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ESTIMATED LENDER LOAN LOSSES RELATIVE TO
CHANGES IN FARM DEBT LEVELS IN THE 1980’S

Jim Ryan¥*

Total U.S. farm debt declined from $206.5 billion at the beginning of 1984 to
$146 billion at the end of 1989, a decrease of $60.5 billion. This reduction
reflects 1) farmers’' voluntary pay down of existing debt as highly leveraged
farming became less profitable, and 2) lenders’ write-off of loan receivables
that were considered to be uncollectible. Loan loss estimates based on
institutional lenders’ reports indicate that combined losses for all lenders
totaled approximately $18.5 billion during this period. This suggests that
roughly one-third of the decrease in farm debt during the late 1980’'s could be
attributed to lender debt forgiveness.

This paper addresses methodological issues in estimation of lender loan losses,
and presents preliminary estimates of loan losses of individual agricultural
lenders. A brief description of changes in farm financial structure during the
1980’s is followed by a discussion of debt level adjustments for individual
lenders from the beginning of 1984 through the end of 1989. After identifying
general problematic issues related to loan loss estimation, a specific
methodology for estimating losses for each lender is presented. Finally, these
losses are evaluated relative to lender reported changes in outstanding debt.

FARM FINANCIAL STRUCTURE ADJUSTMENTS

Agriculture has experienced unusually large cyclical swings in the last 20 years.
Real net farm income averaged $42 billion ($1982) during 1972-79. This was
higher than all but one year since 1955. In response to economic prosperity,
machinery investment increased 192 percent, land values were bid up 235 percent
and the debt load in agriculture increased by 181 percent in this eight year
period (USDA, Economic Indicators of the Farm Sector).

Because of these and other cost increases, farmers began the 1980's with a cost
structure nearly three times higher than in 1970. Nominal interest expense grew
from $3 billion in 1970 to $21 billion in 1982. Net farm income declined nearly
45 percent, averaging $24 billion ($1982) during 1980-85. By the mid 1980'’s more
than 100,000 commercial-size farmers were unable to meet their scheduled debt
obligations from farm and off-farm earnings. These farmers found the continued
operation of their farm businesses to be in jeopardy, and their lenders faced the
prospect of substantial losses in their portfolio of farm loans.

Farm financial problems and farm failures became an issue of great concern in the
1980’'s. No segment of the farm sector has been exempt from loan repayment
problems. However, financial stress has been experienced most acutely by those
farmers who rapidly increased their use of credit during the 1970’s. Debt
obligations grew rapidly, as farmers and other investors sought to expand land
holdings and to upgrade machinery lines. The collateral based lending policies
of lenders allowed many farmers to convert appreciating land values into cash by

* Jim Ryan is an agricultural economist in the Farm Sector Financial Analysis
Branch, Agriculture and Rural Economy Division, Economic Research Service, U.S.
Department of Agriculture, Washington, DC.
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borrowing against rising equity levels. Unfortunately, for many farmers the long
run prosperity that would have warranted this financially leveraged expansion
failed to materialize.

The inability of many borrowers to repay their debt obligations--due to falling
commodity prices and lower farm income--was both a root cause and a visible
manifestation of farmers’ financial stress during the 1980's. The loss of
anticipated interest income and principal repayment effectively conscripted farm
lenders as involuntary participants in the financial crisis of their farm
borrowers. Agricultural bank failures during the mid-1980's and the highly
publicized financial problems of the Farm Credit System (FCS) point out the link
between financial difficulties of farmers and problems of their lenders.

As farm asset values declined, the security backing debt eroded and lender
expgsure increased. As lenders pursued collection action against delinquent
borrowers, effects of farm failure rippled through the rural financial community.
The Federal Government responded directly to the fiscal problems of farm
borrowers and lenders through passage of the Farm Credit Assistance Act of 1987.
Even with federal assistance, lenders that specialize in lending to agriculture
experienced major losses in the mid-1980's.

CHANGING FARM DEBT LEVELS

Annual changes in farm debt levels mirror the varying intensity of the farm
financial crisis during the 1980's. Almost 84 percent of the decrease in debt
occurred during the peak stress years of 1985-87 (table 1). The slowing rate of
decline reflects land value stabilization and general farm sector financial
improvement beginning in 1988.

In simplistic terms, these changes in farm debt levels can be interpreted as the
difference between lenders’ acquisitions of new loans and dispositions of
existing loans. Since agricultural loans are frequently paid off with proceeds
from a new loan, many changes in loan balances reflect simultaneous acquistitions
and dispositions. This obviously occurs when existing loans are refinanced, and
is often true when purchase money loans are issued. Dispositions in the form of
loan restructuring or foreclosure will usually entail a loss of loan principal
to the lender. In addition to lower loan activity, the decline in reported loan
balances in the 1980’s reflects principal loss to lenders at time of
restructuring or foreclosure.

Farm lenders did not share equally in the $60.5 billion decline in debt from the
beginning of 1984 through the end of 1989. Over 50 percent of the total decline
in loan volume was absorbed by the Farm Credit System (FCS), through its Federal
Land Banks, Production Credit Associations, and Federal Intermediate Credit
Banks. Meanwhile, commercial banks reported a 6-year decline of less than §1
billion.

As 1984 began the FCS held over one-third of all farm debt, and commercial banks
held less than 24 percent. By the end of 1989, the FCS’ share had fallen to 26
percent, while the banks held over 32 percent. Much of this reversal in lender
market shares can be attributed to FCS borrowers refinancing through commercial
banks to take advantage of their more attractive interest rates during much of
this period. While an extensive discussion of changing lender shares in
agricultrual credit markets is beyond the scope of this paper, the decline in FCS



149

lending was probably due as much to the System’s loan pricing policies as it was
to its position as a specialized lender in a cyclically declining sector.

Farmers Home Administration (FmHA) debt increased during 1984 and 1985, and then
dropped during the last 4 years of the period. FmHA's 'lender of last resort'
mandate, coupled with its effective mobilization as an ex post alternative to
crop insurance, complicate interpretation of its outstanding loan balance at any
point in time. A series of court injunctions during the mid-1980's prevented
FmHA from instituting collection action against farm borrowers who had defaulted
on loan repayment obligations. FmHA also extended their exposure by refinancing
farmers unable to meet existing repayment schedules, and by buying out the
interest of senior claimants against assets. The combination of legal delays and
lenient forebearance policies left FmHA with over $8.3 billion in delinquent
loans by the end of FY1989, with over $6.5 billion of this delinquent more than
4 years.

Farm real estate mortgages held by life insurance companies fell by over $3
billion during the 6-year period. During 1989, however, life insurance companies
reported their first annual increase in farm loans since 1981. Seller financing,
through secured purchase money mortgages and land purchse contracts, has long
been an attractive income alternative for retiring farmers. The nearly $22 drop
in debt held by individuals and others reflects the impact of the farm financial
crisis on sellers who frequently found themselves taking back land on which
purchasers could no longer make payments.

LOAN LOSS ESTIMATION ISSUES

Generally accepted accounting principles (GAAP) require that lenders maintain
allowances for losses when it appears likely that an asset has been impaired and
the amount of the anticipated loss can be reasonably estimated.

(American Institute of Certified Public Accountants).

As a practical matter, recognition of loan losses is a complex issue in financial
accounting. Determination of exactly when a loan receivable (an asset to the
lender) becomes impaired is largely at the discretion of the lender. One or
several missed loan payments cause a loan to become delinquent. Depending on the
length of the delinquency, the loan can fall into one of three loan delinquency
classes: accruing (less than 90 days past due), nonperforming-accruing (90 days
or more past due), and nonperforming-nonaccruing.

The instructions provided to commercial banks for reporting delinquencies and
loan losses indicate that this somewhat subjective accounting procedure relies
on the judgment of the lender. nsolidated Reports of Condition and e
(call reports) must be filed quarterly by every insured commercial bank. The
Federal Financial Institutions Examination Council (FFIEC) approves the forms on
which the banks report and also issues instructions for their completion.

Banks are instructed to consider loans past due when either interest or principal
is unpaid for 30 to 60 days, depending on the loan type and repayment schedule.
Reporting institutions are allowed greater flexibility in their assignment of
loans to nonaccrual status.

"For purposes of this schedule, loans are ... in nonaccrual status if: 1) they
are maintained on a cash basis because of deterioration in the financial position
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of the borrower; 2) payment in full of interest or principal is not expected; or,
3) principal or interest has been in default for a period of 90 days or more
unless the obligation is both well secured and in the process of collection. A
debt is ’'well secured’ if it is secured 1) by collateral in the form of liens or
pledges of real or personal property, including securities, that -have a
realizable value sufficient to discharge the debt (including accrued interest)
in full, or 2) by the guaranty of a financially responsible party. A debt is 'in
the process of collection’ if collection of the debt is proceeding in due course
either through legal action, including judgment enforcement procedures, or in
appropriate circumstances, through collection efforts not involving legal action
which are reasonably expected to result in payment of the debt or in its

restoration to a current status." (Instructions FFIEC 034, p. RC-52).

In general, other lenders follow a similar procedure for reporting nonaccrual
loans. The Farm Credit System reported a decrease in nonaccrual loans during
1987, following significant increases during 1985 and 1986. Additions of loans
to nonaccrual status continued in 1987, but the total nonaccrual loan volume
declined. Rising farm incomes allowed for a reduction in loan delinquencies.
Some nonaccrual loans were completely or partially paid off, while a large number
were restructured and reinstated to full accrual status. Continued improvement
in the general agricultural economy will greatly reduce the Farm Credit System

nonaccruals, as evidenced by Summary Report of Condition and Performance issued
for 1987 by the Farm Credit Corporation of America:

"Approximately one-fifth of the System’s nonaccrual loans are current as
to principal and interest as of December 31, 1987. These loans remain
in nonaccrual status because significant doubt or uncertainty exists
regarding the ability of borrowers on such loans to meet their next
contractual payment, many of which are due only on an annual or semi-
annual basis. Many of these loans represent recent restructurings of
troubled loans which remain in nonaccrual status until borrowers
demonstrate they can comply with the new loan terms. The financial
position, repayment capacity and payment history of these borrowers will
continue to be closely monitored to determine whether subsequent
transfer to accrual status is warranted. The majority of these loans
are on a ’‘cash basis’ for recognition of interest; that is, interest
income is recognized only when a cash payment is received." (p. 7)

Obviously, the decision to move a loan to nonaccrual status or to restructure a
delinquent loan can be costly to stockholders of the affected financial
institution, and typically requires the exercise of a considerable degree of
judgment. Extreme price and income variability in agriculture often transfers
farms between loss and profit columns in the space of twelve months or less, as
evidenced by the widely fluctuating profitability of the livestock sector between
1985 and 1989.

RECOGNITION OF LOAN LOSSES

If the lender determines that the status of the borrower is such that a
delinquent loan is not likely to be fully repaid, the lender credits a contra-
asset account, "allowance for loan losses," to offset anticipated losses on the
loan asset. When a loan is foreclosed or restructured, a "charge-off" recognizes
he actual loan loss, and an accounting entry is made that reduces both loan
receivables and allowance for loan losses by the amount of the charge-off.
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To an extent, implementation of FASB-15 (Statement of Financial Accounting
Standards Board, No. 15 "Accounting by Debtors and Creditors For Troubled Debt
Restructuring”) has made the recognition of loan losses a more imprecise process.
If the value of restructured principal and interest payments exceed the original
loan principal outstanding, then the loss due to loan restructuring can be
deducted annually as it occurs in the form of reduced interest income. By
permitting recognition of losses on restructured loans to occur over a multi-year
period, FASB-15 separates the period of recognition of the loan loss from the
period in which the incident creating the loss actually occurred.

Litigation can further muddle the recognition of loan losses. In recent years,
class-action lawsuits have resulted in the placement of limits or moratoria on
farm foreclosures by the Farmers Home Administration and other lenders. These
actions have effectively forced deferral of loan loss recognition of FmHA and
others. Additionally, the enactment of legislation designed to protect the
interest of farmers, for example, requiring counseling or binding arbitration,
has also made recognition of loan losses more complex in some states.

Lender loan losses are often reported as net losses, that is, charge-offs less
recoveries. The recent stabilization and improvement of land values may
present a challenge to correct interpretation of reported net loan losses and
recoveries of past losses. 1In a foreclosure, the mortgage amount less the
charge-off becomes the book value of the property, and, on the lender’s balance
sheet the asset is reclassified. Whereas the mortgage was included in the asset
account "loans receivable,"” the foreclosed property is listed in the asset
account "other real estate owned." The foreclosed property may be periodically
appraised, and additional losses charged off, if warranted.

If a foreclosed property is later sold for an amount equal to the amount of the
existing mortgage on which the lender foreclosed, the lender may report full
recovery of the previous charge-off. If, however, due to appreciating land
values, the property later sells for an amount greater than the original
mortgage, the lender may still report the recovery of the charge-off, but the
amount of the sale above the original mortgage will be identified as a "gain on
the sale of other real estate owned." This suggests that, if land values
continue to rise in response to sector improvement, future loan losses will be
negative. That is, charge-offs in a given time period may be less than the
recovery of past losses that occur during that period. However, the recovery of
loan losses can not exceed past charge-offs. In an economic sense, any gains
from the sale of previously foreclosed property should be included in what might
be defined as "net lender loan gains."

ESTIMATED LENDER LOAN LOSSES

The principle institutional agricultural lenders--the Farm Credit System,
commercial banks, the Farmers Home Administration, and life insurance companies--
annually report outstanding farm loan balances. Unfortunately, agricultural loan
losses are not specifically reported, and in most instances cannot be determined
directly from charge-offs of farm loans as reported by the individual lenders.
However, preliminary estimates developed here are based on the best data
currently available.
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Commercial Banks

Data of commercial bank debt and loan losses are drawn from the Consoljdated
Reports of Condition and Income (call reports) that every insured commercial bank
(and selected other financial institutions) must file quarterly. Call reports
are filed to meet the joint regulatory requirements of the Board of Governors of
the Federal Reserve System, the Federal Deposit Insurance Corporation, and the
Office of the Comptroller of the Currency. Call report forms are developed and
approved by the Federal Financial Institutions Examination Council (FFIEC).

Report forms have been developed and the specific reporting requirements for each
bank depend on the size of the bank and whether it has any foreign offices.
Every national bank, state member bank, and insured state nonmember bank (all
insured commercial banks) must file one of the following:

1) FFIEC031--International banks: banks of any size that have any ‘foreign’
offices.

2) FFIEC032--Large domestic banks: banks with domestic offices only and total
assets of at least $300 million.

3) FFIEC033--Medium domestic banks: banks with domestic offices only and total
of at least $100 million, but less than $300 million.

4) FFIEC034--Small domestic banks: banks with domestic offices only and total
assets less than $100 million.

Financial data reported by commercial banks can vary considerably depending on
the type of report file. (Throughout the following discussion, banks will be
defined in terms of the above emboldened descriptions, based on the type of
report filed).

All banks report farm real estate and nonreal estate loans in the same manner,
regardless of form filed. Real estate loans are reported as ’'loans secured by
farmland’ and nonreal estate loans are reported as ’‘loans to finance agricultural
production and other loans to farmers.' International and large domestic banks
are less than 7 percent of banks lending to agriculture, but they account for
almost 27 percent of all farm loans (table 2). Medium domestic banks hold almost
15 percent of all farm loans, while small domestic banks, the predominant bank
size lending to agriculture, provide over 58 percent of all farm loans.

Bank reporting of loan losses varies considerably depending on type of report
filed. International and large domestic banks similarly report charge-offs and
recoveries only on nonreal estate loans. They do not report charge-offs or
recoveries on farm real estate loans directly; any losses on farm real estate
loans would be included in losses on ‘loans secured by real estate.'’

Medium and small domestic banks also report similarly. They report only total
charge-offs and recoveries on 1) real estate loans, 2) installment loans, 3)
credit card and related plans, and 4) commercial and all other loans. The call
report format requires that agricultural charge-off and recoveries be reported
only if agricultural nonreal estate loans are greater than five percent of total
loans.
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In filing year-end 1989 call reports, all commercial banks reported net charge-
offs (charge-offs - recoveries) of $97 million on agricultural loans. However,
as described above, international and large domestic banks do not report net
charge-offs on farm real estate debt, while medium and small domestic banks are
.not required to report net charge-offs if farm nonreal estate loans are less than
5 percent of total loans.

As a result of the reporting format of the call reports, banks do not report net
charge-offs on almost 21 percent of all farm loans (table 3). The exclusion of
agricultural loans is greater for larger banks: international

banks, which account for 16 percent of all farm loans, do not report net charge-
offs on almost 30 percent of these, while large domestic banks (10 percent of all
farm loans) omit net charge-offs on over 38 percent. Similarly, medium banks,
holding 15 percent of all farm loans, do not report loss data on 34 percent of
these. Small banks do not report loss data on 12 percent of loans.

In estimating total commercial bank agricultural loan losses (net charge-offs)
during each year of the period 1984 through 1989, net charge-offs on loans for
which such losses were not reported were assumed to be proportional to net
charge-offs on loans for which losses were reported. The model to estimate
individual bank loan losses can be written:

LOsS,, =.RLOSS,, + (RLOSS,,/RLOANS,,) * URLOANS,,

where: LOSS;, = Total estimated loss by bank i in year t
RLOSS;, = Reported loss by bank i in year t
RLOANS;; = Loans on which loss was reported by bank i in year t
URLOANS;, = Loans on which loss was not reported by bank i in year t

For international and large domestic banks, real estate loan losses were assumed
proportional to nonreal estate loan losses. For medium and small domestic banks,
losses on loans held by banks not reporting losses are assumed proportional to
losses on loans held by reporting banks.

In 1989, commercial banks reported total loan losses of $97 million, while an
additional $32 million loan loss was estimated on loans for which the banks do
not report losses (table 4). The estimation procedure used here suggests that
relying strictly on bank data contained in call reports would have underestimated
total bank loan losses by almost 33 percent in 1989. The $18 million estimated
unreported loss for international and large domestic banks was slightly more than
reported losses. Small and medium domestic banks reported losses of $79 million,
and experienced unreported losses estimated at $14 million.

Using the modelling procedure described here, commercial bank farm loan losses
are estimated at $5 billion over the period 1984-89 (table 5). While over $4.2
billion of this total was reported by banks, an additional $750 million loss was
estimated to have been incurred on loans for which banks do not report loss data.

Farm Credit System

Farm Credit System debt and loan loss data are drawn from the quarterly Summary
Report of Condition and Pexrformance of the Farm Credit System. Combined Federal
Land Bank, Production Credit Association, and Federal Intermediate Credit Bank
loans decreased almost $31 billion during 1984-89 (table 6). This reduction in
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outstanding loans was not evenly distributed across the FCS, as evidenced by $9.5
billion of the decrease occurring in the St. Paul and Omaha districts. The bulk
of the decrease, $25.5 billion, occurred in 1985-87.

Losses on FCS loans are not reported directly, but can be estimated through the
analysis of changes in allowance for loan losses accounts. Historically,
financial accounting within the FCS has been reported by member institutions at
the district level. The model used to estimate losses of each FCS institution
within each district is as follows:

ALLOW, = ALLOW,., + PROV, - NETLOSS,

where ALLOW, = Ending allowance for loan losses
ALLOW,_, . Beginning allowance for loan losses
PROV, = Annual provision for loan losses during t
NETLOSS, = Charge-offs - Recoveries during t

Rearranging:

NETLOSS, = ALLOW,., + PROV, - ALLOW,

Farm Credit System district data were prepared by summing over Federal Land
Banks, Federal Land Bank Associations, Federal Intermediate Credit Banks, and
Production Credit Associations (table 7). Loan losses with the FCS totaled $3.9
billion for the 1984-89 period.

Farmers Home Administration

Data for FmHA loan losses were drawn from Write-of Loss Settlement, and
Acquired Property Information for FY1989 lLoan Programs, prepared by Farmers Home
Administration (table 8). While these estimates are considerably below the FmHA
loss estimates produced by the General Accounting Office (US GAO) for the same
period, it should be noted that the write-offs reported here include both
principal and interest.

While FmHA losses have increased significantly in recent years, it appears that
further losses in the near future may be substantial. FmHA borrowers were
delinquent more than $6.5 billion on principal and interest payments as of June
30, 1990. Major program delinquencies include over 67 percent of emergency
disaster loans, (almost $4 billion delinquent), and 57 percent of economic
emergency loans, (over $1 billion delinquent). The economic emergency loan
program was discontinued in 1984,

Life Insurance Companies

Life insurance company (LIC) data were provided by the American Council of Life
Insurance. While LICs do not directly report loan losses, total farm mortgage
loan acquisition and disposition data were reported for 1984-88 (table 9). LICs
also annually report foreclosures, which accounted for 20-40 percent of
dispositions during this period. For purposes of this research, losses were
estimated to be 30 percent of value of mortgages forfeited on property acquired
through foreclosure. This estimate 1s consistent with data reported in
individual LIC annual reports.
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Generally, life insurance companies are currently reporting market values of
acquired property in excess of book value. This suggests that a considerable
portion of these losses may be recovered at the time of disposal of these
properties. Since these past foreclosures are currently listed as real estate
owned in LIC balance sheets, future LIC income statements are likely to report
considerable gains on the sale of real estate owned.

Individuals and others

Losses on farm loans held by individuals and others were also estimated for the
1984-89 period (table 10). Losses incurred by individuals and others were
estimated to reflect the same percentage of the decrease in real estate and
nonreal estate debt experienced by the FCS. Estimates of individuals and others
losses are probably understated, since real estate seller financing accounts for
over two-thirds of debt in this category. Much of this debt was incurred with
mortgage and contract sales financed by sellers and with the extension of second
mortgages to assist buyers in purchasing. The true extent of defaulting on these
mortgages, and subsequent return of the property to the seller, is unknown.
However, anecdotal evidence suggests that seller take-backs of properties sold
at peak prices in the early 1980’s were considerable.

Total Estimated Loan Losses

Total loan losses for all institutional and noninstitutional lenders during 1984-
89 are estimated to total $18.5 billion (table 10). Commercial banks absorbed
an estimated $5 billion loss, while cumulative FCS losses approached §$3.9
billion. In total, institutional lenders incurred an estimated $16.3 billion in
losses. Non-institutional lenders (individuals and others) losses were estimated
to be more than $2 billion.

The results presented here are consistent with prior estmates of lender loan
losses. Previous studies (Melichar, Hanson) estimated losses of $6.9 billion
experienced by the Farm Credit System, Farmers Home Administration, and
commercial banks over the period 1984-86, compared with an estimated $7.5 billion
loss for those lenders presented here for the same period. The share of
agricultural debt held by these lenders were observed to have experienced similar
proportions of loan losses. Assuming that other lenders had similar loan loss
experience, cumulative loan losses for the farm sector were estimated to be about
$11 billion during 1984-86 (Melichar). Estimated 1987 losses would raise
cumulative loan losses to about $14-$16 billion (Hanson). In addition, loan
losses during 1980-83 likely reached $2 billion, although losses for FCS and FmHA
(the only lenders reporting) were slightly less than $1 billion.

In 1989, FmHA accounted for 95 percent of all institutional loan losses.
Excluding FmHA, total loan losses have declined annually from 1986 through 1989.
Farm Credit System lenders and commercial banks showed reduced loan losses in
1987-89, with the Farm Credit System reporting a net recovery in 1989.

CONCLUSIONS

There would seem to be no conclusive evidence that changes in outstanding lender
loan balances were directly attributable to loan losses (table 11). Loan losses
estimated for individual lenders appear to have had varying impact on loan
balances. In particular, the experiences of commercial banks and the Farm Credit
System were dramatically different. Banks incurred an estimated $5 billion in
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loan losses, and their total loans outstanding declined only $900 million.
Meanwhile, FCS had $3.9 billion in losses, while loan volume decreased over $30
billion. Restated, bank losses were 5.5 times greater than the change in bank
loans, while the FCS decrease in loan balances was almost 8 times greater than
its combined loan losses.

Even though this reasearch provides no conclusive link between lender loan losses
and changing loan volume, the improving loan loss positions of most major lenders
does support the view that farmers’ financial positions have improved since the
peak crisis years of the mid 1980’s.
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Table 1--Farm debt data (including operator houssholds), by imdor, December 31
Lender 1983 1964 1685 1986 1987 1988 1989 1984-89
Total debt outstanding Million dollars
Farm Credit System 69,093 67,887 59,146 48,493 42,406 39,458 38,386
Farmers Home Administration 24,158 25,686 27,148 26,741 26,132 24,265 21,042
Life insurance companies 12,718 12,443 11,8386 10,940 9,896 9,582 9,598
Commercial banks 48,343 49,785 46,898 43,051 43,496 45,218 47,429
CCC storage facility 888 823 307 123 46 21 12
Individuals & others 51,265 47,900 42,578 36,391 31,739 30,000 29, 500
Total 206,465 204,324 187,913 166,638 153,715 148,542 145,968
Annual change in debt outstanding
Farm Credit System (1,208) (8,741) (10,653) (6,087) (2,948) (1,072) (30,707)
Farmers Home Administration 1,528 1,462 (407) (609) (1,867) (3,224) (3,116)
Life insurance companies (275) (607) (896) (1,044) (314) 16 (3,120)
Commercial banks 1,442 (2,887) (2,847) (455) 1,720 2,213 (914)
CCC storage facility (265) (316) (184) (77) (25) (9) (876)
Individuals & others (3,385) (5,322) (8,187) (4,852) (1,739) (500) (21,765)
Total (2,141) (16,411) (21,274) (12,924) (5,173) (2,576) (60,499)
Annual change in debt outstanding Percent
Farm Credit System -1.7 -12.9 ~18.0 -12.6 ~7.0 -2.7 -44.4
Farmers Home Administration 6.3 5.7 -1.5 -2.3 -7.1 -13.3 ~12.9
Life insurance companies ~2.2 ~-4.9 -7.6 -8.5 -3.2 0.2 -24.5
Commercial banks 3.0 ~-5.8 -6.3 -1.0 4.0 4.9 -1.9
CCC storage facility -29.8 -50.7 -59.9 -62.8 -54.1 -44.9 -98.7
Individuals & others -6.6 -11.1 -14.5 -12.8 -5.5 -1.7 ~42.5
Total -1.0 -8.0 -11.3 -7.8 3.4 -1.7 -29.3
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Table 2~-Commercial bank lending
bank type, December 31,

and loans outstanding to agriculture, by

1989.

-

Loans outstanding

Bank type : Banks :
: reporting 1/ : Real estate Nonreal estate Total
Number  --—=w-ew-o-ossse-- Thousand dollars-~----------
International 146 2,270,453 5,320,339 7,590,792
Large domestic 486 1,926,625 3,129,148 5,055,773
Medium domestic 1,311 2,881,738 4,170,906 7,052,644
Small domestic 7,683 9,567,363 18,162,003 27,729,366
All 9,626 16,646,179 30,782,396 47,428,575
: Percent
International 1.52 13.64 17.28 16.00
Large domestic 5.05 11.57 10.17 10.66
Medium domestic 13.62 17.31 13.55 14.87
Small domestic 79.82 57.47 59.00 58.47
All : 100.00 100.00 100.00 100.00

1/ Banks reporting loans secured by farmland.

Source: FDIC bank call reports



159

Table 3--Commercial bank reporting of agricultural loan losses, by bank type,
December 31, 1988

: : Loans outstanding 2/
: Banks :
Bank type : reporting 1/ : Reporting Not reporting
: H gain/loss gain/loss Total
Number  ---=-==v-------=- Thousand dollars----=-=-=---
International 146 5,320,338 2,270,453 7,580,792
Large domestic 486 3,129,148 1,926,625 5,055,773
Medium domestic 1,311 4, 6“:917 2,407,727 7,052,644
Small domestic 7,683 24,408,248 3,320,118 27,729,366
All 9,626 37,503,652 8,924,923 47,428,575
Percent
International . 1.52 70.09 29.91 100.00
Large domestic 5.05 61.889 38.11 100.00
Medium domestic 13.62 65.86 34.14 100.00
Small domestic 79.82 88.03 11.97 100.00
All 100.00 79,07 20.93 100.00

Percent of total

International : 1.52 11.22 4.79 16.00
Large domestic 5.05 6.60 4,06 10.66
Medium domestic 13.62 9.79 5.08 14,87
Small domestic 79.82 51.47 7.00 58.47

All 100.00 79.07 20.93 100.00

1/ Banks reporting loans secured by farmland. 2/ International and large
domestic banks report charge-offs (losses) and recoveries (gains) on nonreal
estate debt, small and medium banks with farm nonreal estate loans greater
than 5 percent of total loans report all farm loan charge-offs and
recoveries.

Source: FDIC bank call reports
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Table 4--Reported and estimated loan losses by banks, leading States ranked by estimated net charge-offs, 1989

: Net charge-offs :
: : Percent estimated
: Bank reported losses : Estimated losses : Combined :
State : : : :
: Large/ Small/ : : Large/ Small/ : : Large/ Small/ : : Large/ Small/ :

: int’l  medium : All : int’l medium : All : int’'l medium : All : int’l medium : All

Thousand dollars Percent ------

Large/international banks
Florida 2,239 1 2,240 3,304 1 3,305 5,543 2 5,545 59.6 48.7 59.86
Texas 4,972 12,567 17,539 2,151 1,856 4,007 7,123 14,423 21,546 30.2 12.9 18.6
New York 918 11 928 1,928 7 1,936 2,847 18 2,865 °“° 67.8 39.2 67:6
Washington 10,354 1,012 11,366 1,543 94 1,637 11,897 1,106 13,003 13.0 8.5 12.86
Louisiana 1,342 303 1,645 1,504 86 1,580 2,846 388 3,235 52.8 22,1 48.1

Top five 19,825 13,884 33,719 10,431 2,043 12,474 30,256 15,937 46,193 34.5 12.8 27.0
Medium/small banks
Michigan (2,355) 4,514 2,159 16 2,083 2,099 (2,339) 6,597 4,258 -0.7 31.6 49.3
Texas 4,972 12,567 17,538 2,151 1,856 4,007 7,123 14,423 21,546 30.2 12.9 18.5
Georgia 101 1,714 1,815 232 1,447 1,679 333 3,161 3,494 69.7 45.8 48.1
Chio (8) 2,393 2,385 138 1,270 1,408 131 3,663 3,794 106.1 34.7 37.1
Tennessee 13 766 779 164 1,168 1,332 177 1,934 2,111 82.7 60.4 63.1

Top five 2,723 21,954 24,677 2,702 7,824 10,5286 5,425 29,778 35,203 49.8 26.3 29.9
All banks
Texas 4,972 12,567 17,538 2,151 1,856 4,007 7,123 14,423 21,546 30.2 12.9 18.8
Florida 2,239 1 2,240 3,304 1 3,305 5,543 2 5,545 59.6 48.7 59.6
Michigan (2,355) 4,514 2,159 16 2,083 2,099 (2,339) 6,597 4,258 -0.7 31.6 49.3
New York 918 11 929 1,929 7 1,936 2,847 18 2,865 67.8 39.2 67.6
Georgia 101 1,714 1,815 232 1,447 1,679 333 3,161 3,494 69.7 45.8 48.1

Top five 5,875 18,807 24,682 7,632 5,384 13,026 13,507 24,201 37,708 56.5 22.3 34.5
US Total 17,968 79,241 97,209 18,047 13,921 31,968 36,015 93,162 129,177 50.1 14.9 24,7

Source: FDIC bank call reports
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Table 5--Estimated insured commercial bank loan losses (net charge-offs) on agricultural loans,
by State, ranked by cumulative losses, 1984-89

State 1984 1985 1986 1987 1988 A 1989 1984-89

Thousand dollars

California 264,202 254,972 159,070 104,286 (23,481) (5,211) 753,838
Iowa 121,190 218,887 184,302 35,503 8,253 2,082 570,197
Texas 46,550 72,246 175,881 56,222 29,948 21,546 402,383
Nebraska 77,009 142,654 103,875 30,255 702 (973) 353,523
Minnesota 56,443 101,610 102,681 44,880 13,020 6,174 324,808
Illinois 57,527 109,394 88,870 39,002 12,263 5,534 313,691
Kansas 54,156 84,787 73,795 39,908 15,845 5,323 273,614
Missouri 50,114 81,411 67,794 20,745 7,307 4,773 232,144
South Dakota 27,421 47,153 68,410 17,680 639 2,561 164,862
Oklahoma 25,981 33,330 40,462 23,615 13,053 8,685 145,127
Indiana 20,012 46,012 40,382 24,778 6,539 6,522 144,245
Michigan 7,375 36,4863 49,092 18,210 2,626 4,258 118,924
Colorado 15,564 38,117 37,447 12,897 1,493 3,807 109,425
Wisconsin 13,588 32,605 34,046 14,825 7,399 4,605 107,969
North Dakota 15,080 23,888 32,870 13,656 5,619 4,811 95,923
Montana 8,127 30,698 30,277 13,864 3,628 158 86,752
Louisiana 9,484 20,024 25,012 15,600 3,003 3,235 76,358
Washington 5,034 10,169 22,874 11,182 8,330 13,003 70,601
Ohio 14,991 22,493 11,488 6,357 6,334 3,794 65,467
Kentucky " 9,277 21,832 19,025 9,282 3,985 1,322 64,723
Idaho 5,022 11,397 19,302 8,484 7,962 3,428 55,595
Mississippi 8,980 12,233 14,777 11,793 1,890 946 50,629
Arkansas 8,734 15,564 13,042 8,324 4,617 1,928 50,208
Georgia 8,296 8,872 15,124 6,828 2,999 3,494 45,613
Tennessee 8,490 10,470 9,948 7,593 3,603 2,111 42,215
New Mexico 2,489 6,443 8,592 17,160 5,236 1,046 38,965
Arizona 2,685 1,736 6,169 13,310 6,866 6,957 37,723
Florida 1,565 4,480 7,437 11,218 3,107 5,545 33,350
Oregon 4,079 4,584 10,533 8,590 4,450 1,427 31,664
Alabama 7,308 8,693 6,721 2,453 1,606 831 27,610
Pennsylvania 8,564 4,701 1,518 3,341 9,041 375 27,538
Wyoming 4,599 8,938 8,615 2,486 2,093 174 26,905
North Carolina 3,158 5,568 8,054 3,586 3,973 684 25,024
New York 11,282 5,023 2,816 924 1,168 2,865 24,087
Virginia 1,136 2,351 2,746 1,450 357 395 8,436
Utah 229 1,067 2,783 2,278 898 662 7,918
South Carolina 1,248 1,537 1,920 488 184 279 5,656
Massachusetts 1,388 1,816 1,188 214 (146) (13) 4,447
Delaware [} 0 [} 0 3,101 32 3,133
Hawaii 16 1,044 135 278 477 (189) 1,761
Maryland 925 (18) LY 250 (1) (L 1,599
West Virginia 313 151 55 216 154 (18) 871
Vermont (2) 219 12 36 (28) 131 369
New Jersey 11 161 0 0 0 1] 172
Alaska 0 0 0 0 95 16 111
Connecticut 0 0 0 0 0 -2 91
New Hampshire 0 0 0 0 0 0 0
Rhode Island 0 0 0 0 0 0 1]
Maine (22) (3) 13 38 (100) (8) (81)
Nevada (277) 0 0 48 8 (¢9) (224)
US total 987,357 1,545,775 1,511,506 662,241 189,914 128,177 5,025,970

Source: FDIC bank call reports
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Table 6--Farm Credit System agricultural loan data, by district, December 31

District 1983 1984 1985 1986 1987 1988 1989 1884-88
Thousand dollars

Agricultural loans outstanding
Springfield 1,584,696 1,557,876 1,473,310 1,279,030 1,240,170 1,347,698 1,482,128
Baltimore 2,713,167 2,631,424 2,465,130 2,252,086 2,156,800 2,257,800 2,441,000
Columbia 6,800,577 6,408,801 5,646,144 4,632,953 4,216,086 3,650,678 3,377,255
Louisville 6,919,437 6,433,583 5,094,576 3,990,911 3,296,871 3,228,942 3,311,295
Jackson 3,589,209 3,495,866 2,911,720 2,231,505 1,820,988 1,696,694 1,574,880
St. Louis 6,515,983 6,376,891 5,516,094 4,475,642 3,685,078 3,332,960 3,109,849
St. Paul 10,443,634 10,493,680 9,202,328 7,512,953 6,578,284 6,000,191 5,881,692
Omaha 8,399,980 8,048,203 6,281,165 4,840,081 3,887,678 3,610,263 3,459,244
Wichita 6,554,572 6,339,046 5,572,248 4,353,770 3,726,757 3,463,848 3,357,786
Texas 3,480,013 3,840,743 3,778,025 3,175,072 3,042,597 2,806,772 2,745,799
Sacramento 7,082,730 7,471,990 7,039,072 6,240,218 5,686,563 5,292,142 4,996,227
Spokane 5,000,646 4,788,751 4,165,836 3,508,351 2,968,087 2,769,901 2,638,844
Totals 69,093,644 66,985,361 58,592,773 48,303,588 41,839,604 39,320,400 38,386,000
Annual change in debt
Springfield (26,820) (84,566) (194,280) (38,860) 107,528 144,431 (92,567)
Baltimore (81,743) (166,294) (213,044) (95,286) 101,000 183,200 (272,167)
Columbia (391,776) (762,657) (1,013,191) (416,867) (565,408) (273,423) (3,423,322)
Louisville (485,844) (1,339,017) (1,103,665) (684,040) (67,929) 82,353 (3,608,142)
Jackson (93,343) (584,146) (680,215) (310,517) (224,294) (121,814) (2,014,329)
St. Louis (139,092) (860,797) (1,040,452) (790,563)  (352,119) (223,111) (3,406,134)
St. Paul 50,046 (1,291,352) (1,689,375) (934,669) (578,093) (118,498) (4,561,942)
Omaha (351,777) (1,767,038) (1,441,074) (952,413) (277,415) (151,018) (4,940,736)
Wichita (215,526) (766,798) (1,218,478) (627,013) (262,809) (106,062) (3,196,786)
Texas 351,730 (62,718)  (602,853) (132,475) (235,825) (60,973) (743,214)
Sacramento 389,260 (432,918) (798,854) (553,655) (394,421) (295,915) (2,086,503)
Spokane (211,895) (622,915) (657,485)  (540,264) (198,186) (131,057) (2,361,802)
Totals (1,206,780) (8,741,216)(10,653,066) (6,0865,622) (2,948,071) (1,071,888)(30,707,644)

Source: Farm Credit Corporation of America
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Table 7--Computation of combined Farm Credit System annual net loan charge-offs, by district

1983-1988
District 1983 1984 1985 1986 1987 1988 1984-88
Thousand dollars
Annual provision for loan losses
Springfield 482 1,988 (337) (1,043) 81
Baltimore 4,194 10,203 4,214 (12,908) (19,358)
Columbia 36,504 148,392 174,372 (124,308) (88,725)
Louisville 47,790 219,023 202,761 15,066 (91,883)
Jackson 20,214 90,845 149,645 12,194 105,957
St. Louis 19,005 273,584 105,274 (59,791) (84,775)
St. Paul 27,967 640,181 448,250 (104,961) (178,402)
Omaha 77,4086 806,965 237,555 166,168 (271,116)
Wichita 15,366 502, 524 216,564 (108,584) (118,943)
Texas 11,389 54,988 35,516 (5,105) 6,188
Sacramento 25,854 162,905 77,710 93,305 (23,735)
Spokane 82,801 86,788 132,424 74,227 (32,598)
Totals 349,062 2,998,485 1,783,847 (55,741) (795,308)
End of year allowance for loan losses
Springfield 39,046 38,677 37,013 34,505 34,932 35,304
Baltimore 71,071 70,929 71,757 72,445 59,327 27,787
Columbia 134,564 114,815 188,055 296,203 255,790 164,526
Louisville 82,708 81,223 187,092 228,764 189,947 110,283
Jackson 83,311 75,824 113,380 160,914 124,918 22,908
St. Louis 140,577 127,186 344,708 345,462 257,987 165,568
St. Paul 207,709 169,870 585,428 673,788 536,213 332,454
Omaha 123,365 116,180 602,434 552,661 506,997 239,838
Wichita 98,274 91,304 508, 400 538,335 377,259 231,048
Texas 86,883 86,114 145,537 161,854 133,636 79,248
Sacramento 135,912 122,324 199,407 206,777 188,185 141,311
Spokane 91,351 110,120 108,438 216,955 144,769 121,064
Totals 1,294,771 1,214,566 3,082,557 3,489,663 2,809,960 1,671,351
Net charge-offs
Springfield 851 2,750 3,071 (1,470) (311) 4,891
Baltimore 4,336 9,375 3,526 208 12,182 29,628
Columbia 56,253 75,152 66,224 (83,896) 2,539 116,272
Louisville 49,275 113,154 160,088 54,883 (12,209) 365,192
Jackson 27,701 53,379 102,121 48,190 207,966 439,357
St. Louis 32,486 56,062 104,520 27,684 7,644 228,396
St. Paul 65,806 224,635 359,888 32,614 27,357 710,300
Omaha 84,591 320,711 287,328 211,833 (3,957) 900, 506
Wichita 22,336 85,428 186,629 52,492 27,268 374,153
Texas 2,158 5,568 19,198 23,113 60,575 110,611
Sacramento 39,442 85,822 70,340 111,887 23,139 330,640
Spokane 44,032 88,470 23,907 146,413 (8,893) 293,928
Totals 429,267 1,120,504 1,386,841 623,962 343,300 3,903,874

Source: Farm Credit Corporation of America
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during the first quarter of 1987. Comparing this to the Great Depression era,
the 1938 o e cultural Economics reported

approximately 28 million acres of farmland were held by financial institutions
as of January 1, 1937. However, the acquisitions during the 1980s occurred much
more rapidly than the acquisitions of the 1930s. Land acquired by institutional
lenders in the Wichita district of Farm Credit Services (of which Kansas is a
part) during 1985 and 1986 was 1.25 million acres which was 26% of the estimated
annual farmland sales for this district for the year. This figure was 24% for
the nation.

Stam, Gajewski, and Koenig suggest that lender holdings of farmland are a factor
in the farmland market when the nation as a whole is considered. They argue that
these holdings are not a dominating factor, though, due to a number of reasons.
They state that the lenders will not likely sell all of their holdings in any
single year. The ratio of acquired property holdings to expected annual
transfers therefore overstates their likely importance at any - time - (Stam,
Gajewski, and Koenig). This paper examines characteristics of land acquired by
financial institutions and the disposition of land acquired.

Hedonic Pricing Theory

One of the major objectives this study addresses is to determine whether the
price of land sold by financial institutions received a similar price as land
sold by private institutions. The sale of a parcel of farmland is influenced by
many quality factors. When comparing the price of land sold by a financial
institution and the price of land sold by an individual, it is important to
adjust for quality differences, 1if these differences exist by seller. The

hedonic approach to market analysis will allow these quality differences to be
accounted for.

The economic definition of a hedonic price is the marginal cost that an
individual is willing to pay to obtain a desired characteristic. The process of
estimating hedonic prices for quality differences can be traced back to the early
work of Waugh. Ladd and Martin were the first to look at the impact of
production input characteristics on the demand for inputs. Ladd and Martin

assert that inputs such as land as useful in the production process because of
+ha charartrarietricre af that inmii The nrice of the innut ie +thue the csuim of the
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