
bypassed Hawaii.
Locally, the Farm Credit System was
and remains healthy. New legislative changes now allow
the transfer of funds from healthy districts to
distressed districts.
This will reduce the amount of
available funds and raise costs in the healthy
district. Farmers in Hawaii are indirectly impacted by
the agricultural credit crisis by higher costs of
borrowing and by more conservative lending policies
througout the Farm Credit System.
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Computer Use in Hawaii Agriculture
PingSun Leung
Microcoq:x.aters are everywhere in the world of
business and agribusiness. Since the early 1980 1 s,
with the dramatic increase in availabilty and decrease
in costs of coq:x.ating capacity, there has been a
tremendous growth in the use of microcoq:x.aters on the
farms and ranches in Hawaii. A mailout survey was
taken in late 1984 and early 1985 in order to establish
baseline data for assessing the magnitude of such
growth.
A total of 573 valid responses were received from
a total of 2,472 questionnaires mailed out to agricul·
tural producers. The survey found that one of every
six producers uses a microcoq:x.ater, and about one out
of every two producers without a system was considering
purchasing one.
Further analysis indicated that
younger farmers and farmers who have larger operations
have adopted microcoq:x.aters at a faster rate.
No
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relationship was found between coq:x.ater use and the
type of farming operation or geographic location.
The typical user spent SS,000 on hardware and
$1,200 on software.
IBM and Apple were the most
popular brands of machine for both the current and
plal'V'led users. Existing machines typically had at
least 128K to 256K of memory, two floppy disk drives,
and a printer.
The majority use an electronic spread·
sheet and some type of wordprocessing package. The
most popular applications were for analysis of records
and planning, correspondence, financial recordkeeping
and bookkeeping, and physical recordkeeping. Inventory
control and education or entertainment were less
frequent uses.
The detailed results of the survey can be found in
a forthcoming HITAHR research extension publication
entitled "Coq:x.ater Use in Hawaii Agriculture" by Stuart
Nakamoto, PingSun Leu,g and Herbert Marutani.

Richard L. Bowen
Extension Specialist in Community Resource Development
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