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SUMMARY

Many farmers in Arkansas and other parts of the United States are experi-
encing financial stress. The purpose of this special report is to highlight the
situation of Arkansas farmers and to offer an outlook for 1999. This reportem-
phasizes the price, income, and financial situations of eastern Arkansas crop
farmers and considers Federal loan programs and Chapter 12 of the Bankruptcy
Code, which affects most Arkansas farmers.
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ARKANSAS AGRICULTURE
1999 SITUATION AND OUTLOOK

Bruce L. Ahrendsen, Eric J. Waliles,
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EXECUTIVE SUMMARY

® Price prospectsin 1999 for Arkansas crop agriculture are poor. For the major crops
produced and marketed by Arkansas farmers—soybeans, rice, and cotton—prices
are expected to be substantially lower compared to last year’s prices. New crop fu-
tures prices facing farmers as of mid-February compared to a year ago are:

» Soybeans (Sep.99) $4.75/bu compared to (Sep.’98) $6.48/bu
Rice (Nov.'99) $3.17/bu compared to (Nov.'98) $4.36/bu
Cotton (Oct.'99) $0.577/1b compared to (Oct.’98) $0.694/1b
Wheat (July '99) $2.64/bu compared to (July '98) $3.42/bu
Com (Sep.’99) $2.26/bu compared to (Sep.'98) $2.78/bu

® Income prospects in 1999 for Arkansas crop farmers are heavily influenced by the

bearish price outlook. Even with normal yields, the market net returns per acre to
farmers for non-land assets and management, based on anticipated 1999 prices are:

>
>
>
>

> Soybeans, dryland $-5/acre compared to a usual range? of $60-100/acre
Soybeans, irrigated $56/acre compared to a usual range of $80-120/acre
Rice $55/acre compared to usual range of $40-90/acre

Cotton, irrigated $16/acre compared to a usual range of $20-80/acre
Corn, irrigated $-18/acre compared to a usual range of $50-110/acre
Sorghum, irrigated $11/acre compared toa usual range of $10-40/acre

Yy vV vV VY

® The 1996 Farm Bill increased price and income risks for farmers by decoupling pay-
ments from production decisions, leaving only loan rates as price protection.

1 Drs. Ahrendsen and Dixon are principals of the Center for Farm and Rural Business Finance, which is
jointly sponsored by the University of Arkansas and University of lllinois. Dr. Wailes is a principal in the
Arkansas Global Rice Policy project, jointly funded with the Food and Agricultural Policy Research Insti-
tute - University of Missouri. The authors gratefully acknowledge the assistance of Research Specialist Mr.
Eddie Chavez.

2Based onthe 1995 to 1997 marketing years.
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® Capital intensity and export dependency are higher for Arkansas agriculture than for
the rest of the United States. This makes Arkansas agriculture more vulnerable to
exchange rate, interest rate, and price volatility.

> Capital requirements of Arkansas crop agriculture are higher than the United
Stateson average.

> Debt-to-assetratios for Arkansas farmers are higher than the United States on
average.

> Operating (variable) costs are higher for the key crops (rice and cotton) pro-
duced in Arkansas compared to the rest of the United States.

> Arkansas agriculture is more dependent on exports, which results in more price
variability and exposure to exchange rate risk and economic growth in the rest
of theworld. The annual value of Arkansas farm exports ranges between $2.5
and $3.0 billion. The leading exports are poultry, rice, soybeans, cotton and
wheat.

® Debt reorganization in 1999 is expected to be required for 36% of east Arkansas crop
farmers and an additional 5% of farmers are expected to be denied credit.

® Farmland values in east Arkansas are expected to decline in 1999 after being stable in
1998 because of projected lower returns to crop farming.

® Additional guaranteed loan funds from the Farm Service Agency are requested by
agricultural lenders.

® Emergency loan funds from the Farm Service Agency are exhausted.

® | cans are not substitutes for income.
®|_oan loss rates will increase, particularly if prices remain low.

®Chapter 12 of the Bankruptcy Code expires in March 1999. Legislation has been

proposed to make Chapter 12 a permanent addition to the Bankruptcy Codeand to
increase Chapter 12's debt limit.

®Bankruptcy filings are likely to increase.

PRICE AND INCOME SITUATION AND OUTLOOK

The price outlook for Arkansas crop agriculture isworrisome. For the major crops,
significant price declines are projected for 1999 compared to 1998. Futures prices as of
mid-February for the 1999 crop at harvest, compared to a year ago, are 27% lower for
soybeans and rice, 17% lower for cotton, 23% lower for wheat and 19% lower for corn.
Net market returns based on these lower price projections and Arkansas Cooperative
Extension Service cost of production estimates are shown in Tables 1 and 2. Table 1
shows the range of net returns over the anticipated range of prices for 1999, assuming
normal Arkansas yields. The net return estimates presented are calculated as the differ-
ence between revenue and variable costs of production and areturn to land, basedona
25% crop share rent. Net returns above operating costs and rent reflect payment for
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non-land assets (including tractors and equipment) aswell as payment for management
and other fixed costs such as taxes. Price risks are only part of the complexity facing
Arkansas farmers. Weather and pest problems create yield risks. The impacts of higher
and lower than normal yields on net returns are reported in Table 2.

Table 1. Market returns to Arkansas producers at normal yields for the
anticipated 1999 price range.

Soybeans - Dryland 25 bu/ac

Price $/bu $4.87 $4.97 $5.07 $5.17 $5.27
Specified Operating Costs per acre $100 $100 $100 $100 $102
Returns Above Operating per acre $22 $24 $27 $29 $32
Returns Above Operating + 25% Rent -$9 -$7 -$5 -$3 $1
Soybeans - Irrigated 45 bu/ac

Price $/bu $4.87 $4.97 $5.07 $5.17 $5.27
Specified Operating Costs per acre $115 $115 $115 $115 $115
Returns Above Operating per acre $104 $109 $113 $117 $122
Returns Above Operating + 25% Rent $49 $53 $56 $59 $62
Rice 130 bu/ac

Price $/bu $3.10 $330 $350 $3.70  $3.90
Specified Operating Costs per acre $286 $286 $286 $286 $286
Returns Above Operating per acre $117 $143 $169 $195 $221
Returns Above Operating + 25% Rent $16 $36 $55 $75 $94
Cotton - Irrigated 900 Ibs/ac

Price $/bu $0.49 $0.52 $0.55 $0.57 $0.60
Specified Operating Costs per acre $355 $355 $355 $355 $355
Returns Above Operating per acre $86 $113 $140 $158 $185
Returns Above Operating + 25% Rent -$24 -$4 $16 $30 $50
Corn - Irrigated 150 bu/ac

Price $/bu $1.89 $204 $219 $2.34 $2.49
Specified Operating Costs per acre $264 $264 $264 $264 $264
Returns Above Operating per acre $20 $42 $64 $37 $109
Returns Above Operating + 25% Rent -$51 -$34 -$18 -$1 $16
Grain Sorghum - Irrigated 60 cwt/ac

Price $/cwt $3.56 $3.71 $3.86 $4.01 $4.16
Specified Operating Costs per acre $163 $163 $163 $163 $163
Returns Above Operating per acre $51 $60 $69 $78 $57
Returns Above Operating +25% Rent -$3 $4 $11 $17 $24

Returns Above Operating + 25% rent are returns to non-land assets and management.

Source: Authors computations based on University of Arkansas Cooperative Extension Service
budgets.
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Table 2. Market returns to Arkansas producers at anticipated 1999 prices for
alternative yield levels.

Soybeans - Dryland $5.07/bu

Yield bu/acre 15 20 25 30 35
Specified Operating Costs per acre $99 $100 $100 $101 $102
Returns Above Operating per acre -$23 2 $26 $51  $76
Returns Above Operating + 25% Rent -$42 -$23 -$5 $13  $31
Soybeans - Irrigated $5.07/bu

Yield bu/acre 35 40 45 50 55
Specified Operating Costs per acre $114 $115 $115 $116 $117
Returns Above Operating per acre $64 $88  $113  $137 $162
Returns Above Operating + 25% Rent $19 $38 $56 $74  $92
Rice $3.50/bu

Yield bu/acre 110 120 130 140 150
Specified Operating Costs per acre $278  $282 $286 $290 $295
Returns Above Operating per acre $107 $138 $169 $200 $230
Returns Above Operating + 25% Rent $11 $33 $55 $77  $99
Cotton - Irrigated $0.55/1b

Yield Ibs/acre 700 800 900 1000 1100
Specified Operating Costs per acre $355 $3B5  $355  $3B5 B35
Returns Above Operating per acre $30 $85 $140 $195 $250
Returns Above Operating + 25% Rent -$66 -$25 $16 $58  $99
Corn - Irrigated $2.19/bu

Yield bu/acre 130 140 150 160 170
Specified Operating Costs per acre $258 $261 $264 $267 $271
Returns Above Operating per acre $27 $46 $64 $33 $102
Returns Above Operating + 25% Rent $44  $31 %18 -$5 $
Grain Sorghum - Irrigated $3.86/cwit

Yield cwt/acre 40 50 60 70 80
Specified Operating Costs per acre $160 $162 $163  $165 $179
Returns Above Operating per acre -$6 $31 $69 $106 $130
Returns Above Operating +25% Rent $44  $17 $11 $38 $53

Returns Above Operating + 25% rent are returns to non-land assets and management.

Source: Authors computations based on University of Arkansas Cooperative Extension Service
budgets.
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Soybeans. Arkansas is the 8™ leading soybean producing state, with an average
value of farm production of $688 million over the past three years. The 1999 antici-
pated price range for soybeans is $4.87/bu to 5.27/bu (the loan rate is $5.26/bu). An
assumed yield of 25 bu/acre for non-irrigated soybeans results in negative net retums
in the range of -$9 to -$1 per acre compared to more typical net returns in the range of
$60to $100/acre. Higher yields for irrigated soybeans give positive retumsin the range
of $49 to $62/acre. However, these net returns will be about 28% lower than 1998
retumns per acre and the range over the 1995 to 1997 marketing years was $80 to $120/
acre. The pressure on soybean prices in 1999 is expected as the loan rate differentials
with corn favor soybeans. Therefore, in the major corn-soybean production areas, higher
soybean planting and production is expected.

Rice. Arkansas is the leading rice-producing state, accounting for 43% of U.S.
output. The value of farm production has averaged $750 million per year over the past
three years. Prices for rice have declined since mid-January 1999. This hasbeena
result of newly adjusted 1998 production estimates that will result in higher carry-in
stocks for the 1999 market year as well as expectations of more rice acreage planted in
1999. The introduction of income insurance schemes for rice producers in 1999 has
also encouraged rice producers to expand 1999 production. The price range used in
Table 1is $3.10/bu to $3.90/bu, reflecting the fact that rice prices have both greater
upside and downside variability than soybeans. The upside potential is related to the
drought conditions in Thailand and other southeast Asian rice exporting countries.
Nevertheless, the anticipated price range results in lower net returns in the range of
only $16 to $94/acre down markedly from the more typical range of $40 to $90/acre.

Cotton. Arkansas typically ranks 5" among states in value of cotton production.
The annual value of the crop at the farm level has averaged $489 million for 1996-98.
Cotton sales in 1998 were down due to significantly lower yields. Evenwithareturmto
normal yields and an anticipated price range of $0.49 to $0.60/1b, net returns are ex-
pected in the range of -$24 to $50 per acre in 1999. This compares unfavorably with
more typical net retums in the range of $20 to $80/acre.

Wheat. Arkansas produces soft-red winter wheat which has had an annual farm
level value of $186 million over the past three years. With an average value of produc-
tion in 1998 of $2.80/bu, somewhat lower futures prices indicate that returns to Arkan-
sas wheat production will be only slightly lower in 1999. However, usual net returns
forwheat are in the range of $30 to $60/acre.

Cornand Grain Sorghum. Corn and grain sorghum have had average farm level
values in Arkansas over the past three production seasons of $57 million and $29 mil-
lion. The poor price prospects for 1999 suggest that the anticipated range of net returns
to corn in Arkansas for 1999 will be -$51 to $16 per acre compared to a more usual
range of $50 to $110/acre. Grain sorghum returns are expected to fall in the range of -
$3 10 $24 per acre versus the more typical range of $10 to $40/acre.
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Harvested acreage of major Arkansas crops has been variable the last several years
(Fig. 1). Rice and soybeans have seen increases in harvested acreage and cotton de-
creases, while wheat, sorghum and corn have fluctuated.
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Fig. 1. Arkansas harvested acreage by major crops.

The price situation for Arkansas crops has been bleak as has already been men-
tioned. The prices for soybeans and rice have been trending downward since 1997
(Fig. 2). The downward trend in prices for cotton, wheat, sorghum and corn has been
occurring since 1996. It may take afairly major weather-related problem to cause a
significant reversal in these prices during 1999.

10



Arkansas Agriculture 1999 Situation and Outlook

Doliars per Bushel

Dollars per Pound

Dollars per Bushel

Soybeans

o ©

%
S

ey

N

197 4197 797 1097 198 4/98 798 1098
MonthYear

1096 4/96  7/96 10196

Cotton

0.9 | i —
0y i
‘/\/\ i
07 ~ 1
06 —
i i
il L
196 4/96 706 1096 1797 497 7T 1097 1/98 498 798 10/98 1499
Month/Year
Corn
4
I
35 ‘ ‘
3 |
g
25 i
|
:r 1
15 L ‘
996 1296 397 697 997 1297 398 698
Month/Year

10.5

Dollass por Cwt

Dollars per Bushel

Dollars per Bushel

6.5

=
o

n

2.5

u

N

Rice

190 496 796 109 197 497 797 10/07 193 498 7/98 10/98 1199
MonthiYear

16 466 796 1096 197 497 797 1057 108 4498 THO% 1008 199
Month/Year

Sorghum

1196 446 7496 1096 1597 497 79T 1097 1/98 4198 TR
Month/Y car

Source: USDA/NASS internet website for soybeans, wheat and sorghum; USDA/ERS internet
website for rice; and USDA/ERS and NASS internet websites with Arkansas monthly prices
estimated by using the margin between Arkansas and U.S. annual prices for cotton and corn.

Fig. 2. Arkansas monthly average farm prices for crops.

*Data not available.
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FINANCIAL SITUATION AND OUTLOOK

Although there are undoubtedly a number of farmers that are experiencing finan-
cial stress, itis not as widespread as itwas in the 1980s. On average, Arkansas crop
farmers experienced relatively profitable years in 1996 and 1997 when average per
farm net farm income was $49,440 and $43,685 (Fig. 3). Many farmers reinvested
these returnsin land improvements, e.g., land leveling and irrigation, and machinery
and equipment. However, circumstances changed during the later half of 1998 for soy-
bean, cotton, wheat, corn/sorghum, and hog farmers and the beginning of 1999 for rice
farmers. Prices plunged for these crops and livestock. Farmers who had poor crops and
had expanded by making expensive investments after the relatively good years of 1996
and 1997 have been the hardest hit.
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Source: USDA/ERS internet website.
Fig. 3. Arkansas net farm income per operation.

A February 1999 survey of commmercial bank and Farm Credit loan officers from
eastern Arkansas indicated that their farm borrowers had an average debt load of
$365,000 and a debt-to-asset ratio of 0.41, which is ameasure of financial risk. The
average debts per farm for all of Arkansas and the United States are about $95,000 and
$81,000 and debt-to-asset ratios are 0.22 and 0.15 (Figs. 4 and 5). Farm debt per farm
has been increasing since 1988 for Arkansas and the United States when farms had
about $58,000 and $63,000 of debts on average. However, the rate of growth in debt
per farm has been greater for Arkansas than the United States since 1988. Although the
debt-to-asset ratio has been falling for the United States except for a slight upturnin
1997, the ratio has been trending upward from 0.19 in 1992 for Arkansas. This indi-
cates that the financial risk of Arkansas farmers has been increasing relative to the rest
of the United States.

12



Arkansas Agriculture 1999 Situation and Outlook

Dollars

100000~ |
_ .
20000 ;
, _/;"
- )
80000 o - - -
- N
v b - S
- e A
70000 |~ L L S
P NS e e
/-/i \‘ //: -
L »_ e
- \FV’
60000 1—+~ —a
-
=
50006 ~——1 bt ———— e
1980 1982 1984 1986 1988 1990 1992 1994 1996

Year

~m- Arkansas —e— U.S.

Source: USDA/ERS internet website

Fig. 4. Average farm debt per operation.
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Fig. 5. Average farm debt-to-asset ratio.
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The loan officers participating in the survey pointed out that 36% of their farm
borrowers required some type of debt reorganization in 1999. The debt reorganization
included rescheduling payments, refinancing/re-amortizing debt, etc. The loan officers
said that they had/would apply to receive Farm Service Agency guaranteed loans for
16% of their borrowers. And most important, the lenders indicated that they would
deny credit to 5% of their farm borrowers, although many of these farmers had a his-
tory of low or negative profits that preceded 1998.

The level of financial stress for Arkansas farmers is undoubtedly related to the
currentfinancial exposure from investments made during a climate of high pricesand
profits as well from the prospects for sharply lower incomes in 1999. An indicator of
how dismal the outlook is for some farm lenders is that several lenders were unable to
forecast a positive cash flow for any of their farm borrowers for 1999, indicating that
debt servicing s likely to be difficult. With this type of outlook it is not surprising that
the lenders forecast farmland values to fall 4.5% in 1999 after being flat in 1998.
Arkansas farm real estate values have been following an upward trend from January 1,
1987, when farmland was $724 per acre to $1050 per acre as of January 1, 1998,
(Fig. 6). The United States also experienced an upward trend in farm real estate values
over this same period, increasing from $599 per acre to $1000 per acre. However, the
rate of growth in farm real estate values for the United States has been greater than the
Arkansas growthrate.
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Fig. 6. Farm real estate: average value per acre of land and buildings.
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If crop prices persist at low levels and losses mount, debts will grow, asset values
will fall and the financial situation will be more like that of the mid-1980s. More farm-
ers will experience credit refusals and, ultimately, leave farming either voluntarily or
involuntarily.

USDA FARM SERVICE AGENCY PRICE SUPPORT
AND LOAN PROGRAMS

The USDA's Farm Service Agency (FSA) administers a number of programs to
benefit farmers. Price support activity in the form of program crop commodity loans
essentially provides a price floor for these program crops, although this price is below
the cost of production for many farmers. Besides crop commaodity loans, the FSA
provides other loan programs. These include direct loans, guaranteed loans and emer-
gency loans. Direct loans are made by the FSA directly to farmers. Congressional ap-
propriations to support direct loan programs have been greatly reduced since 1985,
although an increase in funding occurred in fiscal year 1999. Direct loan funds are
targeted primarily to small, limited resource, socially disadvantaged and beginning
farmers.

As Congress decreased support for direct loans, it increased support of guaranteed
loans. For guaranteed loans, loan funds are provided by creditors and guaranteed at up
1090 or 95% by the FSA, depending on the type of loan. In past years some Arkansas
credit providers have been quite active in seeking loan guarantees while others have
not. However, the number of guaranteed loan applications has increased tremendously
during fiscal year 1999. As of February 16, 1999, all national appropriations of farm
ownership (real estate secured) guaranteed loan funds had been obligated. Also, as of
that date, all operating guaranteed loan funds allocated to Arkansas had been obligated.
Therefore, additional Congressional appropriations and allocations of guaranteed loan
funds are needed for Arkansas to meet demand. The Arkansas FSA State Office esti-
mates $36 million of additional guaranteed loan funds are needed for fiscal year 1999.
Nearly 250 guaranteed loans for $50 million have already been used to assist farmers
in accessing credit, allowing them to continue farming without major disruptions.

Anather loan program administered by FSA to assist farmers is the emergency loan
program. Farmers qualify for an emergency loan from the FSA if they have a 30% loss
in adesignated emergency area. All of Arkansas was declared an emergency area for
1998. Losses occurred in cotton, corn, hay, and pasture as a result of early excessive
moisture and a summer drought, but the primary losses have been by cotton farmers.
Also, losses occurred from tornados causing property damage. As of February 9, 1999,
137 emergency loans for about $9.5 million had been obligated. Since afarmer quali-
fies for a loan of up to 80% of his or her loss, these farmers experienced an average loss
of $86,000 if they qualified for the maximum rate. All of Arkansas' emergency loan
allocations have been obligated, so additional funds are needed. The FSA State Office
estimates that another $15 million is needed for about 150 loans.

Loan programs can be used to help farmers receive credit, continue farming, and
spread out losses over anumber of years for farmers who have ample equity in assets to
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be offered as collateral. However, a loan is not a substitute for income. Loans are not
grants, and it will take time for farmers to recover from the losses. Also, it is anticipated
that loss rates for guaranteed loan and other loan programs will increase, particularly if
crop prices remain low.

BANKRUPTCY

Chapter 12 bankruptcy is one of the primary vehicles for allowing financially stressed
family farmers to reorganize their financial life. It offers several forms of financial
reliefincluding lowering debt levels and lowering interest rates and extending terms on
existing loans.

Chapter 12 also serves a major purpose by setting the negotiating framework for
debtors and creditors, even when Chapter 12 is not formally utilized. Thus, even though
most farmers do not use Chapter 12, its existence provides financially stressed farmers
with alternatives. Formally going through a Chapter 12 reorganization is costly be-
cause of attorneys’ and trustees' fees. Thus, if debtors and creditors can resolve differ-
ences outside of Chapter 12, it may be possible to save some money.

Currently only family farmers with total farm debts of less than $1,500,000 can use
Chapter 12. This limitwas setwith the creation of Chapter 12 in 1986. Chapter 12 has
never been a permanent part of the Bankruptcy Code. Chapter 12 isduetosunsetatthe
end of March 1999. Senator Grassley has introduced S.B. 260 to make Chapter 12
permanent. This legislation would increase the limit on debt to $3,000,000. Rep. David
Minge of Minnesota has introduced identical legislation in the HouseasH.R. 763. The
original $1,500,000 limit fixed since 1986 would be equivalent to at least $2,500,000
in currentdollarswhen inflation is taken into account. As partof making Chapter 12a
permanent part of the Code, it would be useful to farmers for the debt limit to automati-
cally increase each year by an appropriate index like the Index of Prices Paid by farm-
ers.

Renee Williams is the Arkansas Chapter 12 Bankruptcy trustee. She states that
seventeen Chapter 12 cases were filed in 1998 and this is consistent with the past few
years. Through February 1999, only two cases had been filed for 1999. She cannot
state how many other farmers are going bankrupt because such data simply are not
collected. Furthermore, afarmer can go out of business by surrendering collateral without
formally going through abankruptcy proceeding. Consequently, it isimpossible to say
how many farmers are going out of business because of financial stress. Ms. Williams
related that people she has interacted with about the financial stress in Arkansas be-
lieve that bankruptcies may become more numerous in the spring of 1999 once farmers
meetwith their lenders in an attempt to arrange input financing. Thiswould happen
because some lenders might not be willing to work with farmers with weak financial
characteristics.

16



Arkansas Agriculture 1999 Situation and Outlook

REFERENCES

U.S. Department of Agriculture, Economic Research Service. “Agricultural Resources.”
AR-31,June 1993.

U.S. Department of Agriculture, Economic Research Service. “Updates on Agricul-
tural Resources and Environmental Indicators.” AREI Updates, No. 15, December
15,1996.

U.S. Department of Agriculture, Economic Research Service. Internet Website. Farm
Business Economics Briefing Room. March 1999.

U.S. Department of Agriculture, National Agricultural Statistics Service. Internet
Website. March 18, 1999.

University of Arkansas, Division of Agriculture, Cooperative Extension Service. “Es-
timating 1999 Costs of Production.” Various issues of AG publications by Tony E.
Windham and Kelly J. Bryant. November 1998.

17












