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Abstract
Much of the Farmers Home Administration's (FmHA) credit assistance to farmers
now comes through loans made by commercial or cooperative lenders, but
guaranteed against default losses by FmHA. Lenders and borrowers that
participated in the guaranteed farm loan programs during fiscal 1988, along
with characteristics of the loans themselves, are extensively profiled for the
first time. Results indicate that loan guarantee programs generally serve
large family farms that are highly indebted and are much more likely to fail
than the average farm. Most loan guarantees are issued to existing customers
and not to new customers, but interest rates and terms charged on these loans
are consistent with rates and terms experienced by other farm borrowers.
Considerable regional variation in the characteristics of program participants
exists. Results have implications for the new secondary market for farm loan
guarantees and in the graduation of FmHA's direct loan borrowers to guaranteed
loan programs.
Keywords: Farmers Home Administration, Federal loan guarantees, agricultural
credit, farm financial performance, commercial banks, Farm Credit System.
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Profile of Participants in FnniHA's
Guaranteed Farm Loan Programs
Steven R. Koenig
Patrick J. Sullivan'
Introduction
The Farmers Home Administration (FmHA) is the primary rural credit agency of
the U.S. Department of Agriculture (USDA), providing both direct and
guaranteed loans for farming, housing, business, and community facilities.^
With $55 billion in outstanding loans and loan guarantees, FmHA is the largest
single source of credit for rural America and the largest Federal provider of
direct loans. In recent years, policy changes for FmHA's farmer loan programs
have placed greater reliance on the use of loan guarantees over direct loans.
As a result, annual farm loan guarantee obligations have risen and now exceed
those of FmHA's direct-lending programs for farmers. Under its guaranteed
farm loan programs, FmHA guarantees repayment of up to 90 percent of a loan
made by a qualifying lender if the borrower defaults on the loan.
With greater emphasis on delivering Federal farm credit assistance through
loan guarantees, a better understanding of how guarantee programs are
performing and whom they are serving is needed. A profile of the
characteristics of participating lenders, borrowers, and loans is a first step
in building the information base so that policymakers can formulate and
implement future farm credit assistance policies. Our primary objective is to
establish a baseline of information about the operation of the guaranteed loan
programs before the advent of the federally sponsored secondary market for
such loan guarantees. The profile of program participants presented here was
assembled from fiscal 1988 data for that reason; the federally sponsored
secondary market became operational in fiscal 1991. With this database,
future assessments of the secondary market's effect on borrowers, lenders, and
the type and terms of credit offered should be more easily determined.

Loan Guarantee Programs
The Farmers Home Administration provides credit assistance to farmers through
two mechanisms: loan guarantees and direct loans. Historically, the majority
of FmHA's credit assistance has been supplied through direct (insured)

* The authors are agricultural economist and financial economist, respectively, with the Agriculture and
Rural Economy Division, Economic Research Service, U.S. Department of Agriculture.
^FmHA's mission statement says it is to serve as "a temporary lender of last resort through supervised
credit in modest amounts. Services will be delivered efficiently and effectively (6)." The Food,
Agriculture, Conservation, and Trade Act of 1990 (P.L. 101-624) moves FmHA's community facility and rural
business loan programs to the newly authorized Rural Development Administration.

lending.^ Direct loans are made and serviced by FniHA staff, often at
subsidized interest rates and with concessionairy terms and collateral
requirements.^ Until passage of the Rural Development Act of 1972, the
agency relied solely upon direct lending to deliver credit assistance to needy
farmers. The 1972 Act gave FmHA the authority to guarantee loans made by
commercial and cooperative lenders. Yet, for more than a decade after their
introduction, loan guarantees were used sparingly or given limited budgetary
allocations. Only under the Business and Industry (B&I) loan program were
loan guarantees used extensively.^
Not until passage of the Food Security Act of 1985 did use of farm loan
guarantees become firmly established. The 1985 Act mandated that FmHA
gradually funnel the majority of its assistance through loan guarantee
programs instead of direct loans. The switch from direct to guaranteed
lending was made on the asstJimptions that private sector lenders can better
identify economically viable farm operations than the Federal Government and
that direct programs distort agricultural credit markets. Loan guarantees
were also believed to offer lower interest rate subsidy costs, less potential
for loan losses, and lower administrative costs. In addition, guarantees had
the added benefit of moving a portion of credit assistance off the Federal
budget. Finally, guaranteed loans were intended to serve as an intermediate
step in moving direct loan program borrowers to private credit sources.
The new policy reduced direct loan obligations from $4.8 billion in fiscal
1985 to $921 million in 1990 (table 1). Fiscal 1990 direct obligations were
the lowest since 1974 and, when adjusted for inflation, the lowest in nearly
30 years. Loan guarantee obligations, however, rose from a low of $51 million
in fiscal 1982 to a high of $1.6 billion in 1987. As a direct result of this
shift in program emphasis, annual guarantee use rose from 2 percent to 58
percent of total farmer program obligations over the past decade. By the end
of fiscal 1990, the outstanding balance on guaranteed loans had reached $4.1
billion.
The switch to loan guarantees is even more pronounced in terms of lending
authority. Guarantee programs accounted for 65 percent of the total farmer
program lending authority in fiscal 1990. Increased funding has not
necessarily translated into greater use of the guarantee programs, however.
For example, only 41 percent of fiscal 1990 guarantee program budgetary
authority was obligated.
The Food, Agriculture, Conservation, and Trade Act of 1990 and the Omnibus
Budget Reconciliation Act of 1990 encouraged loan guarantee use by elevating
the interest rate subsidy available on guaranteed loans, by allowing for
partial liquidation of guaranteed loans by lenders in the case of default, and
by strengthening the development of a secondary market for these loans. In
^Insured refers to one of three revolving insurance funds, held by the Federal Financing Bank of the U.S.
Treasury, which finance FmHA loan programs. The funds are replenished through congressional appropriations,
borrowings from the Federal Financing Bank, and loan repayments. Farmer loan programs are financed through
the Agricultural Credit Insurance Fund.
■^Subsidized farm loan rates are set below the Government's cost of borrowing at half the nonsubsidized
rate, but not below 5 percent. Nonsubsidized interest rates are set no higher than 1 percentage point above
the Government's cost of borrowing on 5-year obligations and, therefore, are usually lower than rates
charged by commercial lenders.
^Since 1974, FmHA has guaranteed loans to rural businesses and industries in towns with populations of up
to 50,000. The focus of the B&I program is on industrial development loans.

Table l--FmHA farmer program obligations-*^
Fiscal
year

Directlending
obligations

Total
obligations

Guaranteed lending
Obligations
Share
of total

Percent

--Million dollars--1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

8,069.2
4,113.9
3,070.7
4,438.7
5,927.7
4,367.5
3,080.5
2,320.7
2,215.4
2,179.3

7,941.7
4,062.7
3,000.1
3,995.8
4,753.0
2,807.9
1,515.0
1,065.8
1,030.1
921.3

128.5
51.2
70.6
442.9
1,,174.7
1,,559.6
1 ,565.5
1,,254.9
1 ,185.3
1,,258.0

1.6
1.2
2.3
10.0
19.8
35.7
50.8
54.1
53.5
57.7

■^Obligations are the amount of lending authority committed to new direct loans or loan guarantees;
however, obligations for interest rate assistance are excluded.
Source:

(9).

addition, the transfer of more lending authority from direct to guaranteed
lending was authorized by these two pieces of legislation.
Federal budgetary constraints will likely continue to encourage further
reliance on loan guarantees in the future. Under this scenario, the funding
of future agricultural and rural development efforts will likely rely more
heavily on loan guarantees to meet policy objectives.^
Farm Loan Guarantee Programs
FmHA guarantees loans made under its Farm Ownership (FO) Loan Program,
Operating Loan (OL) Program, and Individual Soil and Water Loan Program.
Almost all guaranteed lending is made under the FO and OL programs. In fiscal
1990, 71 percent of the total loan guarantee obligations were made under the
OL program and 29 percent under the FO program. Only a handful of Soil and
Water loans are guaranteed in a given year (table 2). All guaranteed loans
are now eligible for interest rate assistance provided by the Interest
Assistance Program; in fiscal 1988, assistance was provided through the
Interest Rate Buydown Program.
Operating Loan Program
Guaranteed farm operating loans can be made for a range of purposes, including
payment of annual crop, feed, or family living expenses. Loans for the
purchase of feeder and breeder livestock, farm machinery and equipment, minor
real estate improvements and repairs, and the refinancing of nonreal estate

^Although FmHA's housing and community development programs rely largely on direct lending, regulations to
emphasize loan guarantee programs have been implemented. The Small Business Administration's financial
assistance program has emphasized loan guarantees for some time.

Table 2--Annual FmHA loan guarantee obligations by program

Fiscal
year

Farm
Operating
Loan Program

Farm
Ownership
Loan Program

Individual
Soil and
Water Loan
Program

Emergency
Loan
Program

Million dollars
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

24.9
47.3
50.5
111.4
1,106 . 8
1,367.3
1,240.7
892.6
879.2
908.7

17.9
3.9
20.0
41.5
67.9
192.0
324.4
362.1
305.7
348.7

0.9
0
0
0
0
.3
.3
.2
.4
.6

84.7
-289.9
---

— = Not available.
Source:

(9).

debt are other examples of qualifying uses. OL loans are to be repaid
7 years (the maximum period FmHA will guarantee an OL loan), but under
circumstances repayment can be amortized over 15 years. Besides loans
with term notes, operating lines of credit can be guaranteed, but only
payment of annual operating and family living expenses. Guarantees on
of-credit loans are limited to 3 years.

within
certain
made
for
line-

The total amount of guaranteed OL loans to any borrower is capped at $400,000.
Loans are to be adequately secured to assure loan repayment. When security is
inadequate, however, the loan applicant's repayment ability and other factors
are taken into consideration in determining whether FmHA will guarantee the
loan request. Loans are typically secured by first lien on chattel or
products acquired or produced with loan funds, but can also be secured by
other types of collateral.
Farm Ownership Loan Program
Loans qualifying for an FO guarantee include those for the purchase of
farmland and farm buildings and the refinancing of existing debts. Other
examples of qualifying purposes include; construction or repair of farm
buildings, improvements to farmland, establishment or improvement to orchards
and forests, and establishment of certain nonfarm enterprises.
The total amount of guaranteed farm ownership loans that any borrower can
receive is capped at $300,000. Scheduled repayment of loans cannot exceed 40
years. Loans must be secured with a lien on real estate and attached
structures, but additional security in chattel is permissible under certain
circumstances when insufficient real estate collateral is available. No down
payment is required on guaranteed FO loans, but preference is given to those

with down payments, veterans, and those already possessing necessary farm
implements or livestock to farm the property.
Individual Soil and Water Loan Program
Loans that develop, conserve, or make proper use of land and water resources
are eligible for a Soil and Water guarantee. Examples include: the repair or
construction of soil- and water-conserving structures, wells and irrigation
systems, and pollution control structures. These loan guarantees are capped
at $50,000 ($300,000 prior to 1991). Repayment cannot exceed 40 years, and
loans are usually secured with real estate, chattel, or some combination of
both.
Interest Assistance Program
All guaranteed farm loans are now eligible for the Interest Assistance
Program. The program's objective is to provide interest rate assistance to
borrowers unable to demonstrate debt repayment ability at market rates of
interest. Under the program as it operated in 1988 (known as the Interest
Rate Buydown Program), lenders received payments from FmHA if they agreed to
reduce interest rates on fixed-rate guaranteed FO and OL loans to borrowers
who could not show a positive cash-flow without such a reduction. Lenders
were reimbursed for 50 percent of the cost of the interest rate reduction, up
to a maximum write-down of 4 percentage points for a maximiim of 3 years. In
fiscal 1990, $50 million was budgeted for the program, with $14 million being
obligated.
To provide greater assistance to current guarantee program borrowers, promote
graduation of direct program borrowers to guaranteed credit, and increase
participation in guarantee programs among lenders, the Omnibus Budget
Reconciliation Act of 1990 modified the Interest Rate Buydown Program by
eliminating the matching requirement of lenders. Under the new program,
beginning in fiscal 1991, FmHA covers all the cost of an interest rate writedown, up to the maximum 4 percentage points. Also, the 3-year limitation on
interest rate assistance has been extended to cover 10 years or the term of
the loan, whichever is less.
Mechanics of Loan Guarantees
Under a loan guarantee, FmHA agrees to repay up to 90 percent of the loss on a
loan made by a qualifying commercial or cooperative lender to a qualifying
farm borrower during a specified period. Applications for loan guarantees are
submitted by the lender to the local FmHA county office for approval. The
application is reviewed by local officials to determine whether the borrower,
lender, and proposed loan meet program requirements. Loan terms are
negotiated between the lender and borrower, just like a nonguaranteed farm
loan made by the lender, but terms must fall within FmHA's guidelines.
FmHA requires that interest rates charged on these loans be no greater than
the average rate charged the lender's nonguaranteed customers for similar
loans.^ Variable- and fixed-interest-rate loans are eligible. For variablerate loans, the lender must tie the adjustment to a periodically published

^Until 1989, lenders were allowed to charge guaranteed borrowers an interest rate of up to 1-percentage
point higher than they charged on similar nonguaranteed loans.

base rate, but it need not be one that is widely recognized.
must be agreed to by the borrower.

The base rate

Borrowers
As with FmHA's direct farm loan programs, a needs test is imposed on loan
guarantee program applicants. Loan guarantees are issued to borrowers unable
to obtain affordable commercial credit due to the inability to meet
conventional farm creditworthiness standards, such as sufficient collateral or
repajniiient capacity. While targeted toward high-risk farm operations,
borrowers are expected to remain viable and repay their loans. Guarantees are
not intended to subsidize hopeless or very-high-risk farmers. Qualifying
borrowers usually are too creditworthy for direct loan programs, but too risky
for private sector lenders.
Borrowers must meet certain eligibility criteria. For example, all loans must
be secured against potential loss and borrowers are required to demonstrate
repajrment capacity with a 10-percent cash-flow margin.^ Like FmHA's direct
loans, loan guarantee programs are designed to serve only "family-sized farm
operators." This is accomplished, in part, by the program cap on the amount
of credit that FmHA can guarantee. Borrowers must be U.S. citizens or
permanent residents and have adequate farm experience or training to succeed
at their proposed farm operations. Fmäk county committees determine whether
applicants meet eligibility criteria.®
Lenders
Commercial and cooperative lenders supervised by Federal or State agencies are
eligible to participate in the loan guarantee programs. Participating lenders
are responsible for disbursal of funds and loan servicing until the loan is
repaid. Lenders are suppose to be located in a community near the borrower,
but if certain requirements are met this can be waived. This requirement
helps ensure proper and regular servicing of the loan. Servicing includes all
activities associated with sound administration of credit, including regular
inspection of collateral and financial statement updates. Lenders must report
to FmHA each year on the status of multiyear loan guarantees.
Lenders are allowed to charge borrowers routine fees on guaranteed loans.
FmHA assesses lenders a one-time, non-refundable guarantee fee equal to 1
percent of the principal value of the loan's guaranteed portion. This fee can
be passed on to the borrower. The fee is waived on loans receiving interest
rate assistance and on loans used to refinance FmHA direct loan program debt.
When applying for a guarantee, the lender requests a guarantee percentage
(maximum of 90 percent) for the loan; FmHA determines the actual percentage
of guarantee after considering all credit factors (such as the applicant's
management ability, collateral, and financial condition), the lender's
exposure, and economic conditions.

Borrowers are required to project annual income that exceeds projected expenses, and provide a reserve on
principal and interest payments of at least 10 percent.
°The county committee is a three-member peer review committee. Two members are elected by the county's
FmHA borrowers and farmers, while the third is appointed by the State FmHA director.
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The Approved Lender Program (ALP) streamlines the processing of loan guarantee
applications. ALP lenders submit fewer forms and can submit their own loan
documents when applying for a guarantee. In addition, ALP lenders can expect
their guarantee applications to be processed more quickly than those of nonALP lenders. When applying for ALP status, lenders must demonstrate ability
to prudently and adequately make and service agricultural loans, as determined
by FmHA's State director. One criterion required for this evaluation is that
the lender's agricultural loan losses during the past 3 years cannot exceed a
set percentage of the lender's total agricultural loan portfolio. Lenders
must reapply for ALP status every 2 years. Institutions of the Farm Credit
System are exempt from most ALP application requirements, except for the loanloss criterion.
Defaults and Special Servicing
Participating lenders are expected to service loans in accordance with sound
administrative procedures. If a borrower fails to make scheduled payments
(that is, defaults on the loan), the lender must notify FmHA of any repayment
shortfalls that exceed 30 days. To prevent default, lenders are allowed to
adjust loan repayment schedules or interest rate terms, provided certain
conditions hold and FmHA approves. Lenders may consolidate or reschedule
certain OL loans, reamortize FO and soil and water loans, and defer principal
and interest payments on all loan types. ^ If a reduced interest rate would
assist a delinquent guarantee program borrower, then the lender is required to
consider the Interest Assistance Program as an additional servicing tool
before proceeding with any collection action.
When servicing actions cannot cure a loan delinquency, the lender may proceed
with collection of the loan. While FmHA must agree to a liquidation plan and
has the right to take over the liquidation process, the lender normally
handles the liquidation, including any legal foreclosure actions. Final
settlement on a guarantee is not made to the lender until all collateral is
liquidated. FmHA reimburses a qualifying lender for up to 90 percent of its
realized losses (principal, accrued interest and allowed liquidation costs).
Beginning in 1991 lenders can receive reimbursements from FmHA for losses
incurred under a partial farm liquidation.
Guarantee Sales
Loan guarantees are transferable to different parties and, hence, can be sold
to investors. When the guaranteed portion of a loan is sold, servicing and
default procedures are subject to the rights of the investor. For example, if
the originating lender (now the servicing lender) wants to alter scheduled
payments (such as by reamortizing the loan), the lender must either repurchase
the guarantee or get the investor to accept the new payment schedule. If the
loan is in default for more than 60 days and the lender fails to repurchase
the unpaid guaranteed portion from the investor, FmHA is required to
repurchase the guaranteed portion within 30 days of receiving a request from
the investor.
During 1988, a privately operated secondary market for FmHA loan guarantees
existed, although it relied on individual placements of loans and was highly

^Consolidate means to combine the outstanding debt on two or more operating loans. Reschedule and
reamortize means to rearrange the rates or terms of the loan. Defer means to postpone scheduled payment of
principal and interest.

informal. The Agricultural Credit Act of 1987 authorized the U.S. Department
of Agriculture to develop, promote, and operate a secondary market for FmHA
loan guarantees. The 1990 farm bill amended the 1987 Act by authorizing the
Federal Agricultural Mortgage Corporation (Farmer Mac) to serve as the
federally sponsored pooler of FmHA guaranteed loans. The new market (known as
Farmer Mac II) began operating in 1991; Farmer Mac allows the sale of
securities backed by pools of FmHA loan guarantees to investors.^° The
attractive features of well working secondary markets for lenders, such as
liquidity and fee income, should increase loan guarantee sales once Farmer
Mac's secondary market becomes fully established.
Description of Data and Methodology
The statistical profiles of borrowers, participating lenders, and their loans
presented here are for guaranteed loans that were obligated (received FmHA
approval and commitment to fund) and disbursed in fiscal 1988. Data were
obtained from sections of FmHA's national database (the Guaranteed System) and
from a special survey of borrower loan records held at FmHA's county offices.
Profiles of participating lenders were constructed using available regulatory
reporting data.
FmHA's Guaranteed System database (referred to as the master files) provides a
limited amount of information on the characteristics of guaranteed loans, the
lenders making them, and the borrowers receiving them. These master files
concentrate on accounting and administrative information. They do not contain
information about borrower characteristics, such as financial position,
income, size of business, and certain terms of the guaranteed loans.
Information about borrowers is obtained during the application process and
held at the FmHA county office that issued the loan guarantee. A special
survey of program applicant folders maintained by FmHA's county offices was
used to obtain these data. The survey was administered by FmHA and called for
a 15-percent sample of the 12,000 loan guarantees that were obligated in
fiscal 1988.
Questionnaires for each loan in the sample were sent shortly after the close
of the fiscal year to the appropriate FmHA office where local staff completed
the survey from available loan files. Once completed, the survey data were
subjected to logic and consistency tests. Of the survey responses, 1,625 loan
guarantees representing 1,623 borrowers were deemed usable for analysis.
The usable sample represents 14 percent of the total number of loans obligated
in fiscal 1988 and closed at the time the sample frame was drawn, 14 percent
of the loaned funds, and 18 percent of the borrowers participating in the
program during fiscal 1988 (table 3). A sample of this size should yield
estimated means within ±2.5 percentage points of the population mean at the
95-percent confidence interval. Estimates for subgroups have a somewhat wider
range of error.
Borrower financial information requested in the survey include data from the
most recent balance sheet and a projected cash income statement for the coming

^^Lenders sell the guaranteed portion of loans to Farmer Mac, which, in turn, sells the pool's cash-flow
to investors. Investors receive marketable securities giving them an ownership stake in the loan pool.
Investors are guaranteed timely payment of principal and interest by Farmer Mac. Repayment of guaranteed
loans to Farmer Mac is insured by FmHA.
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Table 3--Guaranteed loan program borrowers and loan amounts, by program and
survey status, fiscal 1988

Program

Survey

Borrowers
Universe Proportion
surveyed

-NumberFarm ownership
Operating loans
Credit lines
Notes

Percent

Survey

Million dollars

2,227

14.5

48.1

334.5

14.4

1,301

7,532
4,554
4,622

17.3
14.0
14.4

122.5
57.8
64,6

862.5
400.4
462.1

14.2
14.4
14.0

637
664

.2
1,623

9,003

because a single borrower can have more than one
Slim of borrowers participating in each loan program.
typically less than the number of loans reported for
loans reported here is less than the amount reported
in the application process at the end of fiscal 1988
remainder of this report.
Sources:
files.

Percent

324

Soil and water
Total^

Loan amount
Universe Proportion
surveyed

18.0

170.6

1,197.2

14.2

loan, the total number of borrowers is less than the
Likewise, the number of borrowers in each program is
that program. The total dollar volume of guaranteed
in table 1 because obligations on loans that were still
have been excluded from the table and throughout the

1988 survey of FmHA's guaranteed loan applicant folders and the Guaranteed System's master

year. General borrower characteristics were also collected, such as farm size
and farm enterprise type. Data collected through the survey were limited to
that required by FmHA's minimum documentation standards. More detailed loan
documentation (including information that most lenders need to judge the
creditworthiness of loan applicants) is likely kept in most FmHA files, but it
could not be used in the survey because it was not consistently present in a
standardized format.
Survey data were merged with those from the Guaranteed System's master files.
The analysis reported here is based on the merged data from these two sources.
Whenever a data item (such as the loan amount, interest rate, or percent of
loan guaranteed) is available from a master file, we report statistics based
on all guaranteed loans made in fiscal 1988 (the universe), and not just those
in the survey. For many items, particularly those concerning the
characteristics of borrowers, statistics are compiled from data collected via
the special survey.
Data on characteristics of participating banks (the major group of
participating lenders) were obtained from each bank's Report of Condition and
Report of Income (RCRI), filed quarterly with the Board of Governors of the
Federal Reserve System and the Federal Deposit Insurance Corporation
(FDIC).^^ The report for December 31, 1988, was selected to profile
participating commercial banks that still existed as of that date. December
^^Similar regulatory reporting data on the other major participating lender group, the Farm Credit System,
were unavailable at the time this analysis was undertaken.
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31, 1987, data were used for participating banks that failed, were merged out
of existence subsequent to making a guaranteed loan but before the end of
1988, or that neglected to file a 1988 RCRI report.
While the RCRI file does not contain information on each bank's guaranteed
loan portfolio, it does contain information on the assets, liabilities,
income, expenses, profitability, and the composition and payment status of
each bank's farm loan portfolio. Thus, the RCRI provides a great deal of
information on the operation and performance of participating and
nonparticipating banks. These data aggregate all activity to the firm level,
so information is not available on the operation and performance of the
individual branch offices originating guaranteed loans. For the small, oneoffice banks characteristic of some Midwestern States, the level of RCRI
aggregation is not a problem. But for statewide branching banks that
predominate in California and other States, the lack of branch-level
information is unfortunate.
Profiles of Loan Guarantee Participants
Profiles of the borrowers and lenders participating in FmHA's farm loan
guarantee programs are tabulated by guarantee program, lender type, and USDA
crop-reporting region. When appropriate, data are presented from USDA's Farm
Costs and Returns Survey (FCRS) of U.S. farm operators on January 1, 1988, and
are used from time to time to provide a reference point for understanding the
characteristics of guaranteed program borrowers compared with other farm
operators (4). The FCRS is a national survey of all U.S. farm operators.
Because of definitional and survey design differences between the FCRS and the
special FmHA survey used here, statistics from these two surveys are not
directly comparable. For example, FCRS income statements reflect actual
values for the 1987 calendar year, while the FmHA statements contain projected
values for the coming 12-month period, which is not necessarily coterminous
with the calendar year. The FCRS balance sheet pertains to 1987 yearend,
while FmHA's statement is dated throughout the fiscal year. In addition,
there are differences in how financial accounting terms (such as cash income)
are defined and interpreted.
The FCRS for January 1, 1988 (reflecting 1987 income performance) was selected
over the survey for January 1, 1989 because 1988 was a drought year. It was
felt that FmHA guarantee program borrowers' income projections for 1988 would
be more reflective of the previous year's experience and, hence, provide a
better year for comparison. Also, the 1988 FCRS balance sheet would be closer
in time to the average time of FmHA borrowers' balance sheet. The FmHA survey
includes loans made in the fiscal year (October 1, 1987 - September 30, 1988),
but most income projections are believed to be for calendar 1988.
Borrower Characteristics
Of the 1,623 borrower records in the FmHA guaranteed loan survey, 80 percent
received guaranteed OL loans and 20 percent received guaranteed FO loans
(table 4).^2 The survey failed to pick up any of the four soil and water

^^Two surveyed borrowers each had two loans included in the survey. Because of the design of the
questionnaire and sample frame, the survey did not collect information on all the loans a selected borrower
had taken out during 1988. Father, FmHA county offices were asked to provide both borrower and loan
information on a random selection of loans.
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Table 4--Distribution of guaranteed loan program borrowers, by program,
survey status, and previous loan experience, fiscal 1988

Borrower
attribute

Operating
Loan Program

Farm Ownership
Loan Program

Both
programs

Percent
Surveyed:
Borrowers
Loan amounts

80.2
71.8

20.0
28.2

All:
Borrowers
Loan amounts

83.7
72.0

24.7
28.0

100.0

First time borrowers

67.7

24.7

69.2

Proportion with one or
more previous guaranteed:
Operating loan(s)
Farm ownership loan(s)

31.7
2.8

19.4
1.4

30.2
2.6

Proportion with:^
One guaranteed loan
Two guaranteed loans
Three guaranteed loans
Four guaranteed loans
Five or more guaranteed loans

41.6
35.3
15.0
5.5
2 .6

49.8
27.3
17.8
3.4
1.6

47.2
31.6
14.1
4.9
2.3

1

100.0
1

^Because a single borrower can have more than one farm ownership and operating loan, the sum for both
programs is greater than 100.
^Lifetime count of all guaranteed farm ownership and operating loans taken out by the borrower through
fiscal 1988. Some of these loans may have been repaid or consolidated.
Sources: 1988 survey of FmHA's guaranteed loan program applicant folders and the Guaranteed System's
master files.

guaranteed loans obligated in fiscal 1988. In terms of loan volume, operating
loan guarantees represent 72 percent of total survey volume while farm
ownership guarantees account for the remaining 28 percent. This distribution
is nearly identical to the distribution of all guaranteed loans obligated in
fiscal 1988 and closed by the time the sample frame was drawn.
Reflecting the relative newness of guarantee program use, 69 percent of all
borrowers receiving a guaranteed loan in fiscal 1988 did so for the first
time. Due to less frequent need for long-term financing and the greater need
for annual operating assistance, only 3 percent of all borrowers had received
at least one guaranteed FO loan before, while 30 percent had previously
received an OL loan. Most repeat recipients of guaranteed loans came through
the OL program. Of the repeat borrowers, only 21 percent had received three
or more guaranteed loans previously. This is in sharp contrast to the direct
programs where many borrowers are long-time FmHA customers.
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Geogiraphical Location of Borrowers
Farmers receiving FmHA guaranteed loans in fiscal 1988 were heavily
concentrated in the central United States (fig. 1). Nine States with at least
350 borrowers each accounted for 53 percent of the total number of fiscal 1988
guarantee program borrowers. Conversely, 17 States having fewer than 50
borrowers each and concentrated in the Northeast and the Southwest accounted
for less than 4 percent of the total. Alaska and Hawaii had no participating
borrowers.
The regional distribution of borrowers is somewhat reflective of the entire
U.S. farm population with large borrower concentrations in the Lake States and
Corn Belt regions (fig. 2). However, Lake States, Northern Plains, and
particularly the Delta States have a higher proportion of guarantee program
borrowers than would be expected from the distribution of all farm operators.
The Northeast and Appalachia regions have a lower proportion of their farmers
participating in the guarantee programs, Much of the abnormally high
concentration of borrowers in the Delta States can be attributed to Louisiana,
which accounted for 11 percent of all 1988 guarantee program borrowers.
There are regional differences in borrowers' use of the FO or OL programs as
well (fig. 3). Nationally, 16 percent of borrowers received farm ownership
loan guarantees, 75 percent received operating loan guarantees, and 8 percent
were served by both loan programs. At the extremes, 30 percent of guarantee
program borrowers in the Northeast were served by the FO program, while the OL
program was used more heavily in the Delta and Southeast regions. Within
these regions, considerable variability exists. Louisiana's share of total OL
borrowers is 13 percent, but only 2 percent for FO borrowers. On the other
hand, just two States, Iowa and Wisconsin, account for over 20 percent of FO
borrowers. Regional differences in lenders' acceptance of the guarantee
program as well as varying financial health of different farm enterprises,
which are often geographically concentrated, might offer some explanation for
these variations.
Farm Enterprises Served
Farmers listing cash grain as their major farm enterprise received the
greatest share (44.2 percent) of all 1988 loan guarantees. This share
compares with 15.5 and 15.2 percent for farmers listing dairy and livestock
(beef, hog, and sheep) as their major farm enterprises (table 5). By program
type, guaranteed FO loans tend to be somewhat more evenly distributed among
the different types of farm enterprises than do guaranteed OL loans.
The distribution of farm enterprises among FmHA borrowers is generally not
reflective of the entire farm sector. Gash grain and cotton and tobacco farms
receive a disproportionate share of FmHA guaranteed loans (fig. 4).
Conversely, livestock and specialty crop farms (fruit, vegetables, greenhouse,
and others) use the loan guarantee programs less than would be expected based
on their share of the total farm population. One possible explanation for the
differences between the two populations is the degree of financial stress
among different types of farms. At the end of 1987, cash grain, cotton,
tobacco, and dairy farms had a higher percentage of farms experiencing
financial stress than did farms specializing in livestock or specialty crop
enterprises (4). Therefore, the latter group of farms needed and received a
higher proportion of the 1988 loan guarantees than the former group did.
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Figure 1

Location of guaranteed loan program borrowers, fiscal 1988
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Location of guaranteed loan program borrowers and all farm operators
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Figure 3

auaranteed loan program use, by region, fiscal 1988
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D

Both Programs

Table 5--Selected guaranteed loan program borrower characteristics by
program, fiscal 1988

Borrower
attribute

Operating
Loan Program

Farm Ownership
Loan Program

Both
programs

Percent
Proportion organized as :
Individuals or
proprietorships
Partnerships
Corporations
Other

93.4
4.0
2.1
.5

93.2
3.7
2.2
.9

93.4
3.9
2.1
.6

Proportion whose major
farm enterprise is :
Cash grain
Dairy
Beef, hog, and sheep
Cotton and tobacco
Specialty crops
General farming
Poultry
Other livestock

45.9
14.2
13.5
13.7
8.3
3.1
1.0
.4

37.7
21.0
21.9
1.9
4.3
2.5
10.5
.3

44.2
15.5
15.2
11.3
7.5
3.0
2.9
.4

Acres
Planned farm size of
borrower:^
Farmland owned-Mean
Median
Farmland rented-Mean
Median
Cropland owned-Mean
Median
Cropland rented-Mean
Median

293.2
130.0

399.3
237.5

314.7
160.0

646.4
444.0

379.0
167.5

593.2
391.0

178.1
83.0

244.3
161.0

191.6
100.0

488.6
353.0

274.9
130.0

446.0
311.0

^Borrower's projection of acres to be farmed in the coming year.
Source:

1988 survey of FmHA's guaranteed loan program applicant folders.
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Figur« 4

Distribution of guaranteed loan program borrowers and all farm operators,
by farm enterprise
Percent of total borrowers
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Source: 1088 survey of guaranteed loans and the Farm Coste and Returns Survey.

The distribution of farm enterprises participating in the guarantee programs
reflects regional enterprise specialties among U.S. producers. In the Lake
States, dairy is the primary enterprise; in the Corn Belt, cash grain and
livestock dominate; and in the Pacific States, borrowers with specialty crops
are the most typical guarantee program borrowers.
Farm Size of Borrowers
As measured by average gross farm income, assets, and acres farmed, farms
receiving FmHA loan guarantees were larger than the typical U.S. farm.
Guarantee program borrowers planned to operate an average 908 acres of rented
and owned farmland in fiscal 1988 (table 5). Although not directly
comparable, the average acreage operated by all U.S. farm operators in 1987
was 448 acres, or about half that reported by guarantee program participants.
The large size of guaranteed loan borrowers' farms was also evident when
cropland acreage was compared. The average guarantee program borrower planned
to harvest 638 acres (rented and owned), while the average U.S. farmer
harvested only 140 acres in 1987.
The distributions of planned farmland and cropland acres further point to the
comparably large farms of guarantee program borrowers. Over 27 percent of
guarantee program borrowers planned to farm 1,000 acres or more in 1988, while
only 8 percent planned to farm less than 100 acres (table 6). This
distribution is nearly the reverse of the distribution for the entire farm
operator population in 1987, which shows only 9 percent of all farm operators
farming over 1,000 acres and 41 percent farming less than 100 acres.
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Compared with all farm operators, guarantee program borrowers rent a larger
share of their total farmland. On average, guarantee program borrowers own 35
percent of their planned farmland base, compared with a 59-percent ownership
rate for all farm operators. This finding is not surprising because
guaranteed loans tend to be needed more by less established farmers that must
rent more of their farm acres. Along this same line, operating loan borrowers
tend to rent a higher percentage of their farmland and cropland bases than
farm ownership loan borrowers; OL borrowers also planned to operate larger
farms. The average 908-acre-farm size planned by guarantee program borrowers
is typical of farm operations having gross farm sales between $100,000 and
$249,999. This group operated an average of 1,045 acres in 1987, according to
the FCRS.
Table 6--Farm size of guaranteed loan program borrowers by program,
fiscal 1988

Operating
Loan Program

Borrower
attribute

Farm Ownership
Loan Program

Both
programs

Percent
Proportion with planned
farmland of:
Less than 100 acres
100 to 499 acres
500 to 999 acres
1,000 to 1,499 acres
1,500 acres or more

7.3
33.4
31.2
13.5
14.6

12.7
37.0
25.6
12.0
12.7

8.4
34.2
30.1
13.2
14.2

Proportion with planned
cropland of:
Less than 100 acres
100 to 499 acres
500 to 999 acres
1,000 to 1,499 acres
1,500 acres or more

11.2
39.4
31.1
10.8
7.5

22.2
38.0
26.9
9.0
4.0

13.4
39.1
30.3
10.5
6.8

Proportion with total
assets of:
Less than $100,000
$100,000 to $499,000
$500,000 to $999,999
$1,000,000 or more

14.1
59.5
19.5
7.0

9.3
59.0
26.5
5.3

13.1
59.4
20.9
6.7

Proportion with gross
cash farm income of:
Less than $40,000
$40,000 to $99,999
$100,000 to $249,999
$250,000 to $499,999
$500,000 or more

7.7
23.4
46.0
17.4
5.5

13.6
31.8
41.7
8.3
4.6

8.9
25.1
45.1
15.6
5.4

Source:

1988 survey of FmHA's guaranteed loan program applicant folders.
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Comparison of gross cash farm sales for borrowers and all operators confirms
that farms receiving FmHA guaranteed loans are, on average, larger than most
farms. Guarantee program borrowers projected an average gross cash farm
income of $194,720 in fiscal 1988, compared with the actual $70,196 reported
by all farm operators in 1987. Yet, 70 percent of guarantee program borrowers
report sales between $40,000 and $250,000--a size generally recognized to be
family-sized (fig. 5). Farms with this income constituted 27 percent of the
total farms in 1987. Over two-thirds of the entire farm population reported
sales of less than $40,000. These farms are typically recognized to be hobby
farms or provide only supplemental family income.
While the large average size of farms operated by guarantee program
participants is somewhat surprising given the family-farm orientation of these
programs, it reflects the need for guaranteed loans among the farming
population--especially family-sized farms. Small farms have more modest debt
requirements, and their off-farm income is often high enough to satisfy
commercial creditworthiness standards. The largest corporate farms are not
served by the FmHA guaranteed programs, in part, because of the limits placed
on loan size. But within the broad group of commercial-sized family farms,
the larger farms (in terms of acreage and sales volume) hold a high proportion
of institutional debt and experience the highest incidence of financial
stress. Of all the farm operators considered to be in severe financial stress
in 1987, those with sales of $40,000-$249,000 held 46 percent of the highly
stressed farm debt, and so their large presence in the guaranteed loan
programs is expected (4). As a result, larger-sized family farms are most
likely to need and use the guaranteed loan programs.

Ftguro 5

Distribution of guaranteed loan program borrowers and ail farm operators,
by gross cash farm sales

25.1%

67.2%

45.1%

11.9%

15.6%

15.2%
All farm operators,
January 1, 1988

Guarantee program borrowers,
fiscal 1988
n Less than $40,000
m $250,000 to $499,999

$40,000 to $99,999
$500,000 or more

Source: 1988 survey of quaranteed loans and the Farm Costs and Returns Survey.
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m $100,000 to $249,999

Regional differences in projected gross cash farm income and acres farmed for
guarantee program borrowers mirror those experienced by all farm operators.
Average projected incomes ranged from a low of $138,628 in the Appalachian
States to a high of $292,510 in the Pacific States, where high-value crops are
prevalent.
Current Balance Sheet
The majority of guarantee program borrowers (59 percent) control assets
totaling $100,000-$499,999, with the mean value of $418,539 (table 7). This
average compares with $349,710 for all farm operators and $584,896 for farm
operators with sales between $100,000 and $250,000 on January 1, 1988. The
greater value of assets held by guarantee program borrowers is more than
offset by their greater indebtedness. Guarantee program borrowers, on
average, hold $275,387 in total debts as opposed to $52,897 for all farms
operators and $118,427 for farmers with $100,000 to $249,999 in sales. Thus,

Table 7--Average balance sheet for guaranteed loan program borrowers by
program, fiscal 1988
Borrower
attribute

Operating
Loan Program

Farm Ownership
Loan Program

Both
programs

Dollars
Value of assets:
Livestock
Machinery
Real estate
Total^

41,185
96,001
215,154
416,972

48,794
82,590
237,739
424,828

42,686
93,332
219,671
418,539

Value of liabilities:
Chattel and crop
Real estate
Other
Total

114,381
142,381
20,364
277,126

94,720
161,761
12,755
268,236

110,459
146,070
18,858
275,387

Value of equity

139,846

156,592

143,152

Ratio
Debt/asset ratio^

.66

.63

.66

Percent
Proportion with
debt/asset ratio:
Less than 0.4
0,4 to 0.7
0.7 to 1.0
More than 1.0

13.2
42.0
34.3
10.5

■•■Totals include assets not listed.
^Weighted average.
Source:

1988 survey of FmHA's guaranteed loan applicant folders.
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14.5
48.1
32.7
4.6

13.5
43.2
34.0
9.4

farmers with guaranteed loans are more highly leveraged than the typical farm
operator. The ratio of total debt held to total assets owned (or debt/asset
ratio) provides a measure of leverage or financial solvency. Guarantee
program borrowers have a weighted debt/asset ratio of 0.66, which compares
with only 0.15 for all farm operators and 0.20 for those with gross farm sales
of $100,000-$249,999.
About one-third of all guarantee program borrowers have debt/asset ratios
between 0.7 and 1.0, and 9.4 percent have ratios that exceed 1.0. The latter
group is technically insolvent (the value of their debts exceeds the value of
their assets) and the former group is in danger of becoming insolvent. By
comparison, only 3 percent of all farm operators have debt/asset ratios in the
0.7 to 1.0 range, and only 2 percent are technically insolvent. Among all
farm operators with sales between $100,000 and $249,999, the comparable
percentages are 5 and 3 percent, respectively. Somewhat surprising is that 14
percent of all borrowers have debt/asset ratios of less than 0.4, a level
generally considered to be financially sound. These borrowers, while having
relatively low-risk balance sheets, may not have sufficient cash-flow or
experience to meet conventional credit standards. According to Morehart and
others, about one-fourth of FmHA's outstanding direct loans are held by
borrowers having a debt/asset ratio of less than 40 percent, so this
phenomenon is not unique to the guarantee programs (4).
The degree of financial leverage differs somewhat by program type and by
region. Borrowers in the Operating Loan Program have slightly higher average
debt/asset ratios and greater likelihood of having ratios above 0.7 than those
in the Farm Ownership Program. Average debt/asset ratios range from a low of
0.53 for borrowers in the Pacific States to a high of 0.89 for those in the
Delta region (fig. 6), Several factors could influence these differences,
such as type of farm enterprise and seasonal timing of balance sheets.
Projected Cash Income Statement
Loan guarantee documentation did not permit the collection of data from the
actual income statements of borrowers either on a cash or accrual basis. Data
were collected from projected cash income statements, which are required for
every new guaranteed loan. These data provide some insight into the
borrower's ability to generate cash for debt principal repayments and other
capital needs. However, these projected cash statements do not account for
inventory adjustments, depreciation, contingent tax liabilities, or debt
capital replacement requirements, nor do they allow for an accurate assessment
of a firm's profitability.
Survey results indicate that all borrowers were projecting an average $50,825
in net cash income on $204,078 of gross cash income (table 8). Guaranteed OL
borrowers were projecting greater net cash income, on average, than were the
guaranteed FO borrowers. Despite the greater net cash income anticipated by
OL borrowers, projected net cash income as a proportion of gross cash income
(gross income ratio) is fairly close for the two programs, 23 percent for farm
ownership loan borrowers and 25 percent for operating loan borrowers.
Net cash income as a proportion of total debt (debt burden ratio) is also
higher for the OL borrowers (19 percent) than FO borrowers (15 percent). The
slightly lower gross income and debt burden ratios for FO borrowers suggests
that they might face more difficulties meeting debt payments than those in the
OL program. However, this might be mitigated by the fact that FO borrowers
20

Figure 6

Average debt/asset ratio for guaranteed loan program borrowers, by region,
fiscal 1988
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have more long-term debt, which is amortized over longer repayment periods.
Knowledge of debt principal repayment requirements is needed to properly
assess debt-servicing ability.

Reflecting lower gross income and debt burden ratios, a much higher proportion
of FO borrowers' cash income goes to pay interest expenses than is true for
the typical OL borrower. For FO borrowers, interest expense equals 14 percent
of gross cash income; for OL borrowers, it equals 10 percent. For comparison,
interest expense amounted to just 7 percent of gross cash income for all farm
operators in 1987.
The cash income/expense ratio (gross cash income divided by total cash
expenses, excluding cash principal payments) for each borrower indicates all
but 13 percent of borrowers were projecting positive ratios with at least a
10-percent margin. The average ratio is 1.33. This compares with the 1.32
ratio for all farm operators and the 1.41 ratio for all operators with
$100,000-$249,999 in gross cash farm income. It is worth noting again that
the ratios for all farm operators reflect actual 1987 income and are not
directly comparable with the guarantee program borrowers' projected ratios
made during fiscal 1988. Projections are often overly optimistic, with actual
incomes falling short of projections and/or expenses exceeding projections.
In addition, the same level of cash income for guarantee program borrowers
must support higher debt burdens.
Financial Performance
Balance sheet and income statement information provides the basis for
estimating the financial performance of guarantee program borrowers. A
21

Table 8--Average projected cash income statement for guaranteed loan program
borrowers by program, fiscal 1988
Borrower
attribute

Operating
Loan Program

Farm Ownership
Loan Program

Both
programs

Dollars
Gash farm income from:
Livestock sales
Crop sales
Other sales
Total
Net nonfarm income
Total cash income
Cash expenses for:
Hired labor
Interest
Property taxes
Family living
Total^
Net cash income

48,692
118,285
34,533
201,510

73,485
64,379
28,789
166,653

53,612
107,711
33,397
194,720

8,808

11,569

9,358

210,318

178,222

204,078

11,165
21,383
2,790
14,919
157,536

6,669
25,131
3,569
14,913
136,784

10,263
22,140
2,949
14,918
153,253

52,782

41,441

50,825

Ratio
Cash income/expense
ratio^

1.34

1.30

1.33

Percent
Proportion with cash
income/expense ratios :
Less than 1.0
1.0 to 1.09
1.1 to 1.39
1.4 to 1.69
1.7 or more

2.3
10.3
49.4
22.1
15.9

^ Totals include expenses not listed.
Defined as the ratio of total gross cash income to total cash expenses.
Source:

2.8
10.2
50.6
19.8
16.7

2.4
10.3
49.6
21.7
16.0

Weighted mean value.

1988 survey of FmHA's guaranteed loan applicant folders.

slightly modified version of the matrix used by Morehart for FCRS data is
formed by grouping borrowers according to their solvency and income measures
(4). Using the debt/asset ratio as a measure for solvency and the projected
cash income/expense ratio as a measure for income performance, four
classifications are defined: favorable, marginal solvency, marginal income,
and vulnerable.^^
13
•^•^Because income projections are used and not actual income data, borrowers projecting less than a 10percent margin of cash income over cash expenses (cash income/expense ratio less than 1.1) were considered
to have negative net cash incomes.
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Favorable. Borrowers project cash income/expense ratios above 1.1 and have
debt/asset ratios below 0.4. These borrowers, on average, would be considered
in relatively sound and stable financial condition. Given the purpose of the
guarantee program, the number of borrowers in this category should be small to
the extent that projected income statements reflect likely actual earnings.
Marginal Solvency. Borrowers project cash income/expense ratios above 1.1 and
have debt/asset ratios above 0.4. These operators can demonstrate the ability
to generate net cash income, but because of low equity, their financial
position can easily be impaired by sudden economic changes or production
shortfalls. Some borrowers may experience credit shortfalls due to
insufficient collateral or equity.
Marginal Income. Borrowers project cash income/expense ratios below 1.1 and
have debt/asset ratios below 0.4. These farms have trouble generating
positive net cash income despite relatively low-debt burdens. Troubles
projecting sufficient cash income might be due to such factors as size,
efficiency, cropping mix, or lack of farming history.
Vulnerable. Borrowers project cash income/expense ratios below 1.1 and have
debt/asset ratios above 0.4. These farms are highly leveraged and have
difficulty projecting positive net cash income. This group represents the
greatest lending risk because if income falls short by even a little, cash
income may be insufficient to service debt. Borrowers have little equity to
draw upon if income does fall short and, hence, are vulnerable to failure
without debt restructuring or forgiveness.
Distribution of Borrowers Among Performance Categories
Over 75 percent of all farmers receiving FmHA guaranteed loans in fiscal 1988
fall into the marginal solvency category (fig. 7). This means that they have
the ability to meet short-term income needs, but, because of their low equity,
they present a higher than average credit risk to lenders. Within this broad
category are a range of financial positions, some much weaker than others.
Approximately, 11 percent of the borrowers in the marginal solvency group (8
percent of all guarantee program borrowers) have debt/asset ratios greater
than 1.0. Therefore, a significant portion of this group already has
insolvent balance sheets. Another 39 percent of this category have debt/asset
ratios of between 0.7 and 1.0. These borrowers are highly leveraged and could
easily become insolvent from a single year's production shortfall or a quick
economic downturn. This highly leveraged group represents fully 29 percent of
all guarantee program borrowers.
Borrowers in the favorable category represent 12 percent of all guarantee
borrowers. Their presence might be explained by other factors such as
inadequate collateral for conventional credit or a poor financial history.
Yet, nearly half of the borrowers in this group have only modest projected
cash income/expense ratios (between 1.1 and 1.4).
Borrowers vulnerable to failure represent 11 percent of the total population
of guarantee borrowers. This group, with high debt and limited incomeproducing capacity, presents the greatest loss risk to FmHA. A slight
deviation in production volume, prices, or costs from those projected could
cause these operations to fail. There are regional variations in the
percentage of borrowers vulnerable to failure (fig. 8). In the Southeast,
Delta States, and Appalachia, 4-5 percent of borrowers are vulnerable to
23

Figure 7

Distribution of direct and guaranteed loan program borrowers, and ali farm
operators, by financial position

Favorable 12.2%
Marginal solvency 75.1%

Vulnerable 11.4%
Marginal income 1.3%
Guarantee program borrowers,
fiscal 1988

Favorable 20.7%
Marginal solvency 52.3%

Vulnerable 22.5%
Marginal income 4.5%
Direct program borrowers,
January 1, 1988

Favorable 48.5%

Marginal solvency 8.2%
Vulnerable 6.8%
Marginal income 36.6%
All farm operators,
January 1,1988

Sources: 1988 survey of guaranteed loans and the Farm Costs and Returns Survey,
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Figure 8

Guaranteed loan program borrowers vulnerable to failure, by region, fiscal 1988
Percent of each region's total borrowers
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failure; at least 15 percent of borrowers in the Lakes States, Corn Belt, and
Pacific States are vulnerable to failure.
Only 1 percent of guarantee program borrowers fall into the marginal income
category. These borrowers have relatively strong balance sheets, but they
project low capacity to generate net cash income.
Of all guarantee program borrowers, 23 percent have projected cash
income/expense ratios of between 1.1 and 1.4, coupled with debt/asset ratios
of between 0.4 and 0.7. Another 17 percent are in this same income group but
have debt/asset ratios of 0.7 to 1.0. These two categories contain the
largest groups of borrowers.
FCRS Comparisons. Although the classification system used above is not
directly comparable to the classification used by Morehart on FCRS data, the
distribution of farms in the classification provides a useful reference for
evaluating the FmHA guaranteed program participants. FCRS data use actual net
cash income values for calendar 1987 and the four FCRS categories use a true
positive and negative income distinction instead of imposing a 10-percent
margin (cash income/expense ratio of 1.1), as used above. Given these
caveats, farm operators on the whole are financially stronger than farmers
receiving FmHA guarantees. At the end of 1987, 49 percent of all farm
operators were classified as having favorable financial performances compared
with just 12 percent of guarantee program borrowers. Where 11 percent of
guarantee program borrowers were considered vulnerable to failure, just 7
percent of all farm operators fell within this category.
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Direct-Loan Program Comparisons. FCRS data provide an opportunity to compare
the financial condition of FmHA's direct farmer loan program borrowers with
its guarantee program borrowers. As expected, guarantee borrowers as a group
are in better financial condition than direct borrowers, but they are not as
financially secure as the overall farm operator population. About twice as
many direct borrowers (23 percent) were vulnerable to failure than guarantee
borrowers (11 percent). However, there is less homogeneity with the direct
program borrowers, as 21 percent were classified as favorable and 5 percent
were classified as having marginal incomes. Both figures are greater than
comparable guarantee program borrowers.
The distributions of debt/asset ratios for direct and guarantee program
borrowers are again indicative of the higher percentages of direct borrowers
at the extremes than the more homogeneous guarantee program borrowers. While
14 percent of guarantee program borrowers have debt/asset ratios below 0.4
percent and another 9 percent have ratios above 1.0 percent, 49 percent of
direct borrowers fall into these two categories, split nearly equally between
these two extremes.
Lender Participation
During fiscal 1988, 2,655 lenders originated one or more guaranteed farm
ownership or operating loan from 3,541 office locations. Of the firms
participating in the guarantee programs, 93 percent were commercial banks.
Farm Credit System (FGS) banks and associations accounted for much of the
remainder, with savings and loan associations (S&L's), credit unions,
agricultural finance companies, and public credit agencies accounting for only
1.5 percent of participating lenders (fig. 9). The number of participating
lenders misrepresents their relative importance as sources of guaranteed

Figure 9

Lender participation, fiscai 1988
Commercial banks

93.1 % ^.^^^^^ÊSSSS^i^^^^
^^^BtÊmÊ^^^^^ ^^^^^ lenders
1.5%
^^^^¿^^^^plllS^Spi^ Farm Credit System 5.4%
Pfoportionof
participating firms

Commercial banks

76.596,,^^
|p||||iilii^

~^^^ Other lenders

1.5%

^—-^"'^Farm Credit System 22.0%
. Proportion of
loans originated
Source: Guaranteed System's master fites.
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loans.^^ In terms of the number of guaranteed loans originated during the
year, commercial banks still dominated with 76.5 percent of the lending
activity, but the Farm Credit System's relative importance increased
considerably, taking 22 percent of the market. While the other types of
lenders may have significant roles in a few local markets, nationally they
accounted for only 1.5 percent of the guaranteed farmer loans originating in
1988.
The discrepancy between the distribution of lenders and the distribution of
loans by lender category is a result of the structures of the commercial
banking system and the FCS. While the banking system is composed of thousands
of firms, most of which serve limited geographic markets, the FCS is composed
of a much smaller number of banks and associations that often serve large
geographic areas.■'•^ Thus, on average, the typical FCS institution makes more
farm loans than does the typical commercial bank. Nonetheless, the importance
of commercial banks as a source of guaranteed loans is much higher than their
38-percent share of total farm debt outstanding held by institutional lenders
at the end of 1988. Conversely, the FCS participation is much less than would
be expected from its 33-percent share of total farm debt outstanding. To some
extent, this may reflect a difference in the amount of new farm lending by
banks and the FCS during 1988. During the year, the commercial banking system
as a whole continued to increase its share of the agricultural credit market
as it wooed borrowers away from the FCS and other lenders. But the commercial
banking system's dominance of the guaranteed loan market may also reflect a
perception held by some FCS institutions that loan guarantees are an
unnecessary and costly administrative expense if loans are properly
administered.
There is substantial regional variation in lender use of loan guarantees (fig.
10). Banks dominated in the Corn Belt, Northern and Southern Plains, Delta,
and Mountain regions. Conversely, the FCS's share of the dollar amount of
guaranteed loans issued was greatest in the Northeast, Lake States,
Appalachia, and Southeast regions. Commercial banks' share ranged from a high
of 94 percent in the Southern Plains to a low of 51 percent in the Lake
States. Only in the Delta States did other lenders, particularly farm finance
companies, play more than a marginal role, accounting for nearly 6 percent of
guaranteed lending.
Participation in the guarantee programs was fairly widespread among commercial
banks and FCS institutions; 23 percent of commercial banks with farm loans
outstanding at the beginning of 1988 and 50 percent of FCS banks and
associations made at least one guaranteed loan during the year. Many of the
participating commercial banks used the guarantees sparingly. On average,
participating commercial banks made 3.6 guaranteed loans during the year,
averaging $364,000. While FCS and a couple of farm finance companies brought

^^The count of commercial banks, SStL's, credit unions, and other miscellaneous lenders includes all
organizations as they existed at the time the loan was approved. Subsequent failures, mergers, or other
organizational changes reduced the number of participating firms active at the end of fiscal 1988. The
count of FCS institutions was standardized to reflect the system's structure as of March 1990, so the
numerous mergers that affected the system during 1988 do not affect the count of participating banks and
associations.
^^When the distribution of lending offices, rather than firms, is examined, the result is much closer to
the distribution of lending activity. However, because of the dearth of information available on the
operations of individual offices, our emphasis in this section is, on the firms that originate FmHAguaranteed farm loans.
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Figure 10

Lender participation in loan guarantee programs, by region, fiscai 1988
Percent of total participation
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the overall average up to 4.4 guaranteed loans, fewer than one-in-four lenders
made five or more guaranteed loans during fiscal 1988 (table 9).
Use of the guarantees for farm ownership versus farm operating loans varied
among the lender categories. Nationally, farm operating loans accounted for
72 percent of the dollar amount of guaranteed farmer loans made during fiscal
1988. However, commercial banks, credit unions, and agricultural finance
companies all issued a higher proportion of operating loans, while the FCS and
S6cL's issued much lower proportions (fig. 11). These variations reflect the
types of loans each lender tends to specializes in, with the FCS and S&L's
focusing on long-terra mortgage loans.
Characteristics of Participating Banks
Since commercial banks were the dominant supplier of guaranteed farmer loans
during 1988, we tried to identify each bank that participated in the guarantee
program and match it with the bank's financial report for December 1988.^^
Table 10 presents some of the average characteristics of three groups of
banks: nonparticipating commercial banks having farm loans outstanding at the
end of 1988, banks that issued one or more guaranteed farm loans during fiscal
1988, and banks that made six or more guaranteed loans during the year. This
last group, representing major users of the guarantee programs, accounted for
about 16 percent of the participating banks and was responsible for over half
of the dollar amount of guaranteed loans originated by banks during the year.

^°For the 47 banks that failed or were merged out of existence during the year, December 1987 data were
reported. No data were available for 15 of the banks participating in the guarantee programs.
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Experienced agricultural lenders (those with sizable farm loan portfolios
relative to their total lending activity) were the primary participants in the
guarantee programs. Because the guarantee programs %ere designed to take
advantage of existing lender expertise, it is not surprising that participants
held a much higher proportion of their loan portfolios in farm loans than
nonparticipating farm banks. Larger banks, those with lower capital-to-asset
ratios, and those with larger portfolios of problem farm loans were more
likely to participate in the guarantee programs. Differences are particularly
striking between "major lenders" in the program and nonparticipants. The
average bank originating six or more guaranteed loans during 1988 was over
twice the size of the average nonparticipating bank; the portion of its farm
loan portfolio comprised of problem loans (those delinquent or restructured)
was over 60 percent higher than that of a nonparticipating bank.

Table 9--Lender participation in the guaranteed loan programs, fiscal 1988

Program

Commercial
banks

Farm
Credit
System

Savings
and
loans

Credit
unions

Other

Total

Number
Participating firms :
Farm Ownership
Operating Loan
Combined
Average number of
loans originated:
Farm Ownership
Operating Loan
Combined

994
2,178
2,471

111
105
144

12
10
19

4
10
11

4
10
10

1,125
2,313
2,555

1.6
3.4
3.6

5.6
18.8
18.0

1.2
2.0
1.8

1.0
2.0
2.2

3.3
10.2
11.5

2.0
4.1
4.4

571.1
1,373.1
1,601.6

297.4
372.9
450.9

10.0
10.0
20.0
10.0
10.0
0
20.0
20.0

35.1
22.4
11.1
7.8
9.2
6.0
6.2
2.1

1,000 dollars
Average amount of
loans originated:
Farm Ownership
Operating Loan
Combined

231.8
307.1
363.9

895.9
1,688.8
1,922.0

155.8
110.7
156.7

124.0
149.4
180.9

Percent
Proportion of firms
originating:
1 loan
2 loans
3 loans
4 loans
5-6 loans
7-9 loans
10-25 loans
Over 25 loans
Source:

36.1
23.2
11.2
8.1
9.1
5.9
5.0
1.3

16.0
9.0
9.7
3.5
11.8
7.6
27.1
15.3

63.2
15.8
10.5
5.3
5.3
0
0
0

Derived from FmHA's Guaranteed System's master files.
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45.5
36.4
9.1
0
0
9.1
0
0

Figure 11

Lender participation, by type of program, fiscai 1988
Percent of total loans
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Because participation is not without costs (becoming familiar with the
application process, completing the required paperwork, delaying loan
approval, and paying the guarantee fees), very small banks participate less
frequently than do banks with assets in the $25-$100 million range.
Paradoxically, medium-sized banks (those with assets in the $100 million to $1
billion range) have the lowest participation rate, while large banks have the
highest participation rate. But, while the cost per loan probably declines as
a lender makes more guaranteed loans, the benefits of participation may be
highest for small banks with their undiversified loan portfolios. Perhaps
that is why banks with very limited branching networks (those with fewer than
two branches) participate more often than banks that operate multiple branches
and those affiliated with multibank holding companies. These latter
organizations often afford the opportunity to diversify loan portfolios, thus
reducing the risk of catastrophic loss.
Given the fact that guarantees lower lender risk and can increase liquidity,
we expected to find that newly formed banks, those experiencing severe
financial difficulties, and those with high loan-to-deposit ratios used the
programs extensively. But that was not the case in 1988 (table 9). Banks
formed within the past 5 years seldom used the guarantee program, while the
failure rate among participating banks was only marginally higher than the
rate among nonparticipating banks. Furthermore, average loan-to-deposit
ratios varied little among the three groups.
Borrowers Served
Of the 9,002 borrowers that received a guaranteed loan in fiscal 1988, most
took out only one guaranteed farm loan and were, therefore, served by only one
30

Table 10--Characteristics of participating commercial banks, fiscal 1988
Bank characteristics

Nonparticipating
farm banks

Participating banks^
Total
Major lenders

Number
Banks

8,316

2,456

399

1.000 dollars
Average asset size

249,468

266,028

645,159

Percent
Proportion with assets;
Less than $25 million
$25 million to $99,999,999
$100 million to $1 billion
Over $1 billion

33.0
45.8
18.5
2.8

31.1
52.3
13.3
3.2

24.8
54.4
13.8
7.0

Average farm-to-total loans ratio

15.3

31.9

35.1

Proportion that are:
Limited-branch independent firms
Multibranch independent firms
Multibank holding affiliates

50.8
17.7
31.5

53.5
18.2
28.2

48.9
24.3
26.8

Average :
Capital-to-asset ratio
Rate of return on assets
Loan-to-deposit ratio

9.6
1.1
59.4

9.4
1.5
58.5

9.2
1.5
59.6

Proportion with loan-to-deposit ratios:
Less than 50 percent
From 50 to 70 percent
Over 70 percent

29.3
41.6
29.1

29.1
49.0
21.9

27.1
45.4
27.6

Average portion of farm loans:
Delinquent
Restructured
Charged-off during previous year

2.4
0.5
0.1

2.4
1.7
0.5

2.7
2.0
0.5

Proportion of firms that:
Were less than 5 years old
Subsequently failed (through 1990)

6.1
1.6

2.4
1.7

3.0
1.8

-^Participating banks issued one or more FmHA guaranteed loans during 1988. Major lenders issued six or
more guaranteed loans. These are compared with nonparticipating banks that had at least one farm loan
outstanding at year's end. All averages are unweighted.
Source: Derived from the December 1987 and 1988 Report of Condition and Report of Income. Board of
Governors, Federal Reserve System.
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lender (table 11). But for the small percentage of borrowers that took out
more than one guaranteed loan during the year, the possibility exists that
several lenders could have been used. As a general rule, multiple-loanborrowers generally used the same financial institution for all their
guaranteed credit needs. But, a small proportion used more than one lender.
For commercial bank customers, an FCS institution was most often the other
lender. For FCS borrowers, the other lender was most often another FCS bank
or association. In both cases, borrowers' need for both an operating loan and
a farm ownership loan explains their reliance on two different institutions.
Many commercial banks and some FCS institutions were willing to make both
types of loans in 1988, but others were not inclined (or not legally
permitted) to do so. Borrowers sometimes favor or find it cheaper to use
commercial banks or production credit associations for their operating loans
and Federal Land Bank associations for their farm ownership loans.
The highest percentage of loan guarantees made by commercial banks (47.4
percent) and the FCS (32.8 percent) went to cash grain farms (table 12).
Dairy farms were served more by FCS institutions (27.6 percent) than by
commercial banks (12.3 percent). Much of this lender enterprise selection can

Table 11--Borrowers served by the guaranteed loan programs by lender,
fiscal 1988

Attribute

Commercial
banks

Farm Credit
System

Other
lenders

Number
Borrowers with:
Operating loans
Farm ownership loans
Combined^

5,931
1,596
6,969

1,486
606
1,929

124
30
148

Percent
Proportion of borrowers
with one guaranteed
loan made in 1988

73.5

69.2

81.1

Proportion of borrowers
with more than one
guaranteed loan from:
Same lender
Two or more lenders

25.6
.9

25.4
5.4

16.2
2.7

Proportion of borrowers
served by other:
Banks
FCS institutions
Other lenders

.3
.6
.1

2.1
3.3
0

2.7
0
0

^The combined number of borrowers is less than the sum of the components because an individual borrower
can have loans from both guarantee programs.
Source:

Derived from FmHA's Guaranteed System's master files.
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be attributed to the regional shares of guaranteed loan volume. The FCS has a
high concentration of loans in the Northeast and Lake States, which are
important dairy regions ; commercial banks dominate in the Plains and Corn
Belt, where cash grain farms are common and annual operating loans are needed.
These results are also consistent with the findings that banks tend to make
guaranteed loans to farms with large acreage (cash grain farms), while the FCS
tends to serve farmers with greater farm sales (dairy and livestock).
There does not appear to be a strong tendency between either banks or the FCS
to specialize in obtaining guarantees for riskier borrowers. The proportion
of borrowers in each of the four financial performance categories (marginal

Table 12--Characteristics of guaranteed loan program borrowers by lender,
fiscal 1988

Attribute

Commercial
banks

Farm Credit
System

Other
lenders

Percent
Proportion with the major
farm enterprise being:
Cash grain
Dairy
Beef, hog, and sheep
Cotton and tobacco
Specialty crops
General farm
Poultry
Other livestock

47.4
12.3
16.4
10.7
7.2
3.1
2.6
.4

32.8
27.6
11.2
12.9
8.9
2.9
3.7
0

42.
10.
5.
26,
0
0
10.
5,

Proportion with farmland of:
Less than 100 acres
100-499 acres
500-999 acres
1,000-1,499 acres
1,500 acres or more

7.5
32.5
31.2
13.8
15.1

11.5
39.9
26.4
10.9
11.2

10.5
36.8
26.3
15.8
10.5

Proportion with planned cash
farm income of:
Less than $40,000
$40,000-$99,999
$100,000-$249,999
$250,000-$499,999
$500,000 or more

8.6
25.6
46.0
14.8
5.0

10.1
23.0
41.7
18.7
6.6

10.5
26.3
47.4
10.5
5.3

Proportion whose financial
performance was :
Favorable
Marginal solvency
Marginal income
Vulnerable

11.9
75.0
1.1
11.9

13.5
74.7
1.7
10.1

5.3
84.2
5.3
5.3

Source:

1988 survey of FmHA's guaranteed loan applicant folders.
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solvency, marginal income, favorable, and vulnerable) is similar between these
two lenders. However, guarantee program borrowers obtaining loans through the
FCS appear to be more financially sound and slightly more likely to fall in
the favorable category and slightly less likely to fall in the vulnerable
category than are commercial bank borrowers.
Guarantee program borrowers of the FCS tend to control significantly more
assets and have somewhat stronger balance sheets than the guarantee program
borrowers of commercial banks and other lenders (table 13). Bank customers
have a slightly higher average debt/asset ratio (0.66) than FCS customers
(0.63). More than 10 percent have debts that exceed total asset value,
compared with 6 percent of FCS borrowers. Although small in number, borrowers
receiving loan guarantees from other types of lenders clearly have the most
leveraged balance sheet. Yet, these borrowers project more favorable income
statements than borrowers of either banks or the FCS.

Table 13--Average balance sheet for guaranteed loan program borrowers by
lender, fiscal 1988
Attribute

Commercial
banks

Farm Credit
System

Other
lenders

Dollars
Value of assets:
Livestock
Machinery
Real estate
Total^

41,451
89,820
204,151
398,053

48,657
106,777
280,378
501,374

15,272
79,280
131,243
262,180

Value of liabilities:
Chattel and crop
Real estate
Other
Total

109,552
138,364
16,515
264,431

114,665
175,641
26,840
317,146

93,186
110,222
27,288
230,696

Value of equity

133,622

184,228

31,484

Ratio
Debt/asset ratio^

0.66

0.63

0.88

Percent
Proportion with
debt/asset ratio:
Less than 0.4
0.4 to 0.7
0.7 to 1.0
More than 1.0

13.0
42.4
34.5
10.1

^Total includes values not reported above.
^Weighted average.
Source:

1988 survey of FnHA's guaranteed loan applicant folders.
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15.2
45.7
33.1
6.0

10.5
52.6
15.8
21.1

Average projected incomes for the guarantee program borrowers of the FCS and
banks are comparable, with FCS borrowers projecting slightly larger cash
incomes and expenses (table 14). Gross cash income to total expense ratios
are similar for borrowers of both lenders. However, reflecting higher debt
load, net cash income as a proportion of total debt (debt burden ratio) is
slightly greater for bank borrowers (19 percent) than FCS borrowers (18
percent). But given the survey's margin of error this difference may not be
significant.

Table 14--Average projected income statement for guaranteed loan program
borrowers by lender, fiscal 1988
Attribute

Commercial
banks

Farm Credit
System

Other
lenders

Dollars
Cash farm income from:
Livestock sales
Crop sales
Other sales
Total
Net nonfarm income
Total cash income
Cash expenses for:
Hired labor
Interest
Property taxes
Family living
Total cash expenses^
Net cash income

54,593
106,494
31,442
192,529

50,508
112,868
40,876
204,252

45,437
94,072
26,035
165,544

9,184

10,323

3,196

201,713

214,575

168,740

9,444
21,025
2,655
14,544
152,429

13,371
26,790
4,112
16,398
158,613

7,871
11,666
1,147
12,807
109,734

49,284

55,962

59,006

Ratio
Cash income/expense
ratio^

1.32

1.35

1.54

Percent
Proportion with cash
income/expense ratios:
Less than 1.0
1.0 to 1.09
1.1 to 1.39
1.4 to 1.69
1.7 or more

2.5
10.5
49.1
22.3
15.6

1.7
9.8
52.0
19.3
17.2

^Total includes expenses not listed.
defined as the ratio of total gross cash income to total cash expenses.
Source:

1988 survey of FraHA's guaranteed loan applicant folders.
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Weighted mean value.

5.3
5.3
42.1
21.1
26.3

Loan Characberis-bics
Survey results suggest that relatively few guaranteed loans go to new or
expanding high-risk farmers; most guarantees are used to refinance existing
debt or provide annual operating credit to existing marginal farmers. This is
particularly true under the Farm Ownership Loan Program, where 60 percent of
the loans were made to refinance existing debts (table 15). Under the
Operating Loan Program, fewer than 10 percent of operating loans went for the
purchase of equipment, livestock, or other capital assets. Guaranteed loan
programs appear to be used mostly to assist lenders in transferring the risk
of loss on loans to their current financially troubled farm customers to
FmHA.i^
There are differences in how loan guarantees are used among the different
lender groups. The PCS used a greater percentage (46.4 percent) of its
guaranteed loans for the refinancing of existing debt than did commercial
banks (34 percent). This might be a function of the FCS's relative share of
the loan market in the Lake States, where loan guarantees issued for debt
refinancing purposes were common. This region is served by the St. Paul Farm
Credit System District, which restructured billions of dollars worth of loans
in 1988 and likely obtained guarantees to help it accomplish its loanrestructuring objectives. The importance of the FCS in the farm mortgage
market could also be a factor.
Figure 12 depicts the significant regional differences in the purpose of loan
guarantees. In the Southeast and Delta regions, over 80 percent of loans were
used for operating expense purposes and less than 10 percent were for debt
refinancing purposes. In the Lake States, two-thirds of loan guarantees went
to refinance existing debts. The Northeast and, to a lesser extent, the
Appalachian States are the only areas where loan guarantees were used
extensively to help farmers purchase farmland, machinery, and livestock. Some
of these differences can be explained by varying regional farm financial
conditions. For example, Southeast and Delta region guarantee program
borrowers were rated least likely to be vulnerable to failure and, hence,
least likely to need debt restructuring.
Average maturities of loans in the guarantee programs are well under their
statutory limits. For operating loans, the average maturity is under 4 years,
while the typical farm ownership loan matures in slightly less than 20 years.
Still, about 14 percent of the loans originated in fiscal 1988 were for the
maximum maturity permitted under the programs--? years for operating loans and
40 years for farm ownership loans. As would be expected, banks concentrate on
shorter maturity loans, while the FCS, with its emphasis on farm real estate
lending, has a higher proportion of its loans with longer term maturities.
Size of Guaranteed Loans
The average size of guaranteed farm ownership loans ($147,886) was
significantly larger than operating loans ($90,541) in fiscal 1988. Only 10
percent of FO loans were under $50,000 compared with 37 percent of OL loans

This is not to suggest that lenders are misusing the guarantee programs. The guarantee programs are
designed to help farmers experiencing temporary financial difficulty qualify for credit and avoid financial
failure. Thus, the guarantee program should help formerly creditworthy borrowers continue using their
previous lenders for their credit needs. From a cost-effectiveness standpoint, keeping borrowers with their
old lenders should be cheaper than forcing them to rely on FmHA's direct loan programs.
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Table 15--Primary purpose and maturity of guaranteed loans by program and lender category, fiscal 1988

Attribute

Operating
Loan
Program

Guarantee programs
Both
Farm
programs
Ownership
Loan Program

Commercial
banks

Lender category
Farm
Other
Credit
lenders
System

Percent

00

Proportion of loans borrowed
for the purpose of:
Refinancing existing debt
Operating expenses
Purchasing-Real estate
Machinery
Breeder livestock
Feeder livestock
Other
Repairing or constructing
farm structures
New farm startup

30.7
60.8

59.8
2.4

36.5
49.2

34.2
50.4

46.4
42.9

5.3
79.0

.5
3.2
2.2
2.0
.1

31.6
0
.3
0
1.2

6.7
2.6
1.9
1.6
.3

7.5
2.8
1.8
1.8
.2

3.8
1.7
2.3
.9
.6

10.5
5.3
0
0
0

.2
.2

3.7
.9

.9
.3

1.0
.2

.9
.6

3.6

19.3

6.6

6.3

7.8

5.7

14.2
44.2
26.1
6.6
9.0
14.9

13.2
38.1
28.1
5.1
15.5
12.1

23.1
45.7
16.2
8.1
6.9
8.7

0
0

Years
Average loan maturity

Percent
Proportion with maturity of:
Less than 1 year
1 to 4.9 years
5 to 9.9 years
10 to 19.9 years
20 years or more
At legal limit^

17.5
52.4
30.1

0
0
16.9

.9
2.5
10.8
32.5
54.1
3.0

14.1
42.8
26.4
6.6
10.4
14.2

^The maximum maturity on guaranteed operating and farm ownership loans is 7 and AO years.
Sources: 1988 survey of FmHA's guaranteed loan applicant folders and the Guaranteed System's master files.
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Primary use of guaranteed loan funds by region, fiscal 1988
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(table 16). The larger FO loan size was not surprising given the program's
purpose of financing or refinancing costly farmland and farm structures.
Most loan guarantees issued under both programs were under $150,000, and well
below the statutory caps of $300,000 (FO) and $400,000 (OL). This suggests
that the mandatory caps are set sufficiently high so that the typical borrower
is not excluded. It also reinforces our earlier finding that large familysized farm operations are the typical benefactor of the programs. FCS lenders
tend to make slightly larger loans than do participating banks. Some of this
difference is attributable to a tendency of FCS activity to focus on larger FO
loans and to finance larger farms in general.
Regional variations in the average loan size largely reflect regional
differences in farm asset values, farm size, and the prevalence of different
farm enterprises. In fiscal 1988, the largest loans went to the cattledominated Mountain region and to the Pacific region, with its high
concentration of fruit, vegetable, and specialty producers (fig. 13). The
Appalachian States, where farms tend to be smaller in size, have the smallest
average-sized loans.
Most loans (87 percent) were guaranteed at the maximum rate of 90 percent.
However, commercial banks were less likely to obtain a full 90-percent
guarantee than FGS lenders. Other lenders were even more successful at
obtaining the maximum guarantee. The fact that banks are less likely to
receive the maximum guarantee might be attributed to their unfamiliarity with
program rules, resulting from infrequent use of the programs.
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Table 16--Selected guaranteed loan characteristics by program and lender category, fiscal 1988

Attribute

Operating
Loan
Program

Guarantee programs
Both
Farm
programs
Ownership
Loan Program

Commercial
banks

Lender category
Farm
Other
Credit
lenders
System

Dollars
Size of loan:
Mean
Median

90,541
66,310

147,886
137,500

101,545
77,000

99,707
75,000

106,615
83,725

121,285
95,900

Percent

00

Proportion of loans :
Less than $50,000
$50,000 to $149,999
$150,000 to $249,999
More than $250,000
At loan limit^

36.9
44.9
12.4
5.9
.8

10.2
44.9
29.8
15.2
7.5

31.7
44.9
15.7
7.6
2.1

31.9
45.6
15.1
7.3
1.8

31.4
42.2
17.7
8.6
3.0

24.9
46.2
17.3
11.6
2.3

Percentage of loan
guaranteed by FmHA:
Mean
Proportion-Below 80 percent
80 to 89 percent
90 percent

88.2

88.3

88.2

88.0

88.7

89.5

6.2
7.2
86.6

4.5
9.2
86.3

5.9
7.6
86.6

6.7
7.6
85.7

3.3
7.9
88.9

1.7
2.3
96.0

Proportion of loans
with payments due:
Monthly
Annually
At irregular intervals
Other

13.2
72.7
8.5
5.8

24.8
61.9
.9
12.4

15.5
70.5
7.0
7.0

12.5
73.6
6.9
7.0

26.2
58.8
7.8
7.2

15.8
79.0
0
5.3

^Guaranteed farm operating and farm ownership loans are capped at $í^00,000 and $300,000.
Source:

Guaranteed System's master files.

Figuro 13

Average guaranteed loan size, by program and region, fiscal 1988
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Most guaranteed loans (71 percent) made in 1988 required only one loan payment
each year. Annual payments were a particularly common repayment method for
operating loans and loans made by banks and other lenders. The FCS, which
extended a higher proportion of its loans to dairy farms, was twice as likely
to use monthly repayment plans as banks were.
Interest Rates on Guaranteed Loans
Average interest rates charged on FmHA-guaranteed farm loans were similar to
the rates for all farm borrowers. This was important because, beginning in
fiscal 1989, participating lenders were required to begin charging rates no
greater than those charged their average farm customer on similar loans. ■'■®
Before fiscal 1989, participating lenders could charge a 1-percentage-point
premium on a guaranteed loan. The guaranteed loan interest rates reported
here are the rates charged the borrower, not the rate earned by the lender.
The Interest Rate Buydown Program effectively reduced the average interest
rate paid by program borrowers by about half a percentage point.
(Alternatively, lenders charged a contractual rate of about half a percentage
point higher than we report.) This contractual rate is still within the 1percentage point premium allowed in 1988.
The average rate on guaranteed OL loans made in fiscal 1988 was 11.2 percent
(table 17). Borrowers with guaranteed OL loans from commercial banks paid an
average rate of 11.4 percent on these loans, which is close to the 11.2-

^^egulations took effect on January 13, 1989.
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Table 17--Selected characteristics of interest rates on guaranteed loans, by
program and lender category, fiscal 1988
Farm Credit
System

Coimnercial
banks

Attribute

Other
lenders

Total

Percent
Proportion of guaranteed
loans with:
Fixed rates
Variable rates

28.2
71.8

18.4
81.6

15.8
84.2

26.0
74.0

Proportion of operating
loans with:
Fixed rates
Variable rates

28.9
71.1

18.0
82.0

18.7
81.3

26.6
73.4

Proportion of farm
ownership loans with:
Fixed rates
Variable rates

25.2
74.8

19.5
80.5

0
100.0

23.5
76.5

Average interest rate on:
All guaranteed loans
Fixed rate
Variable rate

11.2
10.6
11.5

10.4
9.9
10.4

11.4
11.3
11.5

11.0
10.5
11.2

Operating loans
Fixed rate
Variable rate

11.4
10.7
11.7

10.6
10.3
10.7

11.7
11.3
11.8

11.2
10.7
11.4

Farm ownership loans
Fixed rate
Variable rate

10.5
9.9
10.7

9.6
8.9
9.8

10.1
10.1

10.2
9.7
10.4

Average interest rate on
operating loan:
Lines of credit
Fixed rate
Variable rate

11.6
10.8
11.9

10.8
10.5
10.9

11.7
11.0
11.9

11.5
10.8
11.7

11.1
10.6
11.4

10.5
10.0
10.5

11.5
11.8
11.2

11.0
10.6
11.2

Notes
Fixed rate
Variable rate

-- Indicates that no such loans were made.
Source:

1988 survey of FmHA's guaranteed loan applicant folders.

41

--

percent rate banks charged all their farm customers for nonreal estate farm
loans in 1988 (11). For FGS loans, the average rate was 10.6 percent, which
is equal to the rate charged by the FGS on all nonreal estate farm loans in
1988 (5).
The average rate on all guaranteed FO loans was 10.2 percent. For FCS loans
carrying a guarantee, the average rate paid by borrowers was 9.6 percent,
compared with the 10.1 percent charged by the FGS for all farm real estate
loans in 1988 (similar data for banks are unavailable). The lower rate
charged on FCS loans guaranteed by FmHA might be partially explained by the
high percentage (45 percent) of such loans going to refinance existing debt-often with Interest Rate Buydown Program assistance.
Figure 14
Borrowers
higher on
borrowers
Northeast
OL loans,

reveals considerable regional variation in interest rates.
in the Pacific States pay the highest rates, 3.2 percentage points
FO loans and 2.3 percentage points higher on OL loans, than
in the lowest paying regions. In the Pacific, Southeast, and
regions, rates on FO loans were close to or above rates charged on
but averaged about 1 percentage point less elsewhere.

When comparing average rates by program, two trends are apparent (table 17),
Variable-rate loans are about half a percentage point higher than fixed-rate
loans, and OL loans carry an interest rate about 1 percentage point higher
than FO loans. Higher interest rates for the short-term OL credit are
consistent with data for the entire farm sector, but the higher variableinterest rates are somewhat surprising. Typically, variable-rate loans carry
lower rates than fixed-rate loans.

Figure 14

Average interest rate on guaranteed loans, by program and region, fiscal 1988

Northeast
Corn Belt
Appalachia
Delta
Mountain
U.S. total
Lake States Northern Plains Southeast Southern Plains
Pacific
Farm Ownership f^^ Operating Loan
Loan Program
LÍÍ¿±J Program
Source: Guaranteed System's master files.
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There are several possible explanations for the higher variable rates. First,
at least for all farm real estate loans made by banks and the FCS, there is a
tendency to charge the weakest customers higher interest rates and make
frequent adjustments using variable-rate loans (2). Second, the Interest Rate
Buydown Program may be used more with fixed-rate loans, thus lowering their
average rate relative to variable-rate loans. Moreover, for farm real estate
loans in general, there is evidence that fixed and variable rates are now more
similar than in the past because many fixed-rate loans are now 5-year balloon
loans, meaning their fixed rates are only for 5-years instead of the typical
15- to 20-year amortization.
Regardless of program, approximately three-fourths of guaranteed loans are
made with variable interest rates. Banks tend to make fewer variable rate
loans than FCS lenders. The higher use of variable rates by the FCS is not
surprising because FCS associations have traditionally (exclusively in some
instances) relied on the use of variable-rate financing for many years.
Guarantee program borrowers are more likely than a bank's typical farm
customers to receive a variable-rate loan. For example, 61 percent of all
bank nonreal estate loans made to farmers carried variable interest rates in
1988, compared with 71 percent for bank-originated guaranteed OL loans (H).
Again, the greater reliance on variable interest rates for guaranteed loans is
attributable to the reluctance of banks or the FCS to take on interest rate
risk on their high-risk loans.
Influenced by varying lender participation rates, there are also regional
differences in the proportion of loans carrying variable versus fixed interest
rates. The extremes are the Lake States, where 65 percent of loans carry
variable rates, and the Pacific States, where 92 percent carry variable rates.
Most variable-rate loans use a base rate tied to the lender's cost of funds
(its prime rate) or to the major bank prime rate published in the Wall Street
Journal (table 18). Regional bank prime rates, U.S. Treasury rates, and FCS
rates are also used frequently. Lenders typically select base rates that they
are most accustomed to. Most variable-rate loans are adjusted at least once a
year. The spread between the base rate and the rate charged was uniformly
around 2 percentage points for both loan programs. However, when examined by
lender, the FCS spread is less--around 1.5 percentage points.
Summary and Policy Implications
Analysis of 1,625 guaranteed loan records for fiscal 1988 and data gleaned
from FmHA's Guaranteed System master files shows that guarantee program
borrowers are significantly different from farm operators in general. But
when program participants are compared by type of program and lender, the
differences are generally less evident. Still, important regional differences
in characteristics of borrowers, participating lenders, and guaranteed loans
persist.
In fiscal 1988, FmHA's guaranteed loan programs generally served large familysized farm operators. This finding is true whether measured in terms of gross
farm income, total assets held, or acres farmed. Guarantee program borrowers
are highly indebted, with an average debt/asset ratio of 0.66, and have
limited cash-flows, making them high risks for credit. Farms vulnerable to
failure accounted for a much higher percentage of guarantee program borrowers
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Table 18—Selected payment terms on guaranteed loans, by program and lender category, fiscal 19 88

Attribute

Operating
Loan
Program

Guarantee programs
Farm
Both
Ownership
programs
Loan Program

Commercial
banks

Lender category
Farm
Other
Credit
lenders
System

Percent
Mean spread between base rate
and rate charged on variable
interest rate loans

4>
4>

2.0

2.1

2.0

2.1

1.4

2.5

Proportion of variable-rate
loans using a base rate of:
Lender's prime
Major bank prime
FCS rate
U.S. Treasury rate
Other^

48.5
33.4
6.2
5.3
6.6

39.5
31.3
8.6
10.7
9.8

46.7
33.0
6.7
6.4
7.3

42.3
40.6
.3
7.6
9.3

61.2
7.6
27.9
2.5
.8

43.8
37.5
6.3
6.3
6.3

Proportion of variablerate loans adjusting:
Monthly
Quarterly
Annually
At lender's discretion
Other

36.5
24.2
16.5
17.0
5.7

24.6
22.2
27.8
9.7
15.7

34.1
23.8
18.9
15.5
7.8

22.9
27.8
23.0
17.2
9.2

68.0
11.3
6.0
10.6
4.3

62.5
18.8
12.5
6.3
0

Source:

1988 survey of FmHA's guaranteed loan applicant folders.

than of all farm operators. While nearly half of all farm operators were
classified as having a favorable financial condition, only 12 percent of
guarantee program borrowers were classified as such. On the other hand,
guarantee program borrowers are in a stronger financial condition than are
FmHA's direct loan customers.
With nearly 37 percent of all guaranteed loans made to refinance existing farm
debt and 49 percent to provide annual operating funds, the programs provide
little assistance to farmers wishing to purchase new farm assets. Guarantee
programs serve a higher percentage of borrowers in the Lake States, Northern
Plains, and particularly the Delta States than would be expected from the
distribution of all farm operators. More cash grain and dairy farms and far
fewer livestock farms were served than would be expected from their respective
shares of all farms. A generally more favorable financial climate for
livestock farms in 1987 and 1988 offers a likely explanation.
Commercial bank participation in loan guarantee programs dominates other
lender groups with a 76.5-percent share of the guaranteed loans originated and
a 93-percent share of all participating lenders. Individual banks typically
originate only a handful of loans, while FCS lenders, which account for only 5
percent of participating firms, made 22 percent of the loans in fiscal 1988.
Moveover, while commercial banks tend to make operating loans to cash grain
farmers, the Farm Credit System had a greater tendency to obtain loan
guarantees for dairy farmers and for the refinancing of existing debt. The
FCS originated nearly half of the guaranteed loans in the Northeast and Lake
States, but less than 10 percent in the Southern Plains.
Interest rates charged on guaranteed loans are similar to those for all farm
loans. Variable interest rate loans were found to predominate, but they
carried higher interest rates than fixed-rate loans. Again, there is
substantial regional variation in these findings.
FmHA is putting increased emphasis on its guaranteed loan programs as the
preferred vehicle for delivering assistance to farm operators unable to obtain
credit on conventional terms. Direct lending programs are being curtailed,
while allocations to the guarantee programs are being expanded. For this
approach to succeed, however, private lenders must be willing to participate
in the programs. ^^ Our analysis shows that usage of the guarantee programs
by banks and the FCS was widespread in 1988; however, it was far from
universal. In addition, the guarantee programs have primarily been used to
serve the needs of participating lenders' existing customers. While we did
not examine the issue directly, it seems unlikely that many direct loan
borrowers were "graduated" to the guarantee programs.
To encourage greater lender participation in the programs, the Agricultural
Credit Act of 1987 included provisions for a government-sponsored secondary
market in FmHA guarantees. And to make the guarantee program more accessible
to direct program borrowers, the Omnibus Budget Reconciliation Act of 1990
allows FmHA to subsidize the interest rates paid by guarantee program

^^To some extent, program objectives can be met as long as private lenders consider the guarantee programs
as a safety net should the financial position of their marginal borrowers begin to deteriorate. That is, if
private lenders continue to serve marginally creditworthy farm borrowers because they believe that their
conventional loans can be converted to guaranteed loans in the future, if need be, then the program will do
what it is intended to do--help marginal farm borrowers acquire needed credit. This line of reasoning
suggests that past heavy use of the guaranteed loan programs to refinance bank loans may be an indication of
the programs* success, rather than of misuse by lenders.
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borrowers, with no requirement for participating lenders to match the subsidy
with their own write-downs. While it is still too early to tell what affect
these pieces of legislation will ultimately have on the success of the
guarantee programs, our results shed some light on potential problems and
opportunities.
Secondary Market
The Federally sponsored secondary market for FmHA guarantees--known as Farmer
Mac 11--became operational in April 1991. The hope is that by replacing ad
hoc regional markets with a national secondary market, the liquidity of
guaranteed loans will increase, making them more attractive to lenders.
However, Farmer Mac II has yet to attain the size needed to profitably support
its marketing operations (10). Over time, the mechanism in place supporting
variable rate guaranteed loans should prove to be workable.^^ However, its
approach to fixed-rate guaranteed loans remains less developed, suggesting
that these types of loans will be discouraged if a better marketing approach
is not adopted. Given the characteristics of guaranteed loans originated in
1988, developing a competitive secondary market for fixed rate loans may not
be easy.
Farmer Mac facilitates the resale of fixed-rate loans by identifying investors
willing to purchase whole loans--much as the ad hoc secondary markets operate.
While sufficient for current market conditions, a pooling mechanism is needed
if Farmer Mac II is to encourage greater use of fixed-rate guaranteed loans in
the long run. Under such an arrangement, Farmer Mac would facilitate the
purchase of long-term fixed-rate guaranteed loans with funds raised through
the sale of securities backed by the income stream from the pool. But
assembling a pool of loans with a well-behaved payment stream and predictable
prepayinent properties requires that a diverse group of loans having similar
payment terms be available for resale. The loan characteristics summarized in
this report suggest that the market is much more likely to be comprised of
loans from a few lenders (yielding an undiversified pool) or very dissimilar
loans (with loan payment schedules varying widely), neither of which is
conducive to an efficient secondary market. For example, 70 percent of the
guaranteed loans originated in 1988 had payments due only once a year and
nearly 45 percent were from cash grain operations. On the assumption that
payments would be scheduled to follow the harvest, then most of the income
stream on a representative pool of loans would come throughout the fall
months, with payments of irregular size being made throughout the remainder of
the year--not an ideal arrangement for many investors.
To the extent that the secondary market increases the liquidity of guaranteed
loans, in all probability it will encourage lenders to provide more guaranteed
credit, especially at variable rate loans tied to the Farmer Mac II cost of
funds index. Borrowers wanting fixed-rate loans or variable-rate loans with
individually tailored interest rate schemes may find them more difficult to

^^For variable rate loans tied to its cost of funds. Farmer Mac operates as a portfolio lender, purchasing
guarantees with funds raised through the sale of discount notes. Since it holds its guaranteed loans in
portfolio, it does not have to worry about pooling dissimilar loan types. Reliance on discount notes to
purchase variable rate loans tied to its cost of funds lets it avoid all of the interest rate and much of
the prepayment risk on its portfolio. And since guarantees are backed by the full faith and credit of the
U.S. Treasury, not only can Farmer Mac avoid the default risk, but its discount notes sell at rates
comparable to U.S. Treasury notes. As a result, Farmer Mac II can offer attractive returns to participating
lenders. Over time, as new loans are tied to the Farmer Mac II index, and as existing loans are
renegotiated, the pool of eligible loans should increase.
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obtain. But our results also suggest that development of Farmer Mac II will
be slow if 1988's market conditions persist. Loan-to-deposit ratios among
participating banks were only 60 percent at the end of 1988, indicating that
liquidity was not a major concern. Indeed, a smaller proportion of
participating lenders had loan-to-deposit ratios over 70 percent than did
nonparticipating banks with farm loans outstanding. As a result, most banks
had little incentive to resell their loan guarantees.
"Graduating" Direct Loan Borrowers
For the guaranteed loan programs to completely replace the direct loan
programs, private lenders would have to be enticed to serve the financially
stressed operators that currently comprise FmHA's direct program clientele.
But a lender's use of the guarantee programs to keep serving the credit needs
of its own financially stressed borrowers does not mean that it would be
willing to extend the same courtesy to others. Based on the FCRS data
reported in figure 7, over 22 percent of FmHA's direct program borrowers were
vulnerable to failure, while another 52 percent were marginally solvent. An
interest rate assistance program, by itself, is unlikely to make a significant
number of these borrowers attractive to private lenders. Based on the
characteristics of guaranteed program borrowers, it appears that private
lenders use the guarantee programs primarily for their highly indebted
borrowers. In 1988, over 75 percent of guarantee program borrowers had
adequate cash-flow, but were highly indebted; only 13 percent had inadequate
cash-flow, and all but 1 percent of these were also highly indebted. Thus,
lenders' main concerns seem to be over their borrowers' solvency rather than
over cash-flow. As a result, a program which effectively supplements a
borrower's cash-flow, while leaving him or her highly indebted, is not likely
to attract much interest from private lenders.
For the bulk of FmHA's borrowers, some form of debt write-off may be needed
before private lenders will find it profitable to refinance direct program
debt. Steps, including debt write-offs, are currently taken to help
delinquent direct program borrowers stay in farming. Ironically, some of
these delinquent borrowers may have an easier time "graduating" from the
direct program than borrowers that continue to meet their debt obligations.
The interest rate assistance program has more potential for helping the 25
percent of direct program borrowers that were in a favorable financial
position, or were considered marginal income operations, graduate to the
guarantee programs. These borrowers have more modest loan balances, and thus
might be looked upon more favorably by private lenders. However, even for
these borrowers, the Interest Assistance Program may not be enough. The
program provides an interest rate subsidy of up to 4 percent on qualified
guaranteed loans, which could help farmers with cash-flow problems project
healthier net returns on their investments. But the average interest rate
charged on FmHA guaranteed loans during 1988 was 11 percent. The average rate
charged on FmHA direct loans that year, taking limited resource rate loans
into account, was approximately 7.5 percent. As a result, moving from the
direct loan program to the guaranteed loan program, even with the maximum
allowable interest rate subsidy, is not likely to appreciably improve the
position of the average direct program borrower. If borrowers are in the
direct loan program because of some flaw in their operations which prevents
their acquiring conventional credit, the Interest Assistance Program may not
provide enough of a subsidy to encourage private lenders to refinance their
debts.
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Our results suggest that lenders in fiscal 1988 were mostly using the
guarantee programs to help their existing customers and that additional
incentives may be necessary to encourage them to use loan guarantees for new
customers or for those trying to graduate from direct lending programs.
Future research in this direction should compare the characteristics of
borrowers in both programs to better address the issues associated with
graduating a large number of farm borrowers to new credit sources.
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Tobacco (4 per year)
U.S. Agricultural Trade Update (monthly)
Vegetables and Specialties (3 per year)
Wheat (4 per year)
Agriculture and Trade Reports (5 per year)
Supplement your subscription to World Agriculture
by subscribing to these five annuals: Western Europe,
Pacific Rim, Developing Economies, China, and USSR,

$12
$12

$33

$23

$33

$12

$23

$12
$12
$15
$12
$12

$23
$23
$29
$23
$23

$33
$33
$33
$42
$33
$33

$12

$23

$33

For fastest service, call our order desk toll free: 1-800-999-6779
(8:30-5:00 ET in the U.S. and Canada; other areas please call 301-725-7937)
• Use purchase orders, checks drawn
on U.S. banks, cashier*s checks, or
international money orders.
• Make payable to ^S-NASS.
• Add 25 percent for shipments to
foreign addresses (includes Canada).

D Bill me.

Name.
Organization
Address
City, State, Zip

□Enclosed is $_

Daytime phone (_

Credit Card Orders:
□ MasterCard QVISA

Total charges $.

Credit card number:

Month / Year
Expiration dat«:

Complete both sides of this order form and mail to:
ERS-NASS
P.O. Box 1608
RockviUe. MD 20849-1608

Rural Conditions and Trends, -.
Rural Development Perspectives...

lllp^

Reports with a rural focus!
Keep up with the most current information on rural America with subscriptions to two of
USDA's most incisive periodicals. These periodicals deal exclusively with the problems and
potentials of rural America today.
Rutal Conditions and Trends tracks rural developments on a variety of subjects:
macroeconomic conditions, employment and underemployment, industrial structure, earnings and
income, poverty, and population. Quick-read text and sharp graphics help you get the information you
need efficiently, effectively. 4 issues.
Rural Development Perspectives brings you crisp, nontechnical articles about the results of
new rural research and what those results mean. Shows practical meaning of research in rural banking,
aging, industry, the laborforce, poverty, and the relationship of farm policies to rural areas. 3 issues.

Start your subscription today. Or SAVE money by ordering a one-year subscription
to both periodicals for one low price! It's easy to subscribe. Here's how:
• Make your selection from the choices below.
• Call our order desk, toll free, 1-800-999-6779 in the United States and Canada; other areas, call
301-725-7937. Charge your order to your VISA or MasterCard account, or we can bill you.
□
Ü
a

Rural Conditions and Trends (#RCA)
1 year, $14;
2 years, $27;

3 years, $39

Rural Deveiopment Perspectives (#RDP)
1 year, $9;
2 years, $17;

3 years, $24

Save money by subscribing to both! (#RCA and #RDP)
1 year, $21 ;
2 years, $41 ;
3 years, $59

