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Is it possible for farmers on less-than-optimumfarm units to

adjust their units to more economical scale? Is it profitable to use

borrowed capital to make such adjustments? If so, is the necessary

credit available? These are the major aspects of the problem covered

by this project.

The study included three groups of farms of less than opti-

mum size in the Columbia Basin. The optimum family farm has been

defined as ownership or control of 1600 acres of cropland in the

wheat- summerfallow areas. The three groups studied were those

having: (1) 240-560 acres, (2) 561-880 acres, and (3)881-1200

acres of cropland.

The farms studied were all full-time units specializing in

small grains, and using moldboard'1 type summerfallow operations.

Half of the farmers in each group studied had a minor livestock
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enterprise.

A review of the past research in the Basin and surrounding

area indicates that there are few income producing alternatives open

to the farmers in theBasin area with the exception of: (1) buying

more land, (2) renting more land and/or (3) introducing or expanding

a livestock enterprise. There are other alternatives open to limited

locations in the Basin, but these three are the primary ones open to

the farmers in general.

The use of budgets indicates that most of the farmers using

good ma.nagement are now paying their living and operating costs

without the use of credit--providing their landand machinery is

clear of debt. This varies widely, however. The smaller farmers,

especially those having under 600 acres of cropland, are having diffi-

culty making an adequate living. Few of the farmers controlling less

than 1000 acres are able to accumulate much savings from year to

year. Hence, any expansion of their farm businesses will haveto be

done through the use of borrowed capital.

The use of credit to make farm adjustments is found to be

quite profitable in many situations. Money borrowed to invest in a

supplemental cattle feeding operation returns a profit residual of 6. 4

percent to 24. 4 percent, provided the farmer does not have to hire

additional labor. Funds borrowed to pay cash operating costs on

marginal cropland units return a profit residual of 26. 1 percent to

77. 1 percent, depending on whether the land is rented or purchased



and what size machinery complement is used to farm t. If capital is

borrowed to purchase the added land, thereis a profit residual of 2. 1

percent Qf 2. 8 percent on the land purchase loans depending on the

machinery complement used.

The marginal productivity of borrowed capital for the pro-

grammed adjustment opportunitites is sufficient to repay the costs of

borrowing plus a profit residual to the operator. The available evi-

dence indicates that many of the farmers on less-than-optimum units

could make substantial adjustments in their income levels if they

were willing to incur the risks inherent in borrowing.

It appears that the biggest adjustment problem in the Basin

at present (as far as the use of credit in financing farm adjustments

is concerned) is a lack of communication between the farm-borrower

and the various lending agencies The lending agencies are not mak-

ing optimal use of advertising media to inform the farmers of the

credit services and facilities they can offer. The farmers, on the

other hand, are not being aggressive enough to find out what credit

facilities and services are available. it is a two-way problem that

will require a change by both farmers and lenders if optimum use

is to be made of the abundant credit facilities in the Basin area.

The other adjustment problem in the Basin is the inadequate

credit base provided by many of the small farm units, especially to

buy land. Since the lenders are now loaning about 50 percent of the

market price of land, a farmer can only expect to double his owned



land acreage--providing he has 100 percent equityin his existing

owned unit. This means that a farmer would have to own at least 800

acres of cropland if he wanted to buy enough additional land to expand

to the optimum of 1600 acres.

On the other hand, if a farmer wanted to expand his farm to

a more optimum income level by renting more land and/or adding a

cattle feeding enterprise, there appears to be adequate credit avail-

able to do so. The major limitation to acquiring livestock and operat-

ing loans seems to be character and personal conduct of the farm

operator. The short term funds as well as the intermediate funds

appear to be readily available to any farmer who can show a good,

sound plan for their use.

The attitudes of farmers and lenders in the Basin area are

conducive to good lender-borrower relationships. Although the

farmers are hesitant to borrow in most situations, they display very

few real objections to use of credit. The majority of them have

borrowed for- somepurpose at one time or another. The major

lenders all have excellently qualified fieldmen to supervise agricul-

tur-al loans. The competition is intense among lenders for the farm

loans in the Basin area, and hence dependable credit is readily

available for dependable farmers.
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MARGINAL PRODUCTIVITY OF CREDIT FOR PROGRAMMED FARM
ADJUSTMENTS AND FACTORS LIMITING THE USE OF CREDIT

IN THE COLUMBIA BASIN, OREGON

CHAPTER I

INTRODUCTION

Change or die! This is one of the indisputable laws of the uni-

verse. If an animal does not adapt to a changing environment, it dies

out and the species becomes extinct. If a man with professional

training fails to keep up with new developments in his field of study,

he soonfinds that his services are no longer in demand. He must

either adapt or face economic- -and hence physical- - death. If an in-

dustry, such as chariot manufacturing, does not change when the

economic environment dictates an adjustment, then it dies- -as history

so ably documents. Nothing escapes the terrible consequence of

failure to adjust to a changing environment.

Many of the farmers in the Columbia Basin, Oregon, are now

faced with this historic dilemma. Changing economic conditions in

the Basin area and new technology have brought about an environment

to whichmany of the farmers have failedto adapt themselves. They

are operating farm units which are too small; using old, inefficient

equipment; and in some cases following practices that have long been

abandoned by more progressive farmers. These farmers have not

increased the efficiency of their units sufficiently to remain competi-

tivë. They are trying to make a living on farms that were often found



to be insufficient several years ago.

THE PROBLEMS AND OBJECTIVES OF THE STUDY

A recent study in Oregon's Columbia Basin indicates that the

average farmer has a net worth ratio of nearly 90 percent(101). This

high net worth ratio would tend to indicate that these farmers have

adequate security to obtain the credit necessary to make required

farm adjustments. This same study, however, shows that the farm-

ers are using a relatively small volume of borrowed capital. Why?

Is it because credit is not profitable for them to use? Is it because

credit terms are too restrictive or that an adequate volume of credit

is not available? Is it because farmersare "scared" of debt? What

are the limiting factors? The problem becomes one of determining

why farmers on farms smaller than optimum size do not use more

borrowed capital to make economically feasible adjustments in their

farming operations in the Columbia Basin area of Oregon.

The objectives of the study are as follows:

A. To determine for the wheat-fallow and livestock area of the

Columbia Basin, Oregon (Gilliam, Morrow, Sherman,

Umatilla, and Wasco counties) on farms of less than

optimum scale:

(1) The needs, sources, and availability of credit for pro-

grammed adjustments;
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The profitabilityof added capital in the form of creW

dit needed to permit the programmed adjustments;

The attitudes of farmers on credit terms, credit

uses, credit sources, and availability of credit

for farm adjustments; and

The attitudes of major lenders on farm business

characteristics and the credit requirements for

farm adjustments.

B. To make an evaluation of changes, if required, in lexing

policy and terms by major lenders to permit programmed

farm adjustments that are found feasible in the Columbia

Basin.

THE AREA AND TYPE OF FARMING STUDIED

The Columbia Basin, Oregon, is composed of the counties of

Wasco, Umatilla, Gilliam, Morrow, andSherman (87, p. 3-6).

These counties are in the northcentral and northeastern part of the

state, with each county bordering on the Columbia River. These

counties represent one tenth of Oregon's land area, (Figure 1) but

represent about one-fourth of the land in farms within the state.

Wasco County. Wasco County is the second largest countyin

the Basin in land area. Ithasa wide variety of natural conditions



(Cross-Hatched Counties Connote Columbia Basin Area, Oregon)

Figure L Location of Columbia Basin, Oregon.
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which make its agriculture quite varied. The western part of the

county extends into the Cascade Mountains and provides summer

range and a source of irrigation water for hay and pasture. In the

northern sector around The Dalles, there is considerable fruit pro-

duced typically on small, irrigated units. The southwestern part of

the county is primarily livestock grazing. The soils in the south-

western sector are of relatively low productivity and offer few alter-

native uses. The major wheat producing area of the county is in the

northeastern part, where the topography and soils are conducive to

high yields of small grains.

Sherman County. ShermanCounty is the smallest of the five

counties, but has the highest proportion of land in farms. The acre-

age of croplandis relatively large, and there is littleland available

for grazing. The cattle enterprises are usually small due to lack of

summer grazing. More landis operated by tenants than iS operated

by owners in this county, and the number of fufl tenants exceeds the

number of owners or part-owners.

Gilliam County. Gilliam County has a fairly well distributed

livestock and farming industry. The noncroplandis widely distributed

and most farms have a reasonably substantial cattle enterprise. The

average acres per farm is about 3900, of which 1300 are reported as

cropland. The wheat yields for the county as a whole are fairly low.



Morrow County. Morrow County is large in land area, but has

a relatively small percentage of land in farms. A military reserva

tion in the north part and a national forest in the south account for

most of the public ownership. The land inwheat production is pri.-

manly in the central sector of the county where production is stable

and yields are relatively high. in the northern, eastern, and southern

sections, livestock grazing is about the only land use. The wheat

farmers typically have very few cattle in this county.

Umatilla County. Umatilla County is the largest and most di

versified of the five counties due to higher rainfall and irrigation in

the eastern part. The wheat producing area is situated primarily in

the central part of the northern half of the county. Since large sec-

tions in the southern and eastern part of the county are in national

forests, less than three-fourths of the land area is in farms. The

total wheat acreage, however, is the largest of any county inthe

Basin.

As indIcated above, the Columbia Basin is primarily a wheat

and livestock area, with the diverted wheat acreage typically being

planted to barley. The livestock ranches are usually the largest in

total acres, but they typically have very little cropland. Many of the

wheat farmers do, however, keep from ten to thirty cows to help



control weeds on their summerfallow land and to feed on the grassy

waste or nontillable land they may have in the grain fields The

small herds on many of the wheat farms are purely a supplemental

enterprise to market the grass that maybe available. The farmers

pay very little attention to the smaller herds,.

METHOD OF STUDY

7

Past research in the Columbia Basin and other areas (9, 10, 88,

39, 62, 67) indicates that about 1600 acres of cropland is optimum for

the wheat-summerfallow fami.lyfarm. One man can adequately carry

out the necessary work program for the year, with the exception of

harvest when two truck drivers are usually hired. The farmer does

practically all of his own work, and is essentially fully employed. He

has very little time for doing custom work for other people or for

other off-farm work. With good management practices, he can make

a reasonably good living and pay most of his expenses without credit

unless he is in the process of buying land and/or major equipment

such as trucks, tractors, or combines.

For purposes of this study, the wheat-fallow farms in the

Columbia Basin using moldboard field operations were selected.

There is an increasing amount of stubble-mulch farming in the area

now (88, p 4) but the moldboard operation is felt to be most typical

of the Basin as a whole, The sequence of field operations on these
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farms is described in Chapter V, page 64. This timing and sequence

is typical, but varies somewhat depending on whether the farm is

closer to the foothills or out on the flatst.

Only farms smaller thanthe indicated optimum size were stu-

died. The upper limit on cropland was set at 1200 acres. The farms

were then stratified according to acres of cropland controlled (owned

and/or rented). The major strata were: (1) 240 to 560 acres, (2)

561 to 880 acres, and (3) 881 to 1200 acres. Throughout the remain-

der of this paper, the strata will be referred to by number one, two,

or three. Within each of these major stratum half of the farmers

contacted had a supplemental livestock enterprise. The farmers in-

terviewed were all full-time farmers speciallizing in small grain pro-

duction.

The homogeneity of the Columbia Basin farming plus the fact

that the sample was limited to specialized moldboard wheat-summer-P

fallow farms permitted the analysis to be made with a total sample of

30 farmers. There were eight interviews in stratum one (240* 560

acres), 12 interviews in stratum two(561-880 acres) and ten inter-

views in stratum three (881-1200 acres). (Table 1) Half of the farm-

ers interviewed in each stratum had a small herd of beef cows as a

supplemental enterprise.



Table 1. Composition of the Sample.

Number of Farmers Interviewed

9

The attitude information, to have been fully analyzed, would

have required a much larger sample. But, because it was a secondary

objective and somewhat exploratory, the attitude data were gathered

from the same sample as the physical data. Because of the relatively

small attitude sample, the data collected is presented in descriptive

form only.

The data concerning credit availability from lending agencies

were obtained from seven of the major lenders in the Columbia Basin

by personal interviews plus mailed questionnaires to others. The

person contacted in each lending agency was the farm loan supervisor

and/or the agricultural field representative. They were all very well

acquainted with their particular organizationt s farm loan policy and

practices, andwihingly gave the necessary information.

The population of farmers from which the sample was drawn

was obtained frorn.the records of the Agricultural Stabilization and

Conservation Agency. After discussing the required sample size with

the experiment station statistician and two sociologists, the necessary

Strata With Cattle Without Cattle Total

I. 240-560 Cropland Acres 4 4 8
II. 561-880 Cropland Acres 6 6 12

III. 881-1200 Cropland Acres 5 5 10
Totals 15 15 30
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sample was selected at random from the list of farms. Once selected,

the farms were checked to make sure they "fit" the requirements of

the particular stratum. If a farm did not meet the requirements pro-

perly, it was discarded andanother was drawn at random to replace it.

The farmers were all contacted personally and the data were

collected primarily through the use of a prepared field schedule.

Additional time, however, was spent in nondirective interviewing each

respondent when the field schedule was completed.

Data necessary to provide the input-output information required

for budgeting, and sufficient financial data to establish the farmers'

credit worthiness and the amount of credit that would be available to

them under existing lending policies were obtained. In addition, in-

formation was collected concerning farmers and lenders attitudes

towards various aspects of credit and its use.

Physical Data. The physical input-output data were first used

to establish representative budgets for each stratum of farms as they

now exist. The income producing ability of the farms under existing

conditions of quantity and quality of resources controlled was deter-

mined from these budgets. Then, the farms' income producing ability

was analyzedassuming that there had been a change in total resources

and! or the resource combination by the introduction of programmed

adjustments through the use of credit. The productivity of the bor-

rowed capital was determined by comparing the results of the two
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analys es.

The credit required to expand the representative farms to an

optimum level was determined from the budgets. The amount avail-

able to them was determined by interviewing lenders in the vicinity,

and through a comparison of the two factors the likelihood of the

farmer being able to make the programmed adjustments was estab-

lished.

The prices and costs usedin the budgeting were drawn from

many sources (17, 18, 26, 29, 50). The figures used (Appendix)

were a result of consideration of average prices and costs in the past

and a projection of probable future changes.

An attempt was made to use the figures that would most accu-

rately portray the most likely situation over a period of years. The

costs used are not "averages". It is believed the budgets are neither

too liberal nor too conservative, but as close to reality as possible.

It must be realized, however, that budgets have some disadvantages

even though they are a very valuable tool for analysis of this type.

They are a form of static analysis, and cannot adequately introduce

periodic changes in operation or costs and prices. But, for purposes

o1 this study, the budgeting technique is judged to be adequate.

Attitude Data. The attitudinal information was tabulated and is

presented in "desci'iptive" form. The purpose of this section of the

study is to describe what the attitudes of farmers and lenders are,
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not to explain why they have a particular attitude. The latter would

be. valuable to know, but is beyond the training and capabilities of one

not well trained in psychology and sociology. Although the sample

was not large enough to satisfactorily make use of detailed statistics

in the presentation of the attitude data, it can be said that the aver-

ages and percentages quoted in describing the farmers' response is

an approximation of the attitude of the area's specialized wheat-

fallow farm population.

On the basis of the above described analysis, an evaluation will

be made concerning: (1) the possible adjustments in resource com-

binations controlled by farmers; (2) the productivity or profitableness

of the additional capital in the form of credit required to make the

adjustments; (3) the necessary changes in lenders' policies and terms,

if required; and (4) the necessary attitudinal changes by both farmers

and lenders so that borrowed capital maybe used more effectively in

making farm adjustments.



CHAPTER II

FARM ADJUSTMENT ALTERNATIVES
IN THE STUDY AREA

The Columbia Basin agriculture is quite homogeneous. It is

composed primarily of wheat summerfallow farms, livestock

ranches, and combinations of the two. Consequently, most farmers

in the area are confronted with the same basic problems and ad

justment alternatives. They are exposed to the same economic

risks and incertainties, and have similar opportunitites to increase

their yearly farm income.

Although many farmers in the Columbia Basin have adjusted

with the changing demands of the existing economic and social envi-

ronment, many have not. There are a large number of farmers in

the Basin that are operating units that are too small; using machinery

that is too old and/or inefficient; using adequate machinery far below

its capacity; and following management practices that foster zero or

negative economic returns. For these farmers, the futureis very

dim unless they soon make some adjustments in the quantity and/or

quality of resources they control. There are several promising al-

ternatives that the farmers on less-than-optimum units could con-

sider. These opportunitites might allow them to more efficiently make

use of their own and family labor, their machinery and equipment, and

13
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other facilities- - and hence increase the money available to provide

their families with a more adequate living.

THE OFF-FARM WORK ALTERNATIVE

One of the most limited alternatives open to the farmers in

the Basin is off-farm work, in town and/or for their neighbors. A

few of the farmers on smaller units help their larger neighbors with

various jobs, but usually the critical work periods for both of them

areat the same time. This prevents earning much income from this

type of off-farm labor. There is some opportunity to do custom

farming,, but it. is quite limited.

There are few opportunities for work in the towns of the area.

With the exception of The Dalles and Pendleton, most of the towns are

smalland serve primarily the rural communities, with few jobs

open to even those with special skills. And even if therewere jobs

available, it is doubtful if the farmers would take them. Many of the

smaller farmers have indicated that they would live, work, and be

happy on the farm for half what they could earn if they had a good job

in town.

LAND USE ALTERNATIVES ON EXISTING FARM UNITS

There are three primary adjustments with varying possibilities

for success that would allow the Columbia Basin farmers to use the
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land they now control more intensively: (1) increased fertilizer

application, (2) other crops and/or rotations, and (3) introduction

and/or expansion of a livestock enterprise.

The use of more fertilizer in hopes of increasing yields and

hence incomes, does not show too much promise for most of the

Columbia Basin wheat farmers. According to this survey and others

conducted in the area in recent years (3, 50, 51, 60, 75, 86), the

farmers are applying an.average of 40 to 45 pounds of actual Nitrogen

per acre to their wheat crops. This has been found to be generally

about optimum for the soils and rainfall in the area (Figures 2, 3).

The soils generally furnish an adequate supply of the other plant

nutrients. However, for the individual farmer, a soil test might in-

dicate that the application of more and/or different fertilizers would

be profitable. The optimum level of application varies widely among

soil types and rainfallievels (Figures 4, 5, and Table 2). Thus,

averages do not adequately provide a basis for a profit-loss deci-

sion on this alternative for any particular farm.
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(Oregon State Agricultural Experiment Station. Circular of Information
583. October 1957. p. 8)

Figure 2. Average Wheat Yields for Winter Wheat After Fallow,
Columbia Basi n, Oregon
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Figure 3. Estimated Increased Profits from Nitrogen Application
to Winter Wheat After Fallow, Columbia Basin, Oregon
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(Oregon State University. Extension Bulletin 8O6 October 1962. page 5)

Figure 5. Approximate Average Annual Precipitation, Columbia Basin, Oregon
(inches per year)



(Oregon Agricultural Experiment Station. Circular of Information
607. June 1961. page 7)

Rotations other than wheat- summe rfallow have been tried in the

area,, but with very little success (24). The rainfall patternand soils

over most of the area are such that the probability of successwith

any cropping program different from that now practiced would be very

small. The summerfaflow-winter wheat rotation with barley on the

diverted acres is indicated to be the most economic rotation for the

Basin grain farmers.

In specific areas, however, where the rainfall is more adequate

(Figure 5), there are some alternatives that may prove to be profitable

for those willing and able to try them. In a study condu.ctedin

Uma.tilla County (98, p. 1) it was estimated that from four to eight

tons of sugar beets, table beets, Swiss chard, spinach, or mustard

greens could be produced inthehigher rainfallareas on soils such as

those around Pendleton- -without supplemental irrigation. There has

been some success in the same areawith sweet corn, and carrots

20

Table 2. Average Application of Nitrogen Fertilizer Required to
Obtain Maximum Average Yields on Four Major Soil Types,
Columbia Basin, Oregon.

Pounds N Reqd for
Soil Types Max. Ave. Yields

Maximum Average
Yields (bu. /acre)

Walla Walla 45 41. 8
Ritzeville 40 29. 1
Condon 30 38.7
Morrow 45 31.5

All Four:Soils 40 37. 0
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have beenfound to bewell adaptedin the fourteen to seventeen inch

rainfall areas. Preliminary results show the quality of ttsummer_

fallow" carrotsto be superior in sugar content and total soluble sol-

ids, and equal in color and texture tothe irrigated carrots:in the

same area. The carrot harvest could be spread out over a long

seasonbecause there isnodeteriorationafter maturity. Field corn

grown on summer-fallow lan.d in the fourteen to sixteen inch rainfall

belt would be well adapted if used as a livestock feed. However,

early fall frosts may kill it before maturity.

Sugarbeets is another possiblealternative in some locations.

(98, p. 5). On smnmerfallow represented by the Pendleton area,

yields of about nine tons per acre can be expected. They would he

adapted in the areas having fourteen i nch rainfall and above when

grown after summerfallow, and possibly in annual cropping in .the

higher rainfall, areas. Preliminary studies indicate that the sugar

content of beets grown under dry lan.d conditions is much higher than

under irrigation.

Alfalfa in rotation with other crops is one of the most promis-

ing new developments in the intermediate and higher rainfall areas

of the Columbia Basin (98, p. 6). With the newer varieties and im-

proved methods of management, satisfactory yields can be obtained

in the areas with 13 inches or more annual rainfall. Alfalfa is one of

the few crops that can be grown in thearea to both increase soil
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productivity and control and/or help prevent erosion.

The crops mentioned above are possible alternatives open to

farmers in selected areas of the Basin, and might be economic alter-

native on. some of the acres that would be diverted from wheat due to

government programs; but or the Basin as a whole, they have very

little to offer. The wheat, barley, and summerfailow combination

now in use is much more profitable for most of the area.

THE LIVESTOCK ALTERNATIVE

The growing of feeder cattle on ranches is the most important

phase of the cattle industry in Oregon, but in the past few years the

increased feed grain production and expanding beef markets in the

West have led to an increase in number of slaughter animals market-

ed (6, p. 1).

Cattle feeding is essentially the only cattle enterprise open to

those farmers who have little or no available grazing. It can be es-

pecially profitable when fixed costs, such as fencing, feed bun1cs and

equipment can be spread over a large number of cattle. Low average

returns over time and the risk of frequent losses may discourage

many farmers; but purchased feeders have a definite place on those

wheat-fallow farms with available capital, a good manager, and

limited alternative uses of equipment and especially the farmer6s labor

during certain seasons of the year.
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The cattle feeding enterprise is quite complex, and its success

depends on a number of factors. There are many decisions to be

made in regard to a cattle enterprise such as: (1) whether to feed to

slaughter grades, (2) what feeding system best fits the farm organi-

zation and complement of resources controlled, (3) what kind of cattle

to feed, (4) what facilities are needed for the enterprise, (5) what

prices to pay for cattle and feeds, (6) what and how much to feed,

(7) how long to feed and when to market, (8) whether to raise and/or

buy the feeders, (9) whether to make the enterprise supplementary or

competitive in nature, and so on.

The economic factors conducive to cattle feeding in Oregon are:

(1) low cost forage in relation to cattle prices, (Z) a favorable feeder

cattle-slaughter cattle price relationship, and (3) farm production

systems which cattle feeding fit into well, Most of the cattle fed in

the Basin area are in the location close to the low cost roughage

sources, but low cost roughage alone is insufficient as a factor in the

enterprise expansion decision. The increased feed grain production

and availability of livestock from local cow-calf ranches in the Basin

brightens the prospect for expanded dry-lot cattle feeding.

ADJUSTMENT OF ACRES DF CROPLAND CONTROLLED

Probably the most realistic and economic alternative open to a

farmer with less-than-optimum resources in the Basin area is to
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expand the number of acres of cropland he controls. This could be

accomplished by either renting and/or buying more land. There are

two major limitations to this course of action: (1) availability of land

for either renting or buying and (2) the financing required to purchase

it. The land in the area turns over very slowly, and usually the

movement is from generation to generation.within a family. But,

occasionally there is land available to rent and/or buy. Many of the

operators on smaller farms have enough machinery and equipment to

about double the land they farm without expanding their machinery

complement,

As in most parts of the nation today, the land prices are greatly

inflated. This places an extra burden on the farmer when he tries to

pay for another piece of farm ground because the prices tend to be

above the level that productivity would warrant. Much of this is due

to the farmers on large units in the area being willing to pay a premi-

um for the ground in order to increase their volume of production.

Purchases by businessmen for tax purposes also push up the area land

prices. The smaller farmers could, however, acquire some of the

ground if the required financing were available.

It has been pointed out in the previous material that there are

opportunities to increase incomes on the smaller farms in the Colum-

bia Basin, but most of the opportunities are quite limited and would
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re:quirea substantial amomt of credit and taking on an appreciable

degree of risk. Thealternatives assumed to be most possible- and

economically feasible are: (1) rent more farmland, (2) buy more

farmland, and (3) introduce and/or expand a livestock feeding enter

prise. These are the alternatives that wiilbe consideredinthis

study.



CHAPTER III

FINANCING AGRICULTURAL ADJUSTMENTS

The financing of agricultural adjustments -is a very vital prob-

lem. The: need for adequate financing adapted to the peculiar charac-

teristics of agricu].ture is recognizedby many writers (2, 5-, 28, 30,

40, 79). The amount of capital controlled and.the financing -arrange-

--ments become the keystone in the strength of all industry, including

agriculture. There-are other essential elements for success, such

as workers with competence -and "know-how", modern business or-

ganization, management and methods, and -a substantial accumulation

of research results and technology. The list should also include good

markets and marketing. These -resources are all essential; but to

-use-them economicaUy there -must be enough "proper" capital avail-

-able to "put the-show on the road."

FARMERS' CREDIT NEEDS

The farmer has cr-edit needs-that are in many, ways quite differ-

ent from any other industry (61, 79). His -needs are -usually, seasonal,

and he -needs large -amounts--of operating funds-at certain periods

-during -the - ye-ar. Even -the - farmers -with -ad-equ:ate --capit1 - of th-eir - own

often-find it-more- profitable -to borrow for -a-short time than to use

26
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their own funds. Consequently, thevolume of farm loans outstanding

by some credit agencies tends to fluctuate violently. For this reason,

it has been argued, such business does not fit well where the -credit

agency is dependent upon deposit fimds. This may be one of the major

reasons 'banks have -been hesitant in entering some phases of farm

lending.

The length of the-growing period for crops and the maturing

time for livestock dictate -the-time period for-which agricultural oper-

atingloans -must be-made:. This -is 'usually longer than -the period for

:which many loans 'are-- made to other -industry and commerce. Unless

the loans to Basin farmer-s are-made for the period required by the

biological characteristics -of-agriculture, the risk of foreclosure-and

loss -to farmers in financial distress makes the risk -so great that

most farmer-s cannot afford to -use -borrowed funds to -make required

adjustments -in their farm businesses.

It is- recognized that today's farmer-is:not the same personas

existed-in the prewar years (9-0, 106). (Table 3) Today's-farmer in

the-Columbia Basin sits at a desk much of the time, just as any other

businessmen. He is -no-longer -just a farmer---he is -a business-- mana-

-ger, - and is faced -with the same decisions as the manager of any other

business firm. He now must look -at his- farm as a total operation,

not a collection of separate operations. He must analyze his entire

-capacity in terms of production, processing, handling, mechanization,



(Agricultural Banker 3:19. June 1961.)
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Table 3. Comparison of Prewar and Present Commercial Farmers

Controls large scale capi-
tal assets.
Uses large amounts of
credit.
Has not had to "tighten
his belt.
Is more adequately insured.
Is a good record keeper
and manager.
Is more particular about
legal arrangements.
Remains a good "horse
trader".
Is heavily involved in cash
outlays.
Still dislikes the middleman
Takes fewer chances.
Shares business decisions
with Mrs. Smith.
Is responsive to practical
psychology.
Remains honest and
cooperative.

John Smith, 1940 Bill Smith, Today

L Accumulated physical goods. 1.
z. Was a reluctant, but opti-

mistic borrower.. 2.
Borrowed in several places.
Was willing to tighten his 3.
belt.
Was inadequate1y insured. 4.
Was a poor record keeper. 5.
Was not particular about
legal arrangements 6.
Was a good "horse trader".
Wa.s conservative in cash 7.
outlays.
Disijkedthe middleman. 8.

11.. Was willing to take a chance.
Was a good sharer of business 9.
information. 10.
Was responsive to practica.l 11.
psychology.
Brooded over suspected 12..

injustices.
Wa.s honest and cooperative. 13.
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livestock efficiency, and so on. The farmer must maintain the pro-

per balance among all these factors, including invested capital. If

he fails to maintain the proper relationwithin any one of these areas

because-of a poor investment decision, this will become the limiting

factorin realizing the highest possible return on his total investment.

Because the ttnewtl farmer is quite different from the traditional

farmer, the world of finance must Ifawaken!l if they are to adequately

meet the credit needs of farmers adjusting to changed conditions such

as those on the wheat-aimmerfallow farms in the Basin area. The

-lenders will have to become-a source of counsel and planning assis-

tance besides a source of credit. The farmer and the- lender must

begin .towork much closer.

Thisis going to require-more and better bookkeeping, better

records, better history and better information.. Lenders will have to

help le s s-than-optimum farmers obtain up- to-date information on all

aspects of the farm business, and the farmers mus,t use and follow

better long range financial planning if they expect to successfully ad

just to -a more economic scale. Borr-owers who are able to give the

lenders a systematic and economically feasible plan for using credit

to increase their net worthwil be far ahead of those-who can not.

The-spur-of-the--moment borrower will be-out of:luck -and leftbehixd.

The short term, separate loans for separate purposes must-be-for-

gotten. - The farmers -are--no longer-able-to repay in short periods the
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money used for long run purposes. And for the farmer on small units

the watchword will be--"grow, be more efficient or get out. H They

will have one other alternative--be satisfied with much less than they

have now.

FINANCING FARM SALES.

The high cost of cropland in the Columbia Basin makes it pro-

hibitive for most farmers on small units to purchase land without

borrowing a large portion of the sale price. Two-thirds of the nation's

farm transfers involve the use of credit (31, 33) (Table 4). Of those

sales involving credit, an average of about 65 percent of the sale

price is borrowed. Fifty one percent of the credit purchases in 1961

were financed by individuals--.42 percent by the sellers and nine per-

cent by other individuals (31) (Table 5). Individuals thus make up the

most important single source of credit for farm purchases. In these

cases, the credit involved averaged more than 70 percent of the sale

price (Table 5).

In the same period, the Federal Land Banks financed ten per-

cent of the nation's credit sales, insurance companies 14 percent,

and commercial banks 18 percent (33, p. 12). The credit extended

by these agencies has averaged 55 percent of the sales value. Mis-

cellaneous lenders account for the remaining nine percent of the cre-

dit purchases of farm land.



Table 4. Credit-Financed Farm Sales, by Regions, U. S. A. (1958-1961)

Farm Production Percentage of all Sales Credit-Financed
Regions

1958 1959 1960 1961
To

Northeast 70 72 71 76

Lake States 78 77 77 78

Corn Belt 71 68 71 68

Northern Plains 58 59 60 60

Appalachians 53 55 53 49

Southeast 57 59 65 64

Delta States 66 64 65 61

SouthernPlains 67 63 60 61

Mountain 76 73 74 79

Pacific 77 77 74 78

48 States 67 67 67 67

(Agricultural Banker 4:13. July 1962)



Table 5. Lender1s Share of Farm Purchase Financing, U.S.A. (1958-1961)

(Agricultural Banker 4:13. July 1962)

Source of Credit
Percentage of

Credit- financed Purchases
1958 1959 1960 1961

Credit as Percentage
of Purchase Price

1958 1959 1960 1961
%

Sellers (individuals) 43 43 42 4.2 71 71 71 73

Commercial Banks 17 18 14 14 56 59 58 57

Insurance Companies 15 14 16 15 54 54 55 60

Federal Land Banks 9 10 11 11 50 55 55 56

.Individuals (not sellers) 7 6 8 9 65 61 59 65

Two or More Lenders 2 2 2 2 70 63 74 67

Other Sources 7 7 7 7 70 73 71 67

Total or Average 100 100 100 100 64 64 65 67



Lenders Percent of Sales Financed
%

Seller (individuals) 65
Commercial Banks 10
Federal Land Banks 9
Insurance Companies and

Unclassified Lenders 16
Total 100

(Agricultural Banker 3:13-14. October 1961)

The leading credit collateral instrument used in land transfers

today is the farm mortgage, but the land contract is increasingly be-

coming more important in the Columbia Basin as in other areas.

More than one-fourth of the nation's farmland is currently being pur-

chased on a land contract. Its use has doubled since 19.50, and.in the

West over 40 percent ofthe credit purchases are on a contract basis.

Tax considerations on the part of the seller and. the inability to make

high down payments on the part of the buyer have been. the main . .

33

In that section of Oregon including the Columbia Basin, the

s eli e r fin an c e s about 65 percent of farm sales, commercial

banks finance ten percent, and the Federal Land Bank finances nine

percent (Table 6). The remaining l6 percent of farm. sales in .the

Basin are financed by. insurance companies and unclassified lenders

(33, p. 13).

Table .6. Relative Importance of Credit Sources for Farm Purchases
in the Columbia Basin .and Surrounding Area, 1959.
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factors encouraging the useof the contract sale.

The needs 'for -farm sale financing are immense, and especially

difficult for the small or beginning farmers to satisfy. This is

pretty well summed up in the August 1961. issue of the Agricultural

Banker where the following statement by a- Washington banker appears.

"It.. . means that we must be -in -a position to extend high
ratio loans to deserving people who wish to establish
themselves -on economically sized farm units but who,
through no fault of their own, have not had the -opportunity
to accumulate sufficient equity money to purchase -on- a
conventional basis. We believe it to be of the greatest
importance that we encourage our young farm people to
avail themselves of the very best in agricultural
schooling and then give them a reasonable opportunity
to establish themselveson their -o units. If we fail
to do this we will see an even more rapid erosion of
the-farming communities and the consolidation of former
"family" units into large corporate concerns. Far too
many of our young farm people are leaving the farm
because ofan -apparent lack of opportunity and we are
thus opening the- way for more and more corporate
farming. To us:this is repungent as it tends to elimi-
nate one of the most traditionally important and honorable
segments of the American -way - of life- - our farm familie&'
(34, p. 28).

One factor that may pr-event the -youngIe-r -farmers. in .the Basin

area from purchasing more land--b'ec-ause it eats upwhat profits they

do have--but-yet may be th-e primary.incentive -to buy more-land is the

- farm families standard of living. In -a report on a recent survey deal-

ing with this matter, it was found that the- "... striking and significant

fact is that-today's modern farmer quite frequently first seeks-a de-

sirable -level of family living. Young farmers -and their families 'are
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not willing to sacrifice -countless years of hard work and substandard

living during their early years" (1., p. 9).

The lenders may feeL that because of.the intense desire for a

higher standard of living, the-young :farmer on a small farm unit:may

not: be willing to make the sacrifices necessary to repay -a loan.. But,

on the other hand, that desire maybe the incentivenecessary to in-

spire use of credit andmake regular repayments. This wouldbe the

faster way to make financial progress in most cases, and hence

achievement of the higher standard of living would come sooner.

FINANCING THE CATTLE FEEDING ENTERPRISE

Historically, the availability of credit to finance a livestock

enterprise -has been quite limited. The primary reasons for this lack

of funds has been: (1) farmers having had no previous experience with

livestock or:cattle feeding, (2) unstable tenurearrangements, (3) too

low a net worth ratio to secure-an adequate loan, and (4) not producing

enough of their own feed supply (76, p. 18-19). The credit agencies

have typicailywaited until thefarmers have- "proven" themselves be-

fore extending credit, but there is ::"dependable credit available for

dependable farmers.t!

A farmer without feeding experience generally can get financing

to start a small feeder enterprise if he-has:a good production record

in general farming. The lenders:liketo start farmers out small and
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grow with them as they gain experience. The local. banks have

tended to be more conservative in lending on cattle -operations than

-have -be-en other agencies serving farmers. They usually only lend to

those farmers who are growing a major portion of their hay-and

grainand who have -had some experience -with livestock.

Cattle -feeder loans are regarded by many lenders as the-most

desirable of:all agricultural loans (82, p. 7). The cattle increase in

value, they provide the income for loan repayment-when s old. and the

turnover is relatively rapid. These loans :are sound:and involve

short-term credit of a self-liquidating nature. Because of thesefac-

tors, the competition for feeder loans is very intense in -many farm-

-ing areas.

The availability -of credit should not be -a limitation for sound

expansion programs (82, p. 7). There is enough credit available

thrQugh commercial banks, production credit associations, and other

source-s so that expansion--if ontheriglit basis-- should not be-re-

- tarded.

The financing of cattle feeding facilities is the most difficult,

compared to expansion of numbers of cattle o-r increased amounts of

feed, operating, and overhead expenses. Too often, many farmers

u-se their credit base for investment-in feed bunks, fences, storage,

and equipment without giving due -consideration tohow they will

finance -the -cattle -to use the-facilities. Farmers with good skills -in
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buying, feeding, and selling can get bywith a very moderate invest

ment in facilities. (82, p. 6).

RECOMMENDATIONS TO LENDERS

The need for -a change in the policy of many lenders concerning

agricultural credit is evident in much of the current. literature(l, 28,

3.0, 61). It isfelt that more -emphasis must:beplacedon the borrow-

era' proven ability to use money to make -money and less on physical

collateral. The managerial ability must be come more important than

the real estate in evaluating a farm loan application, especially onthe

smaller farms. The farmer, regardless of the size of his farm unit,

who lacks financial abilities will find that there is no credit available

to him; and thus the larger and more capable farmers will absorb the

smaller, less efficient farmers.

Many lenders are going to be-forced to take a new look -at their

terms and policies if they are going to successfully compete for the

credit"pi.lr-chases" of farmers -adjusting to a changed economic en-

vironmen.t. They are going to have to take a very positive attitude

-towards agricultural lending, develop and promote programs that

consider both the-farmer and related businesses, strengthen their

own capital positionssoas: to make the larger loans now required by

farmers, and by far the-most important, they must streamlin-e and

tailor farm loan programs to:meet farmerst specific needs (28, p. 18).
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The latter is typically best done by using the credit line, where

borrowed fund.sare made available to the farmer as he needs :them,

and he pays interest only forthe time he uses a specific amount.

The lenders making farm loans to operators on the less-than-

optimum units will need to be not only. specialized in'.lending know-

ledge - but in knowledge nd understanding of agriculture and its prob-

lems. The.farmer must be able to think of:his lender as an expert

in farm financial, management. The lender must genuinely, have the

farmer's:interestsat heart.in order to.best serve him. A Tennessee

banker puts it this way: "Ifwe are to serve agriculture and agricul-

tural business properly, we must have men properly trained to serve

these needs. Thisdoe.snot mean, however, that the man should fill

the tcounty agent concept't' (72, p. 26).

There are many ways that:lenders can help theadjusting far:-

mers ,in the Columbia Basin oth-er than.actuafly.loaning ',him money.

(4.1, 92,28,73, .85). One of the mainways "is to emphasize."records

and help, the farmer set up a' good record program--show him how to

ke'ep 'them and how to be's't us'e them. They can help' the farmers con-

-sider 'and make certain their total credit needs :early.in the year and

see.'that they 'develop a sound operational plan to use 'and repay, the

loans granted. The lenders must operate on.thebas:is that farming

"is -a business, and make suggestions and give 'encouragement based

on. potential profits and loss. And, of.great importance, .the'lender



39

must know farming well enough to be -able to suggest possible changes

that-would increase -the profitable-use of the borrowed capital.
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CHAPTER IV

REVIEW OF LITERATURE

MARGINAL PRODUCTIVITY OF FARMINVESTMENTS

There are-many problems involvedwith the determination of

the- marginal value of an additional resource or resource combination

on an existing farm unit. Itis difficult to know what the-appropriate

money values are for various resources involved in-a production sys-

tern, what input--output r-atios -are- best suite-d to-a -particular -situation,

and how to place -a price on intangible- resources such -a-s -the -mana-

-gerial ability -of the-farm operator. And the particular relationship

of the variables involved is often very elusive The first section of

this chapter will- Indicate some of the methods now used successfully

-to determine -the marginal productivity -of farm investments ---and--show

what other researcbes have- determined us---ing-thes-e--methods. The

second-andthird sec-tioxs of the chapter-will rev-jew farmers' and

lenderst attitude-s toward- use-s of- credit. -

Dr. William Brown of Oregon State University in a publication

(25) concerning returns-to investments discusses Three primary

methods for evaluating resource -marginal productivity: (1) residual

imputational procedures, (2) multiple regression analysis, and (3)

linear programming.. All three -methods -are -used-in--working -with -the
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problem of resource valuation--ofallocatin.g or imputing the total

product forthcoming ma production process or processes to each

resource involved the rein.

The residual imputational procedures involve imputing a. total

physical product or value product to one of the several resources

used ma production process. This is done at two or more levels of

input of that particular resource by accounting or budgeting proce-

-dures. Then the increase -or decrease in total returns can be attri-

buted to the addition of the resource in question. There are particu-

iar problems inherent in this method especially in putting -a value on

certain resources for which there is:no established market price,

such-as management and unpaid family labor.

Multiple regression analysis yieldS the elasticities of the- vari-

ous resources utilized in the production process These elasticities

are then used to calculate the- marginal productivity of those resources

used. The usual procedure involved with using this method is to

aggregate the products into a single dependent variableexpressed in

money, and the inputs are aggregated:into different independent vari-

ables.

Several research workers-have pointed out some- serious dis-

advantages andproblems in using this method. It seems that this

procedure- has verylimited usefulness in many situations. James S.

Plaxico of Oklahoma A andM College, in a -Journal of Farm
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Economics article (75), indicates that the aggregation of products into

a single dependent variable and the aggregation of inputs into different

independent variables may affect: the value and reliability of the

e stimated paramete rs. He also questions the usefulness of Cobb-

Douglas (equations of the form Y = aX X X ...) estimates as

guides for intra-farm and policy decisions. One of the primary ob-

jections to the Cobb-Douglas function is its inability to reflect suc-

cesive areas of increasing, decreasing, and negative returns, as

elasticity of production is assumed to be constant over the entire

range of inputs.

Linear programming is a formalized method of budgeting.

contrast to the residual. imputation.in which all but one of the re-

sources must already be valued to obtain a solution, linear pro-

gramming-- and multiple regres sion analysis- -permits the rewards

to each factor to be determined simultaneously. Itis used in situa-

tions wherein the production process can be broken down into a series

of)'straight-line" relationships. The task is then oneof comparing

the single input- output ratio for one method or practice with the com-

parable ratio for a different technique. Thetwo ratios can then be

compared with the factor-commodity price ratio and the most ad-

vantageous procedure can be applied.

Farms are admirably (42) adapted to this hlprocessanalysisu

but onemustnot confuse the-linear steps with the non-linear
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relationships which relate to technical units or large scale operation.

The curvilinear relations can, however, be approximated by isolating

various curve segments and assuming each segment to be linear.

The assumptions underlying farm budgeting are definitely of linear

relationships or discontinuous segments. Both of these assumptions

have very similar implications. While budgeting is flexible in that

the subjective elements of management can be considered, similar

judgements can be incorporated into the linear programming model

(25).

Mr. Fred B. Saunders of the Georgia Agricultural Experiment

Station used the Cobb-Douglas type function in analysing resource

productivity on Georgia farms (82). He first determined a function

for all types of farms, and then for each type of farm. The functions

were then used to estimate the marginal productivity of resources for

different capital levels and structures.

Mr. Saunders found that a four variable equation (real estate,

productive livestock, machinery and equipment, and cash operating

expenses) accounted for 80 percent of the income variation on Georgia

farms. The addition of two more variables to the equation-- acres of

open land operated and man-work units of labor- - did not account for

any additional variation. Consequently, the four variable equation

was used in his analysis.

The exponents for the specific resources included in the
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production function are the elasticity of production coefficients corres-

ponding to each resource. Each coefficient is an indication of the

percentage increase in gross farm income associatedwith a 1.0 per-

cent increase inthe quantity of the resource used. The results indi-

cate that a 1. 0 percent increase in real estate investment would bring

a 0.08 percent increase in gross income; a 1.0 percent increase in

productive livestock would result in a 0. 07 percent gross income in-

crease; a 1. 0 percent machinery increase results in 0. 09 gross in-

come increase; and, a 1.0 percent increase in cash operating expense

results in a 0. 70 percent increase in gross farm income. The elas-

ticity of production coefficients for each of the four capital resources

were statistically significant at the one percent level, that is, coeffi-

cients this large would not result by chance more than one time out

of a hundred.

The marginal productivity of capital invested in farm real es-

tate was found to exceed five cents per dollar invested on dairy, gen-

eral, and hog farms. The marginal returns to real estate at the usual

investment levels are generally less than the costs involved with

another dollar invested in real estate. This indicates an over-

investment in real estate relative to other capital investments and/or

less-than-optimum utilization of other resources involved.

The marginal productivity of productive livestock at the usual

1eve1s of investment exceededa return of 15 cents per dollar invested..
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The results indicated that considerable additional investment in live-

stock would be profitable- - either in quantity or quality of animals.

The marginal productivity of machinery and equipment invest-

ment was found to be about 21 cents per invested dollar. The results

indicate that additional machinery investment, especially on general

farms, would be profitable.

The marginal productivity of cash operating expenses was be-

tween $1. 00 and $1. 10 on most farms. Further operating capital in-

vestment was found to be profitable in many situations. The reasons

the investment in operating capitaiwas not pushed closer to the break

even point are judged to be capital limitation and/or high aversion to

the risk involved.

Wirth and Nielson (103) of Michigan State University have also

used a Cobb-Douglas function to estimate returns to various invest-

ment resources. They, too, used only four factors in their equation:

(1) man-months of labor,. (2) productive cash expenses, (3) tillable

acres, and (4) machinery investment. These are not the same fac-

tors as considered by Saunders (82). Wirth and Nielson found that on

cash crop farms the land input appeared to be in adjustment. The ex-

pansion of land investment did not seem profitable at its present mar-

ginal cost. The labor and productive cash expense inputs could have

been expanded profitably. The returns to labor and cash expense

substantially exceeded the costs involved. The farmers were
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relatively overinvested inniachinery with respect to their total comie

pli.ment of resources.

The results of the Michigan study (99) indicatedthe following:

Aneconomicfarmunit--one providing an acceptable family
income- -will require increasingly large amounts of capital
in the future.
Inflation has had a powerful impact on farmers. The
farmers leaving the farm will, in most situations, realize
deferredincomeas a result of capital gains on their farm
assets. The unrealized capital gains will accrue to those
remaining in farming in the form of increased net worth and
expansion of the credit base. The inflated asset value will,
however, work hardships on those farmers who want to
expand since net farm incomes (the major source of farm-
capital investment) have not kept pace with the rate at which
values of farm capital have inflated.
High farm capital values present very formidable barriers
to young people who wish to start farming. Those who
succeed in getting started farming will probably find it
necessary to rent land and invest in machinery and livestock.
An increasing number of farmersoñsmafl, inefficient units
will look to non-farm employment.
There will continue to be profitable investment opportunities
in agriculture, although the increasing unit costs will force
farmers to do more planning to determine the best alterna-
tives.

FARMERS' ATTITUDES CONCERNING CREPIT

Bohlenand Beal of Iowa State University point out that as the

farmerfaces decisions concerning the use of credit in making adjust-

ments on his farm, he is confronted with a significant degree of risk

and uncertainty. He has a general attitude towards risk acceptance

that will include the use of borrowed capital in his farm business op-

erations (16, p. 9). This attitude is very difficult to measure, and it
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is especially hard to hypothesize any casual relationships. However,

from the standpoint of action orientation certain cause and effect

relationships are often assumed. It frequently appears that changing

one variable brings about a change in another variable, and because

of this interaction of the variables involved and lack of adequate

means of control it is almost impossibleto determine the degree of

causality of any one of the variables. Even though this is the situa-

tion with which the researcher has to cope, there are a number of

significant relationships that have been established between variables.

Bohien and Beal have found the attitude toward scientific agri-

culture to correlate significantly with: (1) education, (2) farm size,

(3) extra-locality orientation, (4) categories of agricultural chemicals

used, (5) agricultural chemical expenditures, (6) expenditures for

fertilizer, (7) perceived importance of fertilizer to farm income,

(8) fertilizer knowledge, and (9) risk preference (16, p. 9). The

limited research done with these variables indicates that a number of

specific attitudes and actions can at least be partially predicted from

the above correlations.

According to recent surveys, (2, 13, 14, 16) primarily by

Bohien. and Beal, farmers in general have an aversion to risk, but

there is a definite problem when it comes to imputing causality to the

relationships between risk preference and credit use. Since certain

variables are significantly related and have predictive qualities, one
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might assume that he could hypothesize causal relationships. How-

ever, empirical cause and effect relationships have evaded the

researchers up to this point.

Risk preference has been found (16, p. 10) to correlate closely

with the size of the farm operation as measured by number of crop

acres, but to date the causality between these two variables has not

been established. Does the farmer have a larger number of acres

because he has been willing to accept more risk, or does the larger

equity in land provide him a better base upon which to accept more

risk? And then, too, the interaction of the two variables may be

such that neither is the causative agent. This same reasoning can

easily be applied to the strong significant relationship between gross

income and risk preference (16, p. 10).

There are significant relationships between risk preference and

other attitudinal variables (16, p. 10). Renters appear to have a

higher risk preference than either owners, or renter-owners. In

fact, owners have the least risk preference of the three. There is

also a significant positive relationship between risk preference and

farmers attitudes towards scientific agriculture, the use of fertilizer

and other chemicals, and the actual expenditures for each one.

The folLowingare excerpts from some recent surveys by Bohien

and Beal of Iowa State dealing with farmers and their risk preference

(13, 16).
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The tendency towards risk aversion can be seen. in the above

responses. The farmers tended to see themselves as taking fewer

risks than the average farmer, and felt that many farmers had for-

gotton 'thow to play it safe. The majority felt that there is a large

1. I regard myself as the kind of person who is willing to
take a few more risks than the average farmer.

Strongly Agree 5%
Agree 33%
Undecided 12%
Disagree 47%
Strongly Disagree 3%

2. A reliable criticism of many farmers these days is that
they have forgotten how to play it safe.

Strongly Agree 5%
Agree 50%
Undecided 12%
Disagree 31%
Strongly Disagree 2%

3. If a farmer is to get ahead in life he must be willing
to sometimes gamble on all or nothing.

Strongly Agree 6%
Agree 30%
Undecided 7%
Disagree 44%
Strongly, Disagree 13%

4. There is a large amount of risk or uncertainty that goes
along with the results of any new farming technique.

Strongly Agree 6%
Agree 64%
Undecided 7%
Disagree 22%
Strongly Disagree 1%
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amount of risk in using new technology and that farmers did not have

to gamble on all or nothing. In one of the studies by Bohlen and Beal,

farmers were asked, H1f you had the choice of making $1000 now or

the possibility of making either $500 or $1500 in the future, which

choice would you take? Over 70 percent chose the $1000 thus again

indicating an aversion to risk (16, p. 12).

Farmers Attitudes Toward Borrowing. Within his general

attitude pattern, a farmer has an attitude towards the use of credit--.

and more specifically towards its use for specific purposes. It has

been found that farmers having a high willingness to assume risk

were the ones who actually had the most credit outstanding (14, p. 15)..

Farmers, however, in their general attitudes towards actually using

credit display a high degree of risk aversion.

When asked if farm families should get out of debt as soon as

possible, 99 percent of the farmers in a survey by Bohlen and Beal

(13, p. 9) indicated that they should. On the other hand, when the

statement, "a farmer can borrow $500 to purchase a new piece of

equipment that can make him an average profit within the year, he

should borrow the money" was presented to the groups of farmers,

82 percent felt that the money should be borrowed for the machinery,

(16, p. 12). Inanother survey, (13, p. 9) 80 percent of the farmers

felt that if a farmer was short of capital he would often profit by

borrowing more money before paying off the debt he already has.!
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Ina study by the Montana Agricultural Experiment Station,

farmers were askedto rank a series of farm-borrower characteris-

tics according to their relative importance as they felt lenders would

evaluate them. The farmers felt that lenders would first consider

credit history. From the list of nine factors, farmers felt that

lenders would consider the borrowers' age to be least important.

The farmers' response in ranking the characteristics was as follows:

Relative Importance of Borrower Characteristics to Lenders
as Rankedby Borrowers (19, p. 11)

1.. Credit History
Management
Farming Experience
Size of Operation
Reputation in Community
Ambition
Cost of Family Living
Mechanical Ability
Age of Borrower

For a comparison with how Montana lenders felt they actually

evaluated the farm-borrower chacteristics, see Table 8.

It appears that farmers are beginning to think less about "going

in debt" and more about "using credit" (13, p. 8). Bohlen and Beal

indicate that fewer and fewer of the farmers are being haunted by the

horrible spectre of the heartless, ruthless money agent foreclosing

on "Home, Sweet Home". This appears an extreme way of describing

the traditional feeling, but this type of "block concerning debt has

definitely been a limiting factor as far as use of credit is concerned.
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The evidence indicates that the "Innovators" and HEarly

Adopters" tend to have much more rational attitudes toward credit

and seem to use it more intheir operations (13, p. 8). These two

groups of farmers possess a disproportionate share of the ability to

deal with abstractions. They can do a good job of intellectually re-

lating causes and consequences, and thus uncertainty to the average

farmers becomes a calculated risk to them. Credit is seen as a re-

source involving risk, while to the average farmer credit may be

debt involving uncertainty. (Where risk has an outcome for which

probabilities canbe computed and uncertainty involves unpredictable

outcome)

Bohien and Beal find that credit use by farmers is definitely

related to values and attitudes toward being in debt and willingness to

assume risk (14, p. 15). Those farmers who are most willing to

use credit are the large operators and more competent managers

who view credit as a resource involving risk, not uncertainty.

One of the factors limiting the use of credit by farmers is their

lack of knowledge (14, p. 9). There is a need for more basic educa-

tion regarding the use of credit by farm families to improve the man-

agement of their farm business. This need could be satisfied if

there were better lines of communication between lenders and poten-

tial borrowers.

The outlook for the next generation of farmers is very good.
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Bohlenand Beal of Iowa State conducted a survey in 1961 (12) that

brought forth some unexpected results (Table 7). The farm youth in

general were not opposed to the use of credit. In fact, in the area

studied where the Protestant Ethic is still relatively well established,

the researchers felt that one could assume a much higher aversion

to credit, especially for leisure time activities, The rural non-farm

youth seemed to have less aversion to credit use than the farm

youth, and farm girls to have more credit resistance than the farm

boys.

Farmers' Attitudes Concerning Availability of Agricultural

Credit. A large majority of farmers in recent surveys in Tennessee,

Alabama, and North Dakota (2, 4, 83) felt that some agencies could

and should make improvements in their loan practices and terms.

The primary changes desiredwere: (1) lower interest rates to deserv-

ing farmers, (2) lower collateral requirements, and (3) higher loan

limits. Many of the farmers also felt that the advise and supervision

given by lenders needs improvement. More than four-fifths of the

farmers in the North Dakota study indicated a need for more informa-

tion on how to obtain and use credit properly.

Farmers, in general, seem to feel that there is adequate credit

available for most purposes, but about one-third of the farmers in

recent surveys in Alabama and North Dakota (2, 4) had difficulty ob-

taining credit for some purposes. Funds for intermediate purposes



Table 7. Attitudes of Rural High School Students Toward Credit.

Strongly No Strongly
Agree Agree Opinion Disagree Disagree

The farm farmilies who use credit will get ahead faster than those who buy only things for
which they can pay cash.

Farm Boys 28 26 10 17 19
Farm Girls 3 28 3 53 13

Farm Total 19 27 7 31 16
Nonfarm Boys 9 66 13 6 6
Nonfarm Girls 6 33 14 33 14

Nonfarni Total 8 53 13 17 9
Total 15 37 9 25 14

Most farm families have to borrow money if they wish to continue farming.

FarniBoys 28 52 8 8 4
Farm Girls 13 47 9 25 6

Farm Total 22 51 8 14 5
Nonf arm Boys 3 78 6 13 0
Nonfarm Girls 10 52 14 14 10

Nonfarm total 6 68 9 13 4
Total 16 57 9 14 4

It is better to operate a small farm debt-free than to buy more land and be in debt.

Farm Boys 6 30 8 43 13

Farm Girls 3 44 6 47 3

Farm Total 5 34 7 47 3

Nonfarm Boys 12 19 41 25 3

Nonfarm Girls 24 29 14 33 0
Nonfarm Total 17 23 30 28 2

Total 9. 30 16 38 7

It is better for any family to do without modem conveniences in the home until they can
pay cash for them.

Farm Boys 6 9 26 45 13
Farm Girls 9 16 6 56 13

Farm Total 7 12 19 49 13

Nonfarm Boys 9 13 24 38 16
Nonfarm Girls 10 19 10 42 19

Nonfarm Total 9 15 19 40 17

Total 8 13 19 45 15
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Table 7,. (Continued)

Strongly No Strongly
Agree Agree Opinion Disagree Disagree

(Agricultural Banker 3:18-19. July 1961)

54a

5. Families should not borrow money for recreational activities and vacation trips.

Farm Boys iS 34 25 15 ii
Farm Girls 6 56 22 6 10

Farm Tottl 12 42 24 12 10

Nonfarm Boys 6 50 - 6 31 6

Nonfarm Girls 24 43 5 14 14

Nonfarm Total 13 47 6 25 9
Total 12 44 17 17 10
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were found to be the most difficult to obtain. Short term loans, (one

year or less) were readily available to deserving farmers as were

the long term loans (more than three years). The loans for machinery

and equipment, and other purposes requiring loans for one to three

years were the most "stickytt. Slightly over half the farmers in the

North Dakota survey (4, p. 8) indicated they would have changed their

operations if adequate credit had been available. About two-thirds

of the lenders in these studies indicated that rather than make inter-

mediate term loans, they prefer short term production loans with the

"understanding" that they will be renewed at maturity if used for

intermediate purposes.

LENDERS' ATTITUDES CONCERNING AGRICULTURAL CREDIT

Recent writings (19, Z8, 30) indicate that lenders' attitudes

vary widely in some situations, but that they are in general agreement

on most issues concerning farmers' use of credit. Lenders tend to

agree that farmers have inadequate knowledge of credit use and

sources. The lenders, in general, recommend that farmers do

more annual planning as a basis for accurate determination of credit

need, that they keep more and better records, use more careful plan-

ning in consumer purchases, and better analysis of farm costs,

price trends, and profit margins.

All lenders tend to be quite conservative when evaluating the
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securitya farmer has to offer. Several of them givethemselves a

wide safety margin besides limiting their loan to 55-60 percent of

the value of security. This could, however, be a source of encour-

agement for the borrower. It tends to indicate that lenders want the

collateral less than the farmer does, and that the lender might go to

a high degree of trouble to keep from taking it.

A credit study in Montana indicates that, in all likelihood, the

security offeredby most farmers is far less important than it

appears on the surface(19). The intangibles, such as ambition,

management ability, experience, buying habits, cooperativeness of

the family, and so on may very well be of greater value than most

people realize in determining whether or not to grant a farm loan

(Table 8). Banks and PCA' s in the Montana study ranked six "intangi-

bles" concerning farm-borrowers ahead of scale of operation, thus

supporting the supposition that less emphasis is now being placed on

physical collateral in many situations than has been the case in the

past.
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Table 8. Relative Importance of Things About the Borrower Ranked by Three Major
Types of Lenders.

Bankers PCA's FHA 5

1. Ambition Financial Progress Farming Experience
2. Management Practices Management Practices Scale of Operation
3. Financial Progress Ambition Management Practices
4. Farming Experience Loan History Loan History
5. Loan History Farming Experience Ambition
6. Financial Backing Cooperativeness Cooperativeness
7. Scale of Operation Scale of Operation Cooperativeness of Family
8. Buying Habits Buying Habits Buying Habits
9. Cooperativeness Financial Backing Level of Family Living

10. MechanicaL Skills Level of Family Living Flexibility
11. Level of Family Living Cooperativeness of Family Financial Progress
12. Family & Marital Status Family & Marital Status Formal Credit Rating
13. Formal Credit Rating Flexibility Family & Marital Status
14. Cooperativeness of Family Formal Credit Rating Mechanical Skills
15. Flexibility Status in Community Financial Backing
16. Family Background Mechanical Skills Status in Community
17. Status in Community Family Background Family Background



CHAPTER V

DESCRIPTION OF THE PRESENT SITUATION
ON SAMPLE FARM UNITS

The sample farmers in the Basin area were very cooperative,

and seemed to be very interested in contributing to a college spon-

sored research project, especially if the results would eventually

be available to them. They gave information willingly and contributed

much information not asked for specifically on the field schedules.

THE FARM FAMILY

The operators in stratum one (240-560 cropland acres) were

generally the older farmers in the Basin. They were typically over

50 years of age, and many were planning to retire from farming in

the near future. They were not, in most cases, interested in expand-

ing their farm operations. Most of them feel that, at present, they

are making sufficient income to meet most of their immediate needs.

The younger farmers with families on these small farms are, how-

ever, having a very difficult time "making ends meet." The income

producing ability of these small farms is not sufficient, the way they

now exist, to provide an adequate living for a growing family.

The farmers in strata two (561-880 cropland acres) and three

(881-1200 cropland acres) were typically younger than those on the
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smaller farms. They usually had school-age children at home, and

were trying to expand their farms to a more economic level. For

most of them, the expansion process is very slow because of their

hesitancy to borrow capital, especially to buy land.

The younger farmers on larger units usually were best in-

formed. They were more interested in what the next government

program might be, what grain prices would be in different situations,

and so on. They attended extension meetings more regularly, and

were more aware of legislation that might affect them and their farm

operations. They were generally more up to date on most subjects of

interest to the Basin farmers. The level of knowledge concerning

factors relevant to their situations was generally poorest on small

farms and best onthe largest farms.

FARM ORGANIZATION AND MANAGEMENT PRACTICES

Use of Farm Records. Most of the farmers in the sample kept

records of their farm operations, but made little use of them after

income taxes were paid. Many of them indicated that they did not

compare the records of different years to see what changes might be

made to increase income. The records in most cases were too gen-

eral to be of optimum value. The records were essentially all totals

of different cost items, rather than cost per operation. Not one of

the farmers included in the sample knew what it cost him to do any
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one farm operation. Few of them even knew approximately what

their yearly living expenses are. The use of records and knowledge

of costs did, however, vary among the strata. The farmers on the

small units tended to make the least use of records while the opera-

tors on the larger units used them most. The farmers who rented a

large share of their farm land tended to make better use of records

than full owners.

Acres of Cropland Controlled. The acres controlled by

farmers within each stratum varied widely, but a representative farm

in stratum one would be composed of 480 acres. The land would all

be owned. A representative farm in stratum two would consist of 800

acres, all owned or 480 acres owned with 320 acres rented. Stratum

three would be represented by 1120 acres, about 640 acres owned and

480 acres rented Many of the farmers in stratum three owned their

entire acreage while others rented all the land they controlled. The

ratio of rented to owned land varied throughout the Basin area.

Most of the farmers in all three strata feel they can farm addi-

tional acreage with the machinery complement they now own. The

farmer's desire to expand to more fully utilize their equipment de-

pends primarily upon condition of the machinery complement, the

size of the existing base unit and age of the farmer. Most of them

realize approximately what the optimum scale is for a family farm

unit, and have little desire to exceed that size. They realize that
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going much over 1600 acres would mean hiring someone for about six

to nine months full time. These farmers much prefer to be able to

do most all of their work themselves, and hence are not interested in

getting so large that they would have to keep a full time hired man.

The land in all strata was divided essentially half and half be-

tween crop and summerfallow from year to year. The farms in many

areas of the Basinhad grazing land scattered throughout the cropland.

The grazing land is usually on 'knobs or hillsides where the soil is

too shallow to till, it is not productive enough to pay to crop it, and!

or it is too steep.

Crop Yields. The crop yields on these moldboard wheat-

summerfallow farms are very good. The farmers all estimated their

yields for the past few years to be over 40 bushels of wheat per acre

and about one ton of barley per acre. Many of them indicated that

their wheat yields were close to 50 bushels per acre, and barley yields

near one and a half tons per acre These higher yields were usually

in the higher rainfall areas of the Basin where the soil tends to be

more productive. The averages quoted by the sample farmers are

higher than the published averages for the area because the study

farms- -moldboard-fallow farms- - tend to be on the more productive

land. The records of the ASC offices in the Basin substantiate most

of the farmers' estimates.

Rental Agreements. The rental agreements were usually half
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or one-third of the crop going to the landlord. When the landlord gets

half the crop, he usually pays all real estate taxes, half the spraying

costs, and half the fertilizer costs. If the landlord gets one-third of

the crop, he only pays the real estate taxes. The tenant, in the latter

case, would pay all other costs. If there is any range land- -non-

tillable land- -with the cropland rented, there is usually no charge for

the non-tillable acreage.

The Livestock Enterprise. The livestock enterprise on the

Basin wheat- summerfallow farms appears to be directly dependent

upon the available grazing land. Half of the farmers interviewed had

a few beef cows, and only one of these farmers had no grazing except

for grain stubble. The cow herds on these farms varied from 10 to

30 cows inalmost all situations, but the typical herd consisted of

about 20 cows. They graze on non-tillable land and summerfallow

from mid- or late spring until after harvest. Then, they are placed

on stubble and non-tillable land until the weather forces them to the

barnlot for supplemental feed. The winter feed is usually alfalfa hay

and/or grain hay.

The farmers maintain the small cow herd primarily to market

the small amount of grass available, and as some of them mentioned,

as a "hobby." The cows are seldom kept primarily for economic

reasons, except where there is a large acreage of grazing. In these

situations, a much larger herd is maintained. The farmers without



63

grazing keep very few, if any, livestock of any kind.

Some of the farmers in strata two and three are thinking

seriously about starting a dry lot cattle operation. Most of the far-

mers who were considering dry lot operations were interested in

cattle feeding. One of the sample farmers was, however, very

seriously considering a dry lot cow-calf operation--which has been

carried out successfully in some Mid-West areas.

HiredLabor. The farmers in all three strata do almost all

of their own work. They hire very little outside help, with the ex-

ception of harvest time. During harvest, most of the farmers hire

two truck drivers unless they have sons or daughters that drive.

The truck drivers hired are usually high school or college age young

people from the surrounding communities. The rate of pay is gen-

erally $12 to $15 per day plus board and room.

The farmers indicated that they re much happier, in general,

with the high school and college age hired help than they are with

older men. The younger fellows tend to do more "goofing" but they

still accomplish more work and follow instructions well. And too.,

they are more available. They have little opportunity for other than

farm work during their summer vacations.

It is difficult for the farmers to find competent help for the

more complicated farm operations. There are few seasonal laborers

in the area trained to operate the large crawler tractors and
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self-propelled combines. The demand for combine operators is

great enough that some farmers are forced to pay up to $35 per day

to get a capable man. The usual wage for hired combine operators

is $25 per day. Most farmers in the three study strata operate their

own combines.

Sequence of Field Operations. The sequence of field operations

on the moldboard wheat- summerfallow farms is quite common

throughout the Basin area (Table 9). The stubble land is plowed in

March and April. Immediately: following the plowing operation, the

soil is springtoothed twice over to break up clods and level and settle

the ground. The springtooth operation is usually completed in May

or early June. The summerfallow is then rodweeded twice or three

times during June or July to control weeds. The summerfallow is

rod weeded again in late August, then fertilized in early September.

After fertilizing, the summerfallow is usually rod weeded and/or

springtoothed depending upon the degree of compaction by fall rains.

The crops, both wheat and barley, are then seeded in October. The

seeding date varies, however, from early, September to early Novem-

ber depending upon personal preference and/or climatic conditions.

The crops are harvested in July and August. The timing of the

start of harvest varies from early July to late July depending on the

annual rainfallpattern, type of soil, and elevation. Harvest is

usually later on the better soils with higher rainfall, and at higher



elevations.

Table 9. Sequence of Field Operations, Wheat-Summerfallow Farms,
Columbia Basin, Oregon.

Month Operation

January
February
March Plow

May Springtooth summerfallow (twice over)
June- odweed summerfallow (2.3 times over
July depending on weeds)
August Rodweed summerfallow (late August)
September Fertilize summerfallow, springtooth and/or rodweed
October Seed crops, (timing dependent upon personal prefer-
November ence and climatic conditions)
Dec e mb e r
January
February
March
April Spray crops
May
June
July Harvest crops
August-
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The farmers in all three strata apply 40 to 45 pounds of nitrogen

fertilizer to their crops. The farmers in stratum one, however, tend

to apply a little less fertilizer. This maybe a reflection of the more

conservative attitude of the older farmers in that group. Few of the

farmers base their fertilizer application on soil tests from their own

units. They generally apply fertilizer at the same rate from year to

year. Any changes in rate of application are usually based on the

reaction of the previous year's crop or recommendations of the
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fertilizer suppliers.

The farmers usually spray their own crops in April. They

use power take off units pulled behind a wheel tractor. The sprayer

units typically have about a 200 gallon water tank and a 35 to 40 foot

boom length. There is a large number of the farmers, however,

that have their crops sprayed by custom operators. The custom

spraying is done both by airplane and ground power units. The cus-

tom ground power rigs are usually 4-wheel drive pickups outfitted

with a large water tank, pump and collapsing booms.

Machinery Complements. The basic complement of machinery

on the farms in this study varied somewhat with the size of the farm.

The farmers in stratum one used a 40 DBHP crawler tractor and an

appropriate set of machinery while stratum three farmers used a

60 DBHP crawler tractor and an accompanying complement of equip-

ment (Tables 10, 11). The machinery complement in stratum two

varied, depending on acreage. The dividing line between the use of

40 DBHP tractors and 60 DBHP tractors seems to be about 800

acres. The farmers having over 800 acres would, of course, use

the larger tractor.

Because the power equipment is available only in "lumpy" units,

it is very difficult for the farmers to exactly match their machinery

complement to the land they control. Hence, most of these farmers

had an overinvestment in machinery.



Table 10. Machinery Complement on Farms Using a 40 DBHP
Crawler Tractor as the Primary Power Unit, Columbia
Basin, Oregon (January 1963)

Approximate
Equipment Size Market Value

Tractor- -
Wheel 30 DBHP $ 800
Crawler 4ODBHP 4,500

Plow 1 five fottom, 16 inch 450

Disc 8-10 feet 250

Springtooth 7 four foot sections (28 ft.) 210

Rodweedweeders 3 twelve foot, end drive 300

Drills 3 eighteen hole, single disk 900

Combine 14 foot cut, hillside 4, 500

Trucks-- 1 1/2-ton 850
2-ton 2,500

Pickup 1/2-ton 1,500

Manure loader hydraulic 200

Hitches -- - 450

Mower 7 foot blade 50

Spiketooth harrow 8 four and one half foot sections 120

Spray rig 40 foot boom, 150-200 gal. tank 200

Shop equipment - - 750

Total $18,530
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Table 11. Machinery Complement on Farms Using a 60 DBHP
Crawler Tractor as the Primary Power Unit,
Columbia Basin, Oregon (January 1963)

Equipment Size

68

Approximate
Market Value

Tractor - -
Wheel 30 DBHP $ 800
Crawler 60 DBHP 8, 000

Plow 2 four bottom, 1 6 inch 600

Disc 8-10 foot 250

Springtooth ilfour foot sections (44 ft.) 330

Rodweeders 3 twelve foot, end drive 300

Drills 3 eighteen hole, single disk 900

Combine 16 foot cut, hillside 8,000

Trucks-- 1 1/2ton 850
2-ton 2, 500

Pickup 1/2-ton 1,500

Manure loader Hydraulic ZOO

Hitches - 800

Mower 7 foot blade 50

Spiketooth harrow 14 four and one half foot sections 210

Spray rig 40 foot boom, 150-200 gal. tank ZOO

Shop Equipment - 1,200

Total $26,690
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The 40 DBHP tractor could supply the power needs on farms

varying from a few acres to about 900 acres. The larger 60 DBHP

tractor could adequately handle a few to about 1600 acres. Most all

farmers using 40 DBHP crawler tractors usually had a common com-

plement of machinery, as did those using the 60 DBHP tractors.

The complemert of machinery used with the 60 DBHP tractor was, of

course, composed of units with greater capacity than for the smaller

tractors.

The hauling chores on all three strati farms are usually done

with two trucks. One of them is usually rated a two-ton and the other

a 1 112-ton. The twoton truck is usually the newer of the two

trucks, thus indicating the trend towards bigger equipment. The

farmer usually has a half.ton pickups very possibly with four-wheel

drive, to use for utility purposes.

Bui1din Facilities. The building comp'ement on the study

farms was typically quite old. The homes in stratum one were usually

35-50 year old frame structures. Several of them had been remodr

elled somewhat on the interior in recent years, but most of them

were quite run-down. The homes in stratum two were about the same

type of structure as in stratum one, but they had been more extensively

remodelled both on the interior and exterior. Stratum three homes

were usually newer structures, many laying been built in the past

20 years. There were a few new homes in the third stratum. The
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homes in all three strata typically had three or four bedrooms.

The barns and other outbuildings varied widely in condition,

although they were mostly the same type of structure. The framing

in the barns was usually sound in all three strata. The state of re-

pair varied from poor (need roof, siding) in stratum one to very

good (good roof and siding, painted) in stratum three. There were

exceptions, but this was the typical situation. The barns were sel-

dom used much unless the farmer had a few cows. If he had cows,

he usually used the barn for hay storage and shelter for the cattle.

If there were no cattle, the ground level of the barn was used for

machine storage.

The machine sheds were typically simple frame buildings, open

on one side for easy access. They usually varied in condition from

poor on stratum one farms to good on stratum three units. Many of

the farmers on larger stratum two farms and the stratum three farms

had a new shed-shop combination building. These were usually wood

or steel frame structures with metal roofing and siding. The shop

had a cement floor and overhead hoist. There was usually some

source of heat in the newer shops to make winter work more

enj oyable.

Some of the farmers in strata two and three have facilities

to store their entire grain crop, but this is exceptional. Most of the

farmers in all three strata have facilities to store only the grain
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they save for seed. These facilities are usually wood bins, or round

steel bins dating from the World War II period.

THE FARMERS' FINANCIAL SITUATION

Available cash resources. The farmers on farm units selected

to represent stratum one had 500 cash on hand at the beginning of

the year (Table 12). They also had $2, 000 in receivables which

were usually loans made to relatives and/or close friends. They

carried $10, 000 in life insurance that could be borrowed against if

necessary.

Table 12. Cash and Near Cash Held by Operators on Selected Farm
Units, Columbia Basin, Oregon, (January 1963)

* 1- 240 to 560 cropland acres
II- 561 to 880 cropland acres

III-881to 1200 cropland acres

The farmers selected to represent stratum two had $7, 000

available cash at the first of the year. They generally had no notes

or accounts receivable, although they could borrow against life in--

surance in an emergency situation. They carried $15, 000 in life in-

surance. Representative farmers in stratum two also had $6, 000

Strata *
II III

Cash onhand and in bank
Receivables and/or stored grain
Investment, stocks and/or bonds

$4,
2,

500
000

$7,000

6,000

$10,000
8,000
3,500

Life insurance (face value) 10, 000 15,000 18,000
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invested in stocks and/or bonds, primarily government bonds and

co-op stock.

The representative farmers selected for stratum three had

$10, 000 in available cash, and $8, 000 in receivables at the beginning

of the year. The range of available cash in this stratum was $1,700

to $15, 000, thus indicating a wide variation from farm to farm. The

cash value of $18, 000 life insurance coverage could be borrowed if

absolutely necessary. Many of the farmers had some money invested

in stocks and bonds, usually about $3, 500.

PresentUseof Borrowed Capital. The farmers interviewed

in this study were using little credit relative to their total investments,

even though the majority of them were borrowing for some purpe

or another.. Fifty-seven percent of the farmers in the sample had

debt outstanding as of January 1963- -27 percent were borrowing for

a single purpose and 30 percent for two purposes (Table 13). The

large majority of the debt outstanding was for major machinery

(trucks, tractors and/or combines), land and/or operating expenses.

The loans outstanding varied from $200 to $98, 000, but the majority

of them were under $5, 000.

The machinery and land purchase loans outstanding were set up

for annual payments, usually immediately following harvest and sale

of crops. The machinery loans outstanding were less than $5,000.



Strata
I. 240-560 Cropland II. 561-880 Cropland III. 881-1200 Crop-

The land loans outstanding varied from $3, 500 to $98, 000 with the

common balance being between $13, 000 and $17, 000.

The operating loans were typically on a "credit line" basis--

often called "budgeted credit.tt A credit line is established with a

maximum limit on the outstanding balance. The farmer is allowed

to borrow the money as he needs it up to the maximum balance limit

and repays as funds become available. He pays interest on a parti-

cular portion of the total line only for the period cf time it is
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Table 13. Debt Outstanding of Columbia Basin Wheat-Summerfallow
Farmers on Less-Than-Optimum Farm Units (January
1963)

Acres Acres land Acres

$4,800 M 1/ $ 850 M $17,000 L
36,000 L 2,800 0 4,000 M

3, 600 M 13,400 L 98,000 L
21,000 0 4,800 M
17,000 L 900 A
3,000 L 30, 000 0
2, 000 0 1,000 M

16,000 0 3,500 L
200 M 1,000 M

14,000 0
2,500 A
2,000 0

16,000 L

!/ M-machinery loan
L-land purchase loan
0-operating loan
A-auto purchase loan

/ indicates that both loans are
to the same farmer
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outstanding. The operating loans were almost exclusively in stratum

two (Table 13), and they varied widely depending primarily upon the

size of farm.

The farmers with debt outstanding were typically the younger

farmers. This is reflected in Table 13 where itshows that mostof

the debt outstanding was in strata two and three-- stratum one farmers

were typically older farmers while those in strata two and three are

younger. Most of the farmers, especially in strata one and two, in-

dicated that they were not borrowing to buy land because they would

not or could not pay the price that operators on larger farms were

willing, to pay. Consequently, the farmers on small units are using

relatively little real estate credit.

In summary, the amounts borrowed by farmers in strata one

and two were relatively small, usually for a truck or combine. There

were several farmers in stratum two that borrowed part or all of

their operating costs. The farmers typically count on theannual

crop to pay all costs, both operating and living expenses. A bad crop

year often forces many of them to borrow until they can "get on their

feet" again. The younger farmers were much more likely to have

debt outstanding, and were much less hesitant to borrow than the

older farmers.

Farm Income on 'Representative Farm Units. The budgets in

Table 14 reflect the incorr and expense situation on farms



Table 14. Typical Income Statements for Selected Farms, Columbia Basin. Oregon.

Strata 1/ II III IV

Machinery ComplernentV 40 DBHP 40 DP,HP 60 DBHP 60 DBHP( 60 DBHP
480(0) 800(0) 480(0) 800(0) 480(0) 1120(0) 640(0) 1600(0)

Cropland Acre Controlled 3/ 320(R) 320(R) 480(R)

Income 4[-- Wheat $9,210 $15,350 $13,302 $15,330 $13,302 $21,490 $18,418 $30,700
-- Barley 3, 027 5.045 4. 373 5,045 4, 373 7,063 6, 055 10,090

Gross Farm Income $12,237 $20,395 $16,675 $20,395 $17,675 $28,533 $24,473, $40,790

Expenses- -Cash Operating
Seed 330 550 550 530 550 770 770 1, 100
Fertilizer 1,104 1,840 1,840 1,840 1,840 2,576 2,576 3,680
Fuel, Oil, & Grease 393 655 655 635 635 889 889 1, 270
Repairs & Maintenance 978 1,630 1, 630 1, 495 1, 495 2,093 2,093 2,990
Hired Labor, Workmen's Compensation 324 540 540 385 385 539 539 770
Weed Spraying 168 280 280 280 280 392 392 560

Crop Insurance 165 275 275 275 275 385 385 550

Hauling Costs 363 605 605 590 590 826 826 1, 180

Miscellaneous Expenses 38 64 64 61 61 85 85 121

TotalCashOperatingExpense $3,863 $6,439 $6,439 $6,111 $6,111 $8,S55 $8,SS5 $12,221

Expenses--Cash Overhead
RealPropestyTaces $1,215 $1,935 $1,215 $2,010 $1,290 $2,730 $1,650 $3,810
Personal Property Taxes 185 185 185 267 267 267 267 267

Farm Premises Insurance 70 72 72 97 97 97 97 99

Equipment Insurance 328 328 328 381 381 381 381 381

Building Repairs 90 90 90 140 140 140 140 140

Farm Share FamilyAuto 78 130 130 130 130 182 182 260

Licenses 70 70 70 70 70 70 70 70

Office Expenses 39 55 55., 55 55 71 71 95

Total Cash Overhead Expense $2, 075 $2, 865 $2, 145 $3, 150 $2, 430 $3,938 $2, 858 $5, 122

Total Cash Expenses $5,938 $9,304 $8,584 $9,261 $8,541 $12,493 $11,413 $17,43
Net Cash Farm Income $6,299 $tt091 $9,091 $11,134 $9,134 $16,060 $13,060 $23,447



Table 14. (Continued)

1/ 1-240 to 560 acres, 11-561 to 880 acres, 111-881 to 1200 acres, IV-Defined optimum
2/ See Tables 10, 11
3/ (0)- owned, (R) - rented
4/ See Appendix for cost and income details.

Strata if
Machinery Coni pie ment 21

480(0) 800(Q) 480(0)
320(R)

800(0) 480(0)
320(R)

1120(0) 640(0)
480(R)

1600(0)

Building Depreciation $ 300 $ 300 $ 300 $ 467 $ 467 $ 467 $ 467 $ 467

Equipment Depreciation 2.380 2,380 2,380 2,947 2,947 2,947 2,947 2,947
Total Farm Expenses $8,618 $11,984 $11,264 $12,675 $11,955 $15,907 $14,827 $20,757

NetFarni Income $3,619 $8,411 $6,411 $7,720 $5,720 $12,646 $9,646 $20,033

Total State & Federal Taxes 235 1,338 879 1,171 727 2.450 1,690 4,986
CashFarm Income, AfterTaxes $6,064 $9,753 $8,212 $9,963 $8,407 $13,610 $11,370 $18,461
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representative of those studied in the three strata: (1) 240-560 crop-

land.acres,(2) 561-880 cropland acres, and (3) 881-1200 cropland

acres. There is alsoa budgetforthe1600 acre unit assumedtobe

about optimum for the moldboard wheat- summerfallow farms. This

latter budget is an indication of a goal towards which many of the

less-than-optimum farmers might be strivingwith an adjustment

program. For a full discussion of cost and income computations, see

the Appendix.

The net cash farm income figures in these budgets indicate that

farmers on units similar to these are able to meetmost of their

immediate needswithout borrowed capital, especially in stratum

three.

But the farmers in strata one and two can only meet immediate

needs in the short run period wherein the farmer can ulive off of

the depreciationtt of machinery and buildings. For most of the far-

mers on less-than-optimum units,especially in stratum one and the

smaller farms in stratum two, the depreciation is about "lived up"

and the time has come to replace much ofthe machinery and some of

the buildings.

The depreciation allowance is based on the original cost of the

machinery and buildings now in use, not on the eventual cost of

replacing them. Even if the depreciation allowance had been set

aside in a sinking fund, it would be wholly inadequate to meet present
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replacement costs because of the rapid increase in machine costs

since their equipment was new.

When the depreciation allowance is subtracted from the net

cash farm income, the result is net farm income. The net farm in-

come is the return available for living costs, debt reduction and/or

savings in the longer-run period wherein a machinery and building

replacement allowance must be made. In this situation the net Larm

income is $3, 619 in stratum one,which will not provide a very sub-

stantial standard of living, especially after taxes. In the longex-run

period, after taxes, the farm family on 480 acres would have about

$3,384 per year for living expenses. This low income level allows

no savings and hence when machinery and equipment needs to be re-

placed, it must be purchased with borrowed funds--which in most

situations are not available because the farmers would have difficulty

repaying a loan. Consequently, replacement machinery is often

second-hand and is sometimes not much better than what it replaces.

The income situation is worst in stratum one but improves

with each additional acre of cropland controlled. Most stratum two

farmers are acquiring an income sufficient to meet most living needs,

but not enough to accumulate much savings for emergency situations.

Farmers in stratum three generally have enough income to meet

adequate livings costs, provide a slow savings accumulation, and an

occasional investment in new machinery and equi pment. It is
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interesting to note that the income on the farm units in all strata

tends to be higher when a portion of the cropland is rented rather

than all owned.

Table 16 portrays the economic return to the investment items

on the various budgeted units. (Table 15 indicates the dollar value

of the capital investments involved.) The return to machinery and

equipment, operating capital, and labor and management are all

negative for the 480 acre farm budget representive of stratum one.

The return to machinery and equipment investment is -12.7 percent,

the return to operating capital is -56.4 percent and the return per

hour to labor and management is -$2. 15. The return to land and

buildings investment is positive, but only 0. 8 percent. The return

to total investment, including labor and management, is only 3. 5

percent.

The net cash farm income per hour of work required on the

stratum one farm budgeted looks very attractive at $6. 78, but the

farm is so small that the number of hours of productive work each

year is insufficient to provide an adequate total cash income. If a

work month constitutes 25 days and a ten hour day, there are about

3, 000 hours in a work year. At that rate, the farmer on 480 acres

only works an equivalent of one-third year.

The returns:in stratum two to investments in machinery and

equipment, labor and management, and operating capital are also



Table 15. Dollar Value of Capital Investments on Selected Farm Units, Columbia Basin, Oregon.

Strata 1/ I II III IV

1/ 1-240 to 560 acres, 11-561 to 880 acres, 111-881 to 1200 acres
See Figures 10, 16

/ (0) - owned, (R) - rented
4/ Land value $150/acre

480(0)
Cropland Acres ControlledV

800(0) 480(0)
320(R)

800(0) 480(0)
2O(R)

1120(0) 640(0)
480(R)

1600(0)

Land and Buildings 4/ $76, 500 $124, 500 $76, 500 $127, 000 $79, 000 $175, 000 $103, 000 $247, 000

Machinery and Equipment 2/

Total Investment

18, 530 18, 530 18, 530 26, 690 26, 690 .26, 690 .26, 690 26, 690

$95, 030 $143, 030 $95, 030 $153, 690 $105, 690 $201, 690 $129, 690 $273, 690

Machinery Complement 2/ 40 DHP 40 DBHP 60 DBHP 60 DBHP 60 DBHP



1/ 1-240 to 560 acres, 11-561 to 880 acres, 111-881 to 1200 acres, IV-Defines optimum
2/ See Tables tO, 11
3/ (0) - owned, (R) - rented
4/ Operator and family labor charged at going wage rates, for time required to perform annual work requirements.
5/ Returns to investments arc computed by subtracting from Net Farm Income a "payment" for all investment items except one

the residual is then assumed to be the return to that one particular investment item.

Table 16. Economic Returns to Investments on Selected Farm Units. Columbia Basin. Oregon

Strata.jJ H III lv
Machinery ComplementV 40 DBHP 40 DBHP 60 DBHP 60 DBHP 60 DBHP

Cropland Acres Controlled 3/
480(0) 800(0) 480(0)

320(R)

800(0) 480(0)

320(R)

1120(0) 640(0)

480(R)

1600(0)

Net Farm Income $3, 619 $8, 411 $6, 411 $7, 720 $5, 720 $12, 646 $9,646 $20,033
Interest, Land & Buildings $4, 207 $6, 847 $4, 207 $6, 985 $4, 345 $9, 625 $5, 655 $13, 585
Interest, Machinery & Equipment
Interest, Operating Capital

1, 204
208

1,204
326

, 204
300

1,735
324

1, 735
299

1, 735
437

1, 735
399

1, 735
607

Charge for Operator & Family Labor j 1, 560 2,600 2, 600 2, 030 2, 030 2, 842 2, 842 4, 060

Return to Machinery & Equipment 5/
% return to machinery & equipment

$-2, 356
-12.7

s-i, 362
-7.3

$ -696
-3.8

$-1, 619
-6.1

$ -954
-3.6

$ -258
-1.0

$ 740
2.8

$1, 781
6.7

Return to Operating Capital $-3, 352 $-2, 240 5-1, 600 $-3, 030 $02, 390 $-i, 556 $ -596 $ 653
°/ return to operating capital -56.4 -24.0 -18.6 -32.7 -27.9 -12.4 -5.2 3.8

Return to Land & Buildings $ 647 $4,281 $2,307 $3,631 $1,656 $7,632 $4,670 $13,631
% return to land & buildings 0.8 3.4 3.0 2.9 2.1 4.4 4.5 5.5

Return to Labor & Management $-2, 000 $ 34 $ 700 $-1,324 $ -659 $ 849 $1,847 $4,106
per hour return to labor & management -2.15 0.02 0.45 -1.08 -0,54 0.50 1.08 1.68

Percent Return to Total Investment 3. 5 S.4 6.0 4.7 4.9 5. 8 6.7 6. 8

Cash Income per Hour of Work Required $ 6.78 $ 7.16 $ 5.87 $ 9.09 $ 7.46 $ 9.36 $ 7.61 $ 9.57
(before taxes)

030
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negative. The returns are, however, substantially better than those

in stratum one. The budgets in Table 16 illustrate very well the

advantages of increased volume of production by gaining control

of more cropland, either through rental or purchase. The returns

in stratum two are much better than in stratum one, and better in

stratum three thanintwo. These figures also indicate that the

percent return on land and buildings is generally best if all land is

owned, but that returns to machinery and equipment, operating

capital, and labor and management are best when a portion of the

land is rented.



CHAPTER VI

EXPECTED RESULTS FROM SELECTED
ADJUSTMENT ALTERNATIVES

ADJUSTMENT OF CROPLAND ACRES CONTROLLED

The addition of more land either by renting or buying is pro-

bably the most profitable adjustment alternative for most farmers on

small units in the Basin area. Since the price-cost squeezehas be-

come so intense, the major problem the smaller farmers are facing

is an inadequate volume of production. Only by adding land can they

hope to increase volume of grain production enough to substantially

increase incomes.

This adjustment has limitations, however, that automatically

prohibit everyone from taking advantage of the same opportunity.

The limited supply of land prevents everyone from expanding the

acres of land they control. In the Basin area, each farmer's expan-

sion means another farmer's contraction. The outlook is quite good,

however, for those farmers willing to take the risk of adding more

land to their existing units.

In deciding whether or not to add another increment of land to

the existing farm unit, a farmer should only consider the added costs

and returns. The fixed costs that go on regardless of whether or not

82
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more land is acquired should not be considered in the marginal

analysis. For a discussion of the cost and income figures used

for the budgets in this thesis see the Appendix.

If the added costs and returns are budgeted for marginal 160

acre cropland units, the results are as seen in Table 17. The under-

lying assumption is that the machinery complement on any given base

unit is a fixed factor, and that the 160 acre marginal units could be

added to any base unit so long as that machinery complement had

sufficient excess capacity to farm the added acres. The 40 DBHP

tractor complement would be sufficient up to 900 acres, and the

60 DBHF tractor up to 1600 acres.

Renting an additional 160 acres of land and farming it with a

40 DBHP crawler tractor would increase net cash returns by $1,397

per year (Table 17). If the added land were farmed with a 60 DBHP

tractor, the net cash income would be increased by $1,463 per year.

The difference in these two income figures is due primarily to the

time saved by using larger equipment. If the additional 160 acres

were purchased, there would be an added net cash increment of

$2, 397 if the land were added to a unit using a 40 DBHP tractor and

$2, 463 if added to a unit using a 60 DBHP tractor.

The total net cash increment after taxes on the added land would

be available immediately for living expenses or unrestricted savings

if the land were rented, but not so if the land were purchased.



Table 17. Income Statements for 160 Acres of Added Cropland.

Total Cash Operating
Expense 1, 288

Expenses- - Cash Overhead
Real Property Taxes - -- --
Personal Property Taxes
Farm Presmises
Ins ur an ce

Equipment Insurance
Building Repairs
Farm Share FamilyAuto -

Licenses
Office Expenses 8

Total Cash Overhead
Expense 34

Total Cash Expenses 1,322
Net Cash Farm Income 1, 397

1/ See Chapter V, Table 10, 11

(D11irs) (Dollars) (Dollars) (Dollars

Income
Wheat 2,046 2,046 3,070 3,070
Barley .673 673 1,009 1,009

Gross Farm Income 2,719 2,719 4,079 4,079
Expenses- -Cash Operating

Seed 110 110 110 110
Fuel, Oil & Grease 131 127 131 127
Fertilizer 368 368 368 368
Repairs & Maintenance 326 299 326 299
Hired Labor, Workmens
Compensation 108 77 108 77

Weed Spraying 56 56 56 56
Crop Insurance 55 55 55 55

Hauling Costs 121 118 121 11.8

Misc. Expenses 13 12 13 12

Building Depreciation
Equipment Depreciation

Total Farm Expense 1, 322 1, 256 1., 682 1, 616

Net Farm Income 1, 397 1., 463 2, 397 2, 463
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How Added Rental . . Purchase
Machinery Complement j 40 DBHP 60 DBIIP 40 DBHP 60 DBHP

1,222 1,288 1,222

360 360

26 26

8 8 8

34 394 394

1,256 1,682 1,616
1,463 2,397 2,463
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The farmers on the less-than-optimum sized farms generally

do not have the funds necessary to make a cash down payment on

purchased land. They would, therefore, have to finance the entire

purchase price, making the down payment by mortgaging their owned

base unit. In this situation, assuming a 35 year land purchase loan

at 5.5 percent interest and land value at $150 per acre, $1, 559 per

year would be required to carry the principal and interest payments.

The cash available for living costs and/or unrestricted savings from

160 acres purchased land would then be the marginal net cash income

after taxes less the $1, 559 required to carry the loan.

The average added income taxes for 160 acre units if added to

selected base units are shown in Table 18. If the average added in-

come taxes and the $1,559 required for principal and interest pay-

ments are subtracted from the net cash income figures given for

added 160 acre units of cropland, the tisafety margin.H available for

living costs and/or unrestricted savings can be estimated. The

available unrestricted cash sums, if the 160 acre unit is added to a

400 acre, 800 acre, or 1200 acre owned base unit, are $450, $393,

and $304 respectively. These are relatively narrow "safety margins",

and would not provide much of a "cushion" for bad crop years or

substantial increases in immediate living standards. The crop

yields would not have to fall very far to completely eliminate

this "safety margin."



Table 18. Debt Carrying Capacity of 160 Acres of Added Cropland.

How Added
Machine Corn .]ernent

Net Cash Farm Income
480 Acres Owned Base Unit

Average Added Income Taxes
Available for Debt Service and/or Savings
Principle Carrying Capacity

800 Acres Owned Base Unit
Average Added Incone Taxes
Available for debt Service and/or Savings
Principle Carrying Capacity

1120 Acres Owned Base Unit
Average Added Income Taxes
Available for Debt Service and/or Savings
Principle Carrying Capacity

1/ See Chapter V, Tables 10, 11,

$ 401 $ 511

$1, 062 $1, 952
$30, 041

$ 481 $ 600

$ 982 $1, 863
$28, 672

Rental Purchase
40 DBHP 60 DBHP 40 DBHP 60 DBHP

$1, 397 $1, 463 $2, 397 $2, 463

308 388
$1,089 $2,009

$30, 919
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The comparable unrestricted available cash sums on the mar-

ginal 160 acre units, if rented, are $1,089, $1,062, and $982.

There is a substantial difference between the two sets of figures.

But, to many farmers, the positive tenure plus the investment fac-

tor in buying additional land would more than compensate for the

difference, even though the risks involved might be greater.

The purchased land is a long term investment and the princi-

pal payments thereon are a form of forced savings. The farmer who

buys the added land will have, at the end of 35 years, full equity in

the 160 acre unit. At today's market value--$150 per acre, as used

in the budgets --he would have an investment worth $24, 000. If

land values continue to increase as they have in the past, his invest-

ment would be worth even more. Once the loan is repaid, the farmer

who purchased the 160 acres of additional cropland would then re-

ceive the full net cash income from the unit to use for living costs

and/or unrestricted savings, while the renter would still be receiv-

ing only a tenant's share.

A factor that must be considered in deciding whether or not to

buy, is the risk involved with the land purchase. In order to pur-

chase additional land, most farmers--especially those on les s-than-

optimum units--will have to mortgage their existing owned base

acreage to provide the down payment on added acres. By so doing,

they incur the risk of losing not only the added acreage but also the
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existing base owned acreage if, for some reason or another, they

find themselves unable to meet the loan payments.

However, if the farmer should rent the added land, he would

incur the risk of indefinite tenure. He would, in most situations,

not know how long he would have control of the added land because

typicatly there are no written rental agreements in the Basin area.

Atany time, a competitor might offer the landlord a better rental

agreement and thus bid away the rented marginal acreage.

Another basic factor farmers must consider in deciding whether

to rent or to buy the additional land is their time preference for the

added cash income. If most of the additional cash income is re-

quired for immediate needs- -which would be the case on most units

in stratum one and some in strata two and three- -then the farmers

must sacrifice ownership due to the high principal and interest com-

mitment involved in land purchase. If, on the other hand, the added

cash is not needed immedi3tely, the marginal income could be

tsavedIt by investing it in added cropland units.

The farmers on the less-than-optimum units--as well as the

farmers on larger units- -must then make two basic decisions in

deciding whether to buy or rent additional acreage: (1) what is the

time preference for added cash income and (2) should the risk of

indefinite tenure be incurredor the risk of losing the existing owned

base unit by mortgaging it to make the down payment.
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In order to more fully evaluate the alternatives of buying and!

or renting more cropland to expand a less-than-optimum farm unit,

farmers should have some idea of the return they can expect to re-

ceive on the added capital requirements. This can be estimated by

subtracting fromnet krm income on the added units a payment' for

all required additional inp.it factors except one. The residual

could then be assumed to be the return to that one factor.

If the marginal land units are rented, the added input require-

men.ts are yearly operating costs and labor and management. When

the previously described process is used to estimate the returns to

these input factors, the returns to operating capital are 66. 3 per-.

cen.t on farms using 40 DHP tractor complanents and 84. 1 percent

on those using the larger tractor complements (Table 19). These

are very good returns as are the $7. 63 and $10. 14 returns per hour

to labor and management on the two rented units.

If the added land is purchased, there is an additional invest-

ment required- - the price of the land- -besides the operating costs and

labor and management. In this situation the returns to operating

costs on the adde d land are 33. 1 percent (40 DBHP) and 45. 6 per-

cent (DBHF). The returns to labor and management are computed

to be $5. 75 per hour (40 DBHP) and $7. 76 per hour (60 DBHP)

(Table 19).

The returns to added capital requirements are very good, and



Table 19. Economic Returns to Investments on 160 Acres Added Cropland.

How Added
Machiner Corn Lment 1

Net Farm Income
Interest, Land
Interest, Operating Capital
Charge for Required Labor

Return to Operating Capital
% return to operating capital

Return to Land
% return to laud

Return to Labor & Management
Per hour return to labor & management

Net Cash Income Per Hour of Work Required
(before taxes)

J See ChapterV, Tables 10, 11.
/ Returns to investment items computed by subtracting from Net Farm Income a charge for all investment items

except one; the residual, then, is assumed to be the return to that one particular investment item.

'0
C

Rental Purchase

40 DBHP 60 DBHP 40 DBHP 60 DBHP

$1, 397 $1, 463 $2, 397 $2, 463

$ $ $1, 320 $1, 320

46 44 59 57

520 406 520 406

$ 877 $1,057 $ 557 $ 737

66.3 84.1 33.1 45.6

$ $ $1, 818 $2, 000
7.6 8.3

$1,351 $1,419 $1,018 $1,086

$ 7.63 $ 10.14 $ 5.75 $ 7.76

$ 7.89 $ 10.45 $ 13.54 $ 17.59
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indicate that the use of credit--if available--could be quite profitable

in situations similar to thosebudgeted. If, for example, the added

land were purchased :and farmed with the60 DBHP tractor and the

operating capitaiwere borrowed, it would cost about seven percent

interest for thefunds. If the seven percent intex'est costis subtracted

from the 45. 6 percent return to operating capital, there is a profit

residual of 38. 6 percent. On the other hand, if the landwere rented

there:would bea comparable profit residual of 77. 1 percent on

operating capital.

If the added land were purchased and farmed with the 60 DBHP

tractor complement, the interest charges for the land purchase loan

would be about 5. 5 percent. When the 5. 5 percent interest cost is

subtracted from the 8. 3 percent return to land, there is a profit

residual of Z. 8 percent. If the added land is purchased and farmed

with a 40 DBHP tractor complement there would be a comparable

profit residual of 2. 1 percent.

The profit residuals pointed out in the precedirg paragraph

point out that it would be profitable for many farmers on less-than-

optimum farm units to make use of borrowed capital in expanding

their farms to a more satisfactory income producing level. It is

recognized that not all farmers have situations that will permit them

to borrow the necessary funds, but there are also many farmers who

have financial situations equal to or better than those budgeted. The
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available evidence clearly indicates that themarginal productivity of

borrowed capital is such that the farmers in the latter situations

could make profitable use of credit in expanding to larger farm units.

Tables 20-23 indicate the consequence ofadding successive

160 acre cropland units to selected owned base units such as those

owned by farmers in this study. These tables illustrate very well

that the primary problem in the Basin area is volume of production.

This is why the vast majority of land transfers are to increase the

size of existing farm units.

The return on investmentitems increases fastest by renting

the additional acreage. The return to investment in machinery and

equipment on the 480 acre (Table 20) owned base unit increases

from - 12. 7 percent to 0. 7 percent when an additional 480 acres are

rented, but only to -4. 7 percent when the added acres are purchased.

The renting of the additional 480 acres increases the returns to

operating capital from -56. 4 percent to -7. 3 percent as compared

to -15.3 percent if the land were purchased. Renting the additional

land increases the return to labor and management from -$2. 15 per

hour to $1. 11 while buying would only increase it to $0. 57 per hour.

The return to land and building investment through either renting or

buying is equal when 480 additional acres are obtained. Similar re-

sults are obtained when this adjustment is made on larger base units

(Tables 21-23).



Table 20. Economic Returns to Investments on Selected Farms, Assuming an Adjustment of Cropland Acres Controlled
(480 acre owned base unit) 1/

jj 40 DBHP machinery complement See Chapter V, Tables 10, 11
j (R) - rented, (B) - buy
/ Returns to investment items computed by subtracting from Net Farm Income a "payment" for all input factors except one;

the residual is then assumed to be the return to that one factor.

Cropland Acres Added V
160(R) 320(R) 480 (R) 160 B 320B 4808

Net Farm Income (base unit) $3,619 $3,619 $3, 619 $3, 619 $3, 619 $3, 619

Net Income, Added Land 1,397 2,794 4, 191 2, 397 4, 794 7, 191

$5,016 $6,413 $7, 810 $6, 016 $8, 413 $10, 810Adjusted Net Farm Income

Interest, Land & Buildings $4, 207 $4, 207 $4, 207 $5, 527 56, 847 $8, 167

Interest, Machinery & Equipment 1, 204 1, 204 1, 204 1, 204 1, 204 1, 204

Interest, Operating Capital 254 300 346 267 326 385

Charge for Required Labor 2,080 2, 600 3, 120 2, 080 2, 600 3,120

Return to Machinery & Equipment / 5-1,525 $ -694 $ 137 5-1, 858 s-i, 360 $ -862

% return to machinery & equipment -8.2 -3.7 0.7 -10.0 -07. 3 -4. 7

Return to Operating Capital 5-2, 475 5-1, 598 $ -721 5-2, 795 $-2, 238 $-i, 681

% return to operating capital -34.1 -18.6 -7. 3 -36.7 -24.1 -15.3

Return to Land and Buildings $1,478 $2,309 $3, 140 $2, 465 $4, 283 $6, 101

% return to land and buildings 1.9 3.0 4. 1 2.5 3.4 4.1

Return to Labor & Management $ -649 $ 702 $2, 053 $ -982 $ 36 $1, 054

Per hour return to labor & management $ -0.52 $ 0.45 $ 1.11 $ -0.79 $ 0.02 $ 1.57

Percent Returnto Total Investment 4.8 6.0 7.2 47 5.4 6.0

Adjusted Net Cash Farm Income $7, 696 $9, 093 $10, 490 $8, 696 $11, 093 $13, 490

Cash income per hour of work required
(before taxes)

$ 6.22 $ 588 $ 5.65 $ 7.02 $ 7.17 $ 7.27



Table 21. Economic Returns to Investments on Selected Farms, Assuming an Adjustment in Cropland Acres Controlled.

1/ 60 0BHP machinery complement. See Chapter V. tables 10, Ii
/ (R) - rented

See footnote 3, Table 20.

(800 acre owned base unit) jj
Cropland Acres Added V

160(R) 320(R) 480(R) 640(R) 800(R)

Net Farm Income (base unit)
Net Income, Added Land

$7, 720
1.463

$7, 720
2,926

$7, 720
4,389

$7, 720
5,852

$7, 720
7,315

Adjusted Net Farm Income $9, 183 $10, 646 $12, 109 $13,572 $15,035

Interest, Land & Buildings $6, 985 $6, 985 $6, 985 $6, 985 $6, 985

Interst, Machinery & Equipment 1,735 1, 735 1, 735 1, 735 1, 735

Interest, Operating Capital 368 412 456 500 544

Charge for Required Labor 2, 436 2, 842 3, 654 4, 060

Return to Machinery & Equipment $-606 $ 407 $1, 420 $2, 433 $3, 446

% Return to machinery & equipment -2.3 1.5 5. 3 9.1 12.9

Return to Operating Capital $-.1,973 $ -916 $ 141 $1, 198 $2, 255

% return to operating capital -18.8 -7.8 1.1 8.4 14.5

Return to Land & Buildings $4,644 $5,657 $6, 670 $7, 683 $8, 696

$ return to land & buildings 3.6 4.5 5.3 6.0 6.8

Return to Labor and Management $ 95 $1,514 $2,933 $4,352 $5,771

Per hour return to labor & management $ 0.06 $ 0.88 $ 1.50 $ 1.97 $ 2.36

Percent Return to Total Investment 5.5 6.3 7.1 7,9 8.7

Adjusted Net Cash Farm Income $12,597 $14,060 $15,523 $16,986 $18,449

Cash farm income per hour of work required
(before taxes)

$ 8.57 $ 8.20 $ 7.92 $ 7.70 $ 7.53



Table 22. Economic Returns to Investments on Selected Farms, Assuming an Adjustment in Cropland Acres Controlled

1/ 60 DBHP machinery complement. See Chapter V, tables 10, 11
(B) - buy

/ See footnote 3, Table 20

(800 acres owned base unit) 1/

Cro.land Acres Added 2.!

160(L_ 320(B) 480(B) 640(B) 800(B)
Net Farm Income (base unit) $7, 720 $7, 720 $7, 720 $7, 720 $7, 720
Net Income, Added Land 2,463 4,926 7.389 9, 852 12. 315

Adjusted Net Farm Income $10, 183 $12, 646 $15, 109 $17, 572 $20, 036

Interest, Land & Buildings $8, 305 $9, 625 $10,945 $12, 265 $13, 585

Interest, Machinery & Equipment 1, 735 1, 735 1, 735 1, 735 1, 735

Interest, Operating Capital 381 438 495 552 609

Charge for Required Labor 2, 463 2. 842 3, 248 3, 654 4, 060

Return to Machinery & Equipment / $ -939 $ -259 $ 421 $1, 101 $1, 781

94 return to machinery & equipment -3.5 -1.0 1.6 4.1 6.7

Return to Operating Capital $-2, 293 5-1, 556 $ -819 $ -82 $ 655

% return to operating capital -21.1 -12.5 -5.8 -0.5 3.8

Return to Land & Buildings $5, 631 $7, 631 $9, 63! $11,631 $13,631

% return to land & buildings 3. 7 4. 4 4. 8 5.2 5.5

Return to Labor & Management $ 0238 $ 848 $1, 934 $3, 020 $4, 106

Per hour return to labor & management $ -0.16 $ 0.49 $ 0.99 $ 1.37 $ 1.68

Percent Return to Total Investment 5. 3 5.8 6.2 6.5 6.8

Adjusted Net Cash Farm Income $13,597 $16,060 $18,523 $20,986 $23,449

Cash farm income per hour of work required
(before taxes)

$ 9.25 $ 9.36 $ 9.45 $ 9.52$ 9.57



jj 60 DBHP machinery complement. See Chapter V, Tables 10, 11,
2/ (R)- rented, (B) -Buy.
./ See footenote 3, Table 20. 0'

Table 23. Economic Returns to Investments on Selected Farms, Assuming an Adjustment of Cropland Acres Controlled
(1120 acres owned base unit) 1/

Cropland Acres Added 2/

160(R) 320(R) 480(R) 160(B) 160(B) 160(B)

Net Farm Income (base unit) $12, 646 $12,646 $12, 646 $12, 646 $12, 646 $12 646
Net Income, Added Land 1, 463 2,926 4, 389 2, 463 4, 926 7: 389

Adjusted Net Farm Income $14, 109 $15, 572 $17, 035 $15, 109 $17, 572 $20, 035

Interest, Land & Building $ 9,625 $ 9, 625 $ 9, 625 $10, 945 $12, 265 $13, 585

Interest, Machinery & Equipment 1, 735 1, 735 1, 735 1, 735 1, 735 1, 735

Interest, Operating Capital 481 525 569 494 551 608

Charge for Required Labor 3, 248 3, 654 4, 060 3, 248 3, 654 4, 060

Return to Machinery & Equipment $ 755 $ 1, 768 $ 2, 781 $ 422 $ 1, 102 $ 1, 782

% return to machinery & equipment 3/ 2.8 6.6 10.4 1.6 4. 1 6. 7

Return to Operating Capital $ -499 $ 558 $ 1, 615 $ -819 $ 82 $ 655

% return to operating capital -3.6 3.7 9.9 -5.8 0.5 3.8

Return to Land & Buildings $ 8, 645 $ 9, 658 $10, 671 $ 9, 632 $11, 632 $13, 632

% return to land & buildings 4.9 5. 5 6. 1 4. 8 5.2 5. 5

Return to Labor and Management $ 2, 268 $ 3, 687 $ 5, 106 $ 1, 935 $ 3, 021 $ 4, 107

Per hour return to labor and management $ 1 16 $ 1.67 $ 2.08 $ 0.99 $ 1. 37 $ 1. 68

Percent return to Total Investment 6.5 7. 1 7.7 6.2 6. S 6. 8

Adjusted Net Cash Farm Income $17, 523 $18, 986 $20, 449 $18, 523 $20, 986 $23, 449

Cash Farm Income per hour of work required
(before taxes)

$ 8.94 $ 8.61 $ 8.35 $ 9.45 $ 9.92 $ 9.57
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The previous material indicates that in situations represented

by these marginal budgets, borrowed capital for operating purposes

and/or land purchase can be used profitably. The operating capital

used in farming an added quarter section unit is especially profit-

able. If the added unit were added by renting and was to be farmed

with the 40 DBHP tractor complement, it could be assumed that the

added income was entirely a return to cash operating expenses.

Since the machinery is seldom used to capacity and there is usually

surplus operator labor, there would be no economic cost involved in

using these items on the added acres--except for the sacrificed

leisure, if the farmer places any value on it. In this situation, the

net cash farm income exceeds the cash operating costs. Hence, the

return to added operating capital would be greater than 100 percent--

106 percent to be exact.

This is a very realistic result. Almost all of the operators

on the less-than-optimum farm units are not using their machinery

to full capacity. They have sufficient surplus labor to easily handle

additional acreage in most situations. Since the fixed expense of

machinery and labor investment will be incurred regardless of

whether the land is added or not, they are not relevant to the decision

concerning marginal land. The relevant costs--marginal cash

operating capital and/or investment in land purchase--are sufficiently

covered by the marginal return that the capital can safely be
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borrowed in many situations.

INTRODUCTION OF A CATTLE FEEDING ENTERPRISE

There is now a lot of interest in the cattle feeding enterprise

in the Columbia Basin as a farm adjustment alternative. A great

deal of thought and money are being utilized to determine the actual

feasibility of expanded feed-lot operations. The outlook is promising,

and lenders are now willing to loan sufficient funds on a sound live-

stock operation. Their policies are being adapted to the specific

needs of the Basin feedlot operations.

For beginning feed-lot operators, the usual recommendation

is the purchase of fairly light feeder calves (76). The operators on

wheat- summerfallow farms can feed for a reasonable gain through

the winter months using surplus feeds (such as stubble grazing or

chafe) and hay, and then finish them off in the spring or summer..

Another alternative would be to sell them to commercial feedlots.

These practices tend to minimize losses caused by fluctuating cattle

prices, and investment per head of livestock can be kept to a

minimum.

The beginning feeder can get by without investing a lot of

money in elaborate facilities (82). Essentially all that is needed is

a good pen to confine the cattle in, and some type of feeder in which

to feed the hay and grains. Sheds or some other means of sheltering
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the cattle from storms are good if available, but in a recent study

by the Idaho Agricultural Experiment Station (58) it was found that

therewere no differences in gains and feed economy between steers

fed in sheds or without any shelter. They also found that warming

the drinking water did not increase rate or economy of gain.

In another Idaho study (54), the delaying of feeding the concen-

trates and feeding a high roughage ratio reduced the costs of gain

and tended to increase the carcass grades. The highest carcass

value., cheapest gains, and thegreatest net returns were made by

steers fed two pounds concentrate with alfalfa hay for the first 28

days, then six pounds of concentrate with alfalfa for the next 135

days, and 13. 6 pounds of concentrate with the alfalfa for the -last 33

days. This type of ration would work well in the Basin area, because

itdelays and minimizes the use ofthehigh priced grain concentrates.

Since the margin of profit in a feedlot is typically low, in-

creased efficiency is the best and most successful means of increas-

in the income level. The increased efficiency can comethrough (1)

selecting a minimum cost combination of grain and roughage feed,

such-as mentioned previously, (2) increasing the percent of grain in

the ration as the cattle progress in the feeding period, and (3) selling

each animal, so far as is practical, when net returns are highest

or losses are the-least. In a study (8) concerning the economic al-

ternatives of beef enterprises on wheat-fallow farms in Oregon, an
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analysis of uncertainty and income variability gave evidence that

the addition ola beef enterprise in any form will not greatly increase

risk. This is primarily because the enterprise is supplementary

and utilizes "surplus" resources such as winter labor, grazing,

and so on.

The facilities available to use in a cattle feeding operation on

the wheat-fallow farms varies widely. On some farms, there are

no facilities, while on others there is a complete set of adequate

facilities setting idle. Because of this wide variation, it is essen-

tially impossible to establish a "typical" situation. Therefore, a

series of assumptions will be made and from them an indication of

the possible profitability of a cattle feeding operation will be esti-

mated.

Since most of the farms in the Basin have at least one

large barn, with essentially no utility as it now exists, it can be

assumedthatthebarncanbeusedforhay storage. Becauseit

has no alternative use, the barn will not be charged against the

livestock enterprise as a cost. The farmer's labor and equipment

will not be charged as a cost either because in most instances farm-

e r s on the less-than-optimum sized farms have adequate surplus

time and machinery capacity to care for a number of cattle. It is

assumed that the farmer will have to build feed bunks and fences,

that he will use his homegrown barley as the major concentrate and
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that the roughage will be primarily alfalfa hay. The following budgets

(Table 24)(based on the above assumptions) will indicate the possi-

ble profitability of introducing a feeder program into the smaller

wheat-fallow farm businesses. The budgets are set up assuming

good livestock management practices, not necessarily the average

or "typicaP' Basin farmer, in order to show what might be accomp-

lished by those capable farmers wUling to put forth the added effort

that would be required to adopt a feeder enterprise as a farm adjust-

rnent.

The budgets indicate that a good manager could expect a very

reasonable return on funds invested in a cattle feeding enterprise.

Since there is no charge for labor, machinery, and feed storage

facilities, the returns from the feeding enterprise accrue primarily

to the cash investment in feeds, feed facilities, and livestock--the

average investment figures in Table 24. If the funds invested in

feed, feed facilities, and livestock were borrowed, the interest cost

would be about seven percent. When the seven percent interest cost

is subtracted from the percent return to average investment figures

in options A, B, and C-- Table 24--, there are profit residuals of

14. 1 percent, 6. 4 percent, and 24. 4 percent respectively.

The marginal productivity of borrowed capital, as shown by

Table 24, is quite conducive to introduction of a cattle feeding enter-

prise on the less-than-optimum farm units in the Basin area. The



Table 24. Possible Profits From a Dry Lot Cattle Feeding Enterprise on the Less-than-optimum
Sized Farm Units, Columbia Basin, Oregon

Buy 450 pound calves in the Fall. carry them through the Winter by feeding for maximum
IroughageP gain, then sell as feeders in Spring or early Summer at 785 pounds.

Sale Value, 1100 lb. @$23.S0/cwt 258.50
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B. Buy 785 pound feeders, feed them for maximum gain, and sell at 1100 pounds finished.

Cost of Animal, 785 lb. $22. 50/cwt $176. 62

Hay, 135 days © 101b/day, $20/ton 13. 50

Grain, 135 days 10 lb/day ave., c $50/ton 33. 75

Miscellaneous Expense (Veterinary, salt, etc.) 1. 00

Depreciation and Repairs (Facilities) . 75

Average Investment (sub-total) $225. 62

Death Loss, 1% of Average Investment 2. 26

Average Investment $227. 88

Cost of Animal, 450 lb $23/cwt $103. 50

Hay, 225 days 16 1/2 lb/day, $20/ton 37. 12

Miscellaneous Expense (Veterinary, salt, etc.) 3. 00

Depreciation and Repairs (Facilities) . 75

Average Investment (sub-total) $144. 37

Death Loss, 19's of Average Investment 1. 44

Average Investment $145. 81

Sale Value, 785 lb $2250/ cwt 176. 62

Netlncome $30.81
Percent Return to Average Investment 21. 1

Net Income 30. 62

Percent Return to Average Investment 13. 4

C. Buy 450 pound calves, feed them for maximum "roughage" gain to 785 pounds, and
finish to 1100 pounds for market.

Cost of Animal, 450 lb $23/cwt $103. 50

Hay, 225 days 16 1/2 lb/day, $20/ton 37. 12

Hay, 135 days 10 lb/day, $20/ton 13.50

Grain, 135 days c 10/day ave., @$50/ton 33. 75

Miscellaneous Expense (Veterinary, salt, etc.) 4.00
Depreciation and Repairs (Facilities) 1.00

Average Investment (sub-tota' $192. 87

Death Loss. 2% of Average Investment 3.86
Average Investment $196. 73

Sale Value, 1100 lb © $23/cwt 258. 50

Net Income $ 61.77
Percent Return to Average Investment 31.4
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returnsare great enough to repay the loans involved, plus a sub-

stantial profit residual to the farmer-borrower. The profit residual

is large enough that it should more than compensate for the added

risks involved.

All farmers, however, cannot expect this high a return, even

with the same basic costs, because of inadequate facilities, poor

management, and so on. A change in any one of the factors involved

could alter the profit picture a g:reat deal. Any farmer, before

adopting a cattle feeding operation, should carefully eiraluate all the

factors involved inhis particular situation and do some rigorous

budgeting. Only after much thought should any. decision be made.

But, as the budgets show, the cattle feeding enterprise does offer

an economically feasible alternative that might be a very profitable

alternative to manyfarmers in the Columbia Basin.



CHAPTER VII

COLUMBIA BASIN FARMERS' ATTITUDES
CONCERNING THE USE OF BORROWED CAPITAL

The Columbia Basin farmers in this study display mixed

emotions concerning the use of credit in their farm businesses.

Many are making very good use of credit and borrowing willingly.

Others are borrowing against their will, in a sense, because they

feel they "have to" to stay on the farm- -they are quite typically

not borrowing as a planned course of action. Still others on the less-

than- optimum units in the Basin are not borrowing at all, even

though they realize in many situations that it would be quite profitable

to do so. There is some t!blocktt that makes them very hesitant to

borrow even for obviously productive purposes.

FARMERS'ATTITUDES CONCERNING BORROWING

The farmers in the Basin were almost unanimously agreed that

credit should be used for income producing purposes (Table Z5).

This is also reflected in the fact that they were using essentially no

consumer credit. Very few of them were even using credit to buy

cars. They did, however, feeL that the use of credit is justified for

non-income producing purposes ifabsolutely necessary. If, however,

consumer credit were to be used to buy a "luxury item" instead of a

necessity, they then objected to the use of credit for non-productive

104



Table 25. Response of Farmers to Statement, "The use of credit by farmers is justified for

the following purposes."

* Error is due to rounding
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Total

Items

1. Household items, such as
furniture and appliances 43.3 6.7 30 20 100.0

2. Yearly farm operating expenses 6.7 86.7 3.3 3.3 100.0

3. Land purchase 6.7 90.0 3.3 :100.0

4. Farm building construction 80.0 3.3 16.6 999*

5. Construct a house 80.0 6.7 13.3 100.0

6. Family living expense 3. 3 46.7 3.3 33.3 13.3 99.9

7. Buy a car 73. 3 6.7 20.0 100.0

8. Buy farm machinery and
equipment 3. 3 83.3 6.7 6.7 100.0

9. Buy breeding livestock 80.0 13.3 6.7 100.0

10. Buy feeder livestock 76.7 13.3 10.0 100.0
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purchases.

The farmers were of the general opinion that consumer type

credit was "taboo" unless absolutely necessary. They indicatedthat

a farmer could and should usethi.s type of credit only as a last re-

sort. They seemed to bequite aware of the nttrapst in using consu-

mer creditand had essentially nothing good to say for the' finance

companies that "pedal" this type of money. They feltthat if a person.

did use consumer credit, he should obtain it someplace besides a

finance company.

Even though this was the prevailing attitude, some of the far-

mers realized that in reality it makes little difference for what

specific purpose a farmer borrows. As one farmer stated, "a far-

mer just takes money ou.t of one pocket and puts it into another.

Since a farmer's business and personal finances, are really.insepara-

ble it makes little difference whether he borrows for diesel fuel and

buys 'a refrigerator with his own money,or borrows for the refrigera-.

tor and uses his own money for diesel."

An interesting point is that although few of the. farmers were

borrowing much money, they voiced very few objections 'to cred.it.

Most of them said that they thought it was a good idea to use credit

if it was needed, and that they, themselves would willingly, use

credit when the need arose.

A surprising number of the farmers stated., "I don't need any
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credit. ' Those making this comment were usually operators on the

smaller units who recognized that they were not making as much as

they could, but who were unwilling to incur the risks involved with

obtaining more productive resour ces. They did not want to leave

the farm or borrow money to expand it. They felt that borrowing

would endanger what they already had, and they did not want to take

any unnecessary chances with what security they had "paid f o

The usual reaction went something like this: "Sure it is a good

idea to use credit in some situations and I could probably make more

money myself if I would borrow more, but I wouldn't use borrowed

money unless I really had to." They could see their neighbors and

friends making profitable use of credit, but still they were very re-

luctant to use any borrowed money themselves. Another farmer

describ ed the usual reaction by this statement: "I know I could make

a better living if I borrowed more, but I would just lay awake nights

worrying about how to repay it. It just is not worth it to me!"

Most of the farmers on small farms were not interested in

borrowing to buy land at today's prices. They realized that a given

acreage of land, as a separate unit, will not pay for itself now in

many cases, and felt that the risk in borrowing to buy land is much

too great. They were interested in renting more land, but felt that

they could not afford to buy.

On the other hand, one of the smaller farmers was in the
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process of completing arrangements to buy more land. He said,

"Vve got to buy more land! I'm too small now, and if I don't ex-

pand I'll have to quit farming. So, I'm putting all my eggs in one

basket and gambling that it will pay off." This is the alternative

that most of the farmers on small units are facing--get bigger, get

out, or be satisfied with a substandard income level. And to get

bigger they will almost without exception have to use borrowed

capital.

It appears that there are two main reasons the farmers in the

area are not using more credit. One reason is the old "puritan't

ethic of "neithera borrower nor a lender be". The other seems to

be the fear of the unknown that is common to most people. They do

not really understand the various aspects of credit use nor how to

adequately manage a good credit program. Hence, they arehesitaflt

to borrow because it is something new to them.

These two factors are probably interdependent and if the proper

information were available to farmers, it appears that these limiting

factors could be eradicated. The farmers want information concerx

ing credit management and have indicated that if they knew more about

credit management they would undoubtedly use more borrowed capital.
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FARMERS' ATTITUDES CONCERNING CREDIT INFORMATION
NEEDS

The farmers in the Columbia Basin seemed to have -a good

knowledge of credit sources and available terms but they have an

inadequate understanding of how to use the-borrowed funds. Most

of them stated that they would be very interested in obtaining further

information concerning credit management in the farm business.

They-want to know for what purposes credit can be used profitably,

how to properly balance borrowed capital with "owned" capital, and

so on. They feel very insecure about their abilities to use and -r-epay

borrowed capital, although they recognize that they could probably

increase their incomes byborrowing more. -

The farmers indicated that they would prefer printed material

concerning credit management rather than a short course-. The

re-asons given were usually that they did not have enough time to

attend a short course -and/or that they could study printed material

in their leisure time. Many of them, however, indicated that they

would attend a short course if one were offered in the winter months,

when their work -load is less demanding. They were willing in most

cases to travel as far as the largest town in their county or a neigh-

boring county in order to attend. This would amount to 40 to 60 miles

many of them would be willing to drive for this type of information.
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Many of the farmers indicated that they were sure they would

have to use credit in the next few years in order to stay in farming.

These farmers were especially interested in gaining new insights into

credit management. Lending agencies, especially banks, could pro-

bably expand their farm loans significantly in the Basin area if they

would introduce some sort of "training sessions" for their potential

customers. The farmers want the information, and many want it

badly. It stands to reason that the lender that best meets this need

is going to get the farm-borrower's business.

FARMERS' ATTITUDES CONCERNING SELECTED RISK FACTORS

The farmers in the sample were split almost 50-50 on the issue

"Farming is a very risky business." (Table 26). All of them recog-

nized that there were definitely some major risks involved and that

generally the wage earner is faced with much less risk than a farmer.

Even though they felt farming was risky, they thought in general that

there was no more risk on farming than in the ownership of any other

private business enterprise. One farmer, however, jokingly stated,

"Farming is about the only form of nationwide legalized gambling

today."

The farmers were all asked the following question: If you had

the choice (a) of making $1,000 with a fair degree of certainty or

(b) of making somewhere between $500 and $2, 000 with less certainty,



Table 26. Farmers Response to Statements Concerning Selected
Risk Factors in Farming.

Response (%
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1. Farming is a very risky
business. 13.3 33.3 3.3 50.0 99.9

2. It is important to adopt
new scientific advances
early in order to get the
most benefit from them. 63. 3 3. 3 33. 3 99. 9

3. If a farmer is to get
ahead, he must be willing
to sometimes gamble on
all, or nothing. 3. 3 33. 3 3. 3 60. 0 99. 9

4. A farmer should borrow
all the money he needs
regardless of how far in
debthegoes. 6.7 3.3 46.7 43.3 100.0

5. A farmer must accept a
great deal of risk and un-
ce rtainty when he increases
the size of his farm. 3.3 70.0 3.3 .23.3 99.9

6. You are willing to take
more risks than the aver-
age farmers in this area. 20. 0 3. 3 76.7 100. 0
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which choice would you make? Seventy percent stated that they

would take the $1, 000 with certainty and 30 percent stated that they

would take the chance on $500-$2, 000. Many of the older farmers,

however, stated that if they were younger they would take a chance

on the $2, 000. Because of their age though, most of them did not

feel that they had much to gain by taking any unnecessary chances.

When asked if a farmer has to sometime be willing to gamble

on all or nothing to be successful, 60 percent of the farmers stated

that he did not (Table 26). Most of them, when trying something

somewhat risky, preferred to keep "an ace in the hole, ' and felt

that farming in general does not involve a lot of "gamb1ing'. They

did, however, feel that there was a lot of risk involved in changing

the size of a farm and in early adoption of new scientific advances.

Seventy percent of them felt there is a great deal of risk and uncer-

tainty involved in increasing the size of a farm. Sixty-three precent

felt that it is best to wait until new scientific advances have proven

themselves before adopting them on their own farm.

When the farmers were asked if they were willing to take more

risks than the average farmer in the area, 77 percent said that they

were not. The majority of them felt that they were about "average"

in this respect.

The farmers that were willing to take more chances were pri-

marily the younger farmers. The older farmers stated that the
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younger operators were taking too many chances, especially in

borrowing money. The younger farmers recognized that they were

taking more chances but justified their actions by stating that it was

the only way to get started and stay in farming.

Most of the older farmers stated that they thought it was im-

possible for a young man to start farming today unless he inherited

or "married" a farm. A few of the farmers, however, felt that there

were good opportunities in farming and that a young man willing to

work and take a few chances could make a good living by doing so.

They felt that the lending agencies should treat with special consid-

eration the young man willing to work, who has some farming ex-

perience and know-how and some advanced education. He undoubted-

ly would not meet their loan requirements because of having

essentially no security besides the land he wanted to buy- -but given

a chance he could be quite successful in starting a farming enter-

prise. Without some special consideration by the lending agencies,

though, he would have essentially no chance to get started.

The farmers' reactions to the government's interference in

agriculture were quite varied. Most of them appeared confused by all

the changes, and stated to the interviewer that they would give no

information if the government had access to it. The response to the

government activity varied from, "With the government running

things they way they are today, there is no risk in farming" to "If
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the government were out of farming today, the risks involved in

farming would be decreased by one-half." Most all of them stated

they would just as soon the government would "leave them alone.

FARMERS' ATTITUDES CONCERNING LENDERS AND THEIR
LOAN PRACTICES

The farmers in the sample were given a list of factors that

are usually considered in the evaluation of a farm loan application.

They were asked to indicate the five factors they felt were most

important to the lender when he decides whether or not to grant a

loan (Table 27). Most of the farmers indicated to the interviewer

that the factors would all be considered, but that the five (1) farming

experi erice, (2) management practices, (3) loan history, (4) reputa-

tion of the farmer, and (5) financial progress were the most impor-

tant to the lender in making a decision on a farm loan application.

The farmers also indicated they they felt most of the lenders

were sufficiently familiar with farming to adequately make these

evaluations. A majority of the farmers felt that the lenders under-

stand and are sympathetic with the farmers' problems (Table 28).

In fact, a few of the farmers went as far as to say that they thought

the lenders understand some of the farmers' problems even better

than the farmers do.

When the farmers were asked if they thought the loan limitsr
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Table 27. Relative Importance Farmers Thought Lenders Placed on
Selected Factors When Evaluating a Farm Loan Application.

Response
Factors

Farming experience 17.5

Management practices 14;. 2

Loan history 14.2

Reputation of farmer 13.3

Financialprogress 12.5

Size of farm or ranch 10.0

Buying habits of farmer 5. 0

Age of farmer 5. 0

Farm records 4. 2

Family and marital status 1. 7

Cost of family living .8

1 2. Mechanical ability . 8

13. Flexibility of operation . 8

100.0



Table 28. Farmers' Response to Statements Concerning Selected Characteristics
of Lenders in the Area.

e
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0

0
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. Total
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1. The maximum amount lenders
will loan is too low. 3.3 40.0 13,3 36.7 6.7 100.0

2. Agencies serving farmers
are too restrictive in
the purposes for which
they will make loans. 13,3 16.7 70.0 99,9*

3. Lenders are too conservative
and cautious. 23.3 10.0 60.0 6,7 100.0

4. There is too much red tape and
delay in obtaining a loan. 13.3 16.6 70.0 99.9

5. Lenders understand and are
sympathetic with farmers'
problems. 3.3 60.0 10,0 23.3 3.3 99.9

6. Lenders are often over anxious
to make loans and thus
let farmers get too far in
debt. 13. 3 23.3 23.3 40.0 99.9

7. Lenders should emphasize
earning capacity and re-
payment ability and reduce
the emphasis on physical
collateral as the basis
for securing a loan. 16. 6 60,0 13.3 10.0 99.9

8. It pays to shop for the lender
that best meets your par-
ticular needs when you use
credit. 30.0 63.3 3. 3 3,3 99.9
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on farm loans were too low, about half of them agreed (Table 28).

They felt that the loan amounts were sufficient for machinery and

equipment, operating expenses, and so forth but that they were far

too low for 1-and purchases. The farmers stated that this was the

major factor preventing their expanding the size of their farms.

When land is for sale in their area, they are unable to obtain the

necessary financing to make the purchase. They felt that land sold

readily in most areas, and that farmers were willing to make severe

sacrifice to acquire and keep land. Because of these factors they

felt that lenders were being much too cautious in lending for 1-and

purchase, and that the -amount they were willing to loan on a piece of

farm land was much less than the risk involved would warrant. The

farmers cannotunderstandwhy lenders will not loan a greater per-

centage of the purchase price. Some of the farmers did state, how-

ever, that if they were in the lenders' position they would probably

be just as cautious.

When asked if the lenders in the area gave enough time to re-

pay the farm loans they grant, the farmers, in general, thought that

they did(Table 29). The farmers indicated very little antagonism on

this point. About 70 percent of them were very well pleased with

the time period granted on all types of farm loans in the area. Some

of thefarmers even thought that the lenders were giving more time

than really necessary On some of their loans.



Table 29. Farmers' Response to the Statement, "Lenders, in General, Give Enough Time to

Repay the Following Types of Loans."

Response, %

* Error is due to rounding.

Type of Loans
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Total

1. Production loans 10.0 56. 7 16. 6 16. 6 99. 9*

2. Machinery and equipment loans 6. 7 60. 0 16. 6 16. 6 99. 9

3. Land purchase loans 6. 7 66. 7 20. 0 6. 7 100.1

4. Building construction loans 6.7 56. 7 26. 7 10.0 100. 1

5. Loans to buy breeding livestock 6.7 63. 3 20. 0 10.0 100.0

6. Loans to buy feeder livestock 6.7 60. 0 23. 3 10.0 100.0
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Most of the farmers had little but ridicule and contempt for

consumer financing. They thought that the lenders dealing in con-

sumer credit were over anxious to make loans, that they often en-

couraged people to become overloaded with debt, and that their

terms--except for inter.est rates-- are much too liberal. Their

reaction to this attitUde is shown somewhat in the fact that not one

farmer in ths particular sample was borrowing for household pur-

poses, and very few were or would borrow for a car. Some were,

however, borrowing for pickups and trucks but considered these to

be income-producing uses of credit. Almost without exception these

farmers stated that they felt credit should be used only for income-

producing purposes, unless one found himself in a position where

he had no alternative but to seek consumer credit.

The sample farmers had the impression that the banks in the

area would rather loan to wage earners for consumer items than to

farmers for income-producing purposes. They considered them-

selves to be a much better risk than the wage earner who had little

except his home and car for security, and consequently could not

understand this particular attitude the banks seem to have.

Many of the farmers felt that the local bankers usually under-

stood and were sympathetic with the farmers situation, but that they

were hindered by unrealistic and prohibitive policy set up by the head

offices in Portland. There was much more criticism of the commercial
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banks in the-are-athan of any other lenders--with the exception of

the finance companies.

The farmers in the sample thought that the lenders in the area

were quite liberal in most instances-, especially where time to repay

was concerned. They felt that the lenders would loan for almost any

justifiable purpose, although the costs involved would in most cases

be much too high. This appears to be a real "sore spot" with the

farmers. Theycannot understand why farmers do not get as low a

rate of interest a-s the non-farm enterprise with an equal investment.

They feel that since the farmer is tied to his land and that his land

is immovable, he should be as good if not -a better risk than the

much more mobile non-farm business. Along this same line, the

-farmers feel that the farmers -are much less apt to run out on a debt

liability, and hence the lender should place much more emphasis on

factors other than physical security when granting. loans to them.

Most of the farmers felt that they would b-e able to obtain a

loan for any purpose other than land purchase without much trouble.

The terms, in general, were satisfactory to them, and 67 percent of

thern felt there would not be too much red tape or delay in obtaining

-a loan (Table 28).



CHAPTER VIII

COLUMBIA BASIN LENDERS' ATTITUDES AND
PRACTICES CONCERNING AGRICULTURAL CREDIT

The information obtained from the interviews with the lenders

was quite general. The lenders indicated that there is no such thing

as a "typical" farmer and hence they could only provide policy ranges

within which they make their loans. The time limits, interest rates,

and loan limits, therefore, might vary widely on the same type of

loan granted to different farmers. The particular terms offered toa

particular farmer-borrower depend upon the degree of risk exposure

faced by the lender making the loan.

The credit needs for farm adjustments in the Columbia Basin

are met primarily by commercial banks, insurance companies, pro-

ductioncredit associations, the Federal land bank, and individuals.

In order to determine how well the institutional lenders in the Basin

area are meeting the credit requirements for farm adjustment,

several of the lenders were contacted and interviewed. They were

most cooperative, and appeared very willing to help in any way possi-

ble to improve the lender-borrower relationship with farmers.

The commercial banks and production credit associations are

providing the short and intermediate term credit for operating expen-

ses and machinery purchase. The operating loans are typically

lal
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ttbudgetedll and extended as credit lines. This enables the farmer to

minimize the cost of borrowing by drawing on the hhlineu only when he

needs additional funds. He can then repay whenever he has income

available. Interest is paid only on the oustnding balance for the

time period the farmer actually uses a particular sum of borrowed

funds. The interest rates on this type of credit vary from six to

eight percent depending upon the character of the farmer and the se-

curity pledged on the note. Many of these lenders are making "signa-

tureH loans to the well established farmers in the area.

The machinery loans are extended for periods varying from two

to seven crop years. The smaller commercial banks extend loans for

about two years on machinery, the larger commercial banks about

three years, and the production credit associations are extending

machinery loans as long as seven years on major items such as

tractors and combines. The larger commercial banks usually grant

their machinery loans through equipment dealers while the smaller

banks and production credit associations grant their machineryloans

directly to the farmers. The interest rates on these loans vary

around 6. 5 to seven percent, and the lenders require one-third down

in most situations.

The farm real estate loans are usually handled by the Federal

land bank and various insurance companies, although one of the major

commercial banks is now advertising for farm land loans. These
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lending agencies usually loan about 60-65 percent of land value on

land purchase loans. This is on the basis of their own appraisals.

On the basis of present market value, they are only loaning 40 to 55

percent of land value. These agencies can extend loans for periods

of up to 35 years, according to present policy, with the exception of

the commercial banks which are limited by law to 20 years. The

interest rates are all quite close to 5. 5 percent, which is the rate

charged by the district Federal land bank at this time. When the

commercial banks are unable to handle a particular loan on land they

refer the borrower to the insurance companies and Federal land bank.

Chapter VI indicates that an added acreage of cropland returns

enough to pay for itself if added to an owned base unit. However, even

though a marginal piece of land will pay for itself if added to an ex-

isting unit which pays all fixed costs, the farmers may experience

difficulty acquiring more cropland. Since most of the agency lenders

are now lending only 40-55 percent of the market value of land and

individuals- -usually sellers--are loaning as much as 70 percent, a

farmer has to pay between 30 and 60 percent down before he can pur-

chase land. Since most of them have little or no savings, the down

payment must come from a mortgage on the property already owned.

In this situation, the loan limits would allow a farmer to expand his

owned base unit only to the extent of down payment be could provide.

Ifthedownpayment requirement were one-third down, then he
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would have to maintain a one-third equity in his total farm. By

borrowing against two-thirds of the value of his owned base unit and

applying it as down payment on an added acreage of cropland, he

could triple the size of his farm. This sounds good, but- -for

example- -three times a base unit of 300 acres is only 900 acres

which is 70.0 acres less than optimum. And if the farmer had not

owned the entire base unit of 300 acres his expansion possibility would

be even less. Many of the operators on the less-than-optimum units,

therefore, could expand to the full extent of their credit base and yet

remain below the level at which their farm units would provide an

adequate living for their families.

Livestock loans in the area are extended primarily by the

commercial banks and production credit associations. The majority

of the loans for all livestock purposes are made on a yearly basis,

with renewal privileges if necessary. Most of the lenders seemed to

want the farmers to clean up" their livestock loans each year, but

one ofthe major commercial banks is trying to establish a system of

"continuous debt" for some livestock operations, especially the feed-

lots. It is not practical for the cattle feeder to "fill and empty" his

entire operation in a year. This bank realizes that the cattle feeder

fills and empties pens continuously all year and that his credit should

be appropriately extended on the same basis.

All of the major lending agencies in the Basin area have well
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trained fieldmen to service their farm loans. These fieldmen are

usually from farm backgrounds, have a great deal of:agricultural

training(ex.-county agents, past vocational agricultural instructors,

and so forth) plus a sound understanding of the credit philosophy and

policies of their particular organizations. They are vitally interested

in agriculture, and determined to do what they think is best for the

farmers., Most of them are sufficiently interested in agriculture that

they have repeatedly resisted effortsby their superiors to promote

them to positions that would take them out of personal contact with

farmers. They have the necessary background in agriculture coupled

with sound credit management training that should enable them to very

adequately help a farmer plan and carry out a successful credit pro-

gram.

The major lending agencies vary widely in the philosophy

towards advertising their services to farmers. Most oftheadver-

tising done by the commercial banks is directed to the consumer and

very little to the farmer--except as a consumer. The commercial

banks stated that they did not prefer consumer loans over farm oper-

ating or machineryloans. But, the fact that they do little advertising

of their agricultural credit might tend to contradict the statement.

There were, however, a few commercialbank branches that were

doing a great deal of ttfarmer" advertising through the use of radio,

T. V., newspapers, and billboards. The agencies specializing in
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agricultural credit, such asthe production credit associations and

Federal land bank, make wide use of radio, newspapers, and news

letters.

The lenders indicated that the primary reasons for.refusing

farm loan applications :are (1) poor management ability and (2) over-

all inability to repay any loan granted. They stated, however., that

the most limiting factors were character and personal conduct of the

farmer. But, according to their report, their refusal rates are very

low with the dry-land farmers in the area. The lenders were, in

general, very well pleased with the success they have been having

with loans extended to the wheat- summerfallow farmers.

The lenders typically have a very good attitude toward the dry-

land farmers on both large and small units. In many cases, they are

personal friends. Most of the farmers have been in the area for

many years and are well established in their particular communities- -

and hence well known to the major lenders. The lenders reported that

this group of farmers, regardless of the size of their farm units, were

generally quite capable, and typically good managers.

Some of the lenders indicated that one major factor thatnow

prevents all farmers from using more credit isthefarmerst ignorance

of what credit facilities and services are available. Many farmers

know they could profitably use more capital, but they do not find out

what is available to them from credit agencies. One of the lenders
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interviewed stated, "I have feitfor some time that there is a need

for some adult education among rural people on this subject (credit)."

Credit funds appear to be readily available to the dry-land

farmers in the Columbia Basin for all purposes. Thelenders, with-

out exception, indicated that most farmers that could show them a

good plan for the use and repayment of borrowed capital would be able

to obtain a loan wihout much red tape ordelay. The lenders stated

that there areadequate loan funds available now from all major

agencies as well as individuals., and that deserving farmers would

have little trouble in obtaining sufficient credit. A mortgage loan

appraiser for one of the insurance companies active in the area

summed up the Columbia Basin credit situation with this statement:

"In this particular area there is more competition to make farm loans

than in any area in the Northwest. In fact, it is one of the most com-

petitive areas. .. of the United States outside of the CornBelt inthe

Midwest. Interest rates in this area are competitive and there are

numerous lenders out hustling to make loans. .



CHAPTER IX

SUMMARY AND CONCLUSIONS

The fariers in the Columbia Basin, Oregon, that are operating

units often too small to conapete for available resources need to make

adjustments in the complex of resources they control. They can do

this either by using the resources on existing farm units more inten-.

sively or by expanding to a larger complement of resources.

The most likely adjustment in use of resources now controlled

would be the introduction of a cattle feeding enterprise. This would

allow the farmers to take full advantage of their building and fencing

facilities and surplus labor. It would also provide a profitable means

to market home-grown feeds.

The other alternative that would be feasible in most situations

would be to expand the cropland acres controlled by buying and/or

renting more land. Tbere are, however, two major limitations:

(1) availability of land and (2) availability of financing to purchase land.

Land is available periodically, and especially for rental pur-

poses as older farmers on small units retire from active farming.

The competition for land is so intense in the Basin area that most

sales are not advertised by means other than word of mouth. In order

to take advantage of opportunities to acquire additional cropland, a

farmer must not hesitate but act quickly. The farmers on smaller

128
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units need to plan ahead and have a very good idea of what terms they

can offer when land becomes available. Only by advanced planning and

careful management will the farmers on small units be able to com-

pete with the operators on larger farm units.

The farmers on smaller units are hindered somewhat in their

adjustment progress by being reluctant to use borrowed capital. They

report having no real "conscious't fear of credit, nor are theyviolent-

ly opposed to using borrowed money. But, they do not care to use

credit except as a last resort. Few of them use borrowed capital in a

planned course of action from year to year as a means of expediting

financial progress. They are more inclined to think of credit as

Hdebtll than as a valuable additional tool in their total complement of

resources. In spite of these "blocks" to credit use, many of them are

seriously thinking about using more borrowed capital in the next few

years. In fact., several feel that they will be forced to use credit in

order to remain in farming.

The lenders in the Basin area appear to be meeting most credit

needs of the farming population. They are having very good experience

with loans in the area, and hence the competition for farm loans is

very intense. The lenders have very well trained personnel as agri-

culture fieldmen who are quite capable of servicing farm loans. Most

of the fieldmen and farm loan supervisors have farm backgrounds plus

agricultural training in college. They are working continuaUy to
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obtain credit facilities tailored to the needs of agriculture.

The lenders' attitude toward the dry-landwheat-summerlallow

farmers in the Basin area is very good. They feel that, in general,

they are good managers, stable in their respective communities, and

good credit risks in most situations. They feel, however, that the

farmers' general knowledge of credit management is limited, and that

they tend to ask for more credit than they can safely borrow and repay,

especially for land.

The farmers, on the other hand, show little antagonism toward

the major lenders in the area. They feel that the lenders are ingen-

eral doing a good job of meeting most farmerst credit needs, except

in lending for land purchase. The farmers indicate that they feel

loan limits for land purchase are not realistic in many situations.

The farm operators feel that land sells readily and is basically a

sound investment; that the Basin farmers are stable people and

basically very sound character-wise. Because of these factors,

farmers think lenders are being overly cautious when making land

purchase loans. The study farmers voiced no dissatisfaction, how-

ever, with either operating or machinery loans. Since most of the

study farmers had small cow herds, they seldom borrowed for live-

stock purposes. Consequently, there was little information obtained

concerning farmers' attitudes on livestock credit facilities.

On the basis of the budgets for the selected adjustment
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alternatives, the marginal productivity of the borrowed capital is

sufficiently great to allow manyof the farmers on less -than- optimum

units to make substantial changes in their income levels. In farm

Situations similar to or oetter than those budgeted, borrowed capital

could be used profitably. It appears that the returns in many cases

would be great enough to more than compensate for any, additional

risk involved with borrowing. The evidence indicates that borrowing

is much less of:a "gamble" than most of the farmers feel it is.

The money borrowed to meet annual cash operating costs re-

turns a profit residual--after 'tpayment&' for :all other input factors

are subtracted--of26. 1 percent to 77. 1 percent depending on whether

the added land is rented or purchased and what size machinery comp-

lement is used. The higher rates are on rented units utilizing the lar-

ge r compliment of machinery and equipment.

The return to borrowed capital used to purchase added land is

7. 6 percent or 8. 3 percent, depending on which machinery compli-

rnent.isused. When a 5.5 percent interest cost for the borrowed

funds is subtracted 'from the two figures, there is 'a profit residual

of 2. 1 percent or 2. 8 percent.

Themarginal productivity of borrowed funds used'in carrying

on. a cattle feeding operation 'is sufficient to 'allow many farmers to

,,use this enterprise as a profitable adjustment opportunity. The re-

turn to borrowed capital used in a cattle 'feeding enterprise varies
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from 13. 4 percent to 31.. 4 percent, depending on the type of feeding

operation used. If a seven percent intere St charge is subtracted

from these figures to pay for borrowed funds, the profit residual

would be 6. 4 percent to 24. 4 percent, again depending on the type of

feeding operation adopted.

It seems that the biggest adjustment problem in the Basin at

present (as far as the useof credit in financing farm adjustments is

concerned) is a lack of communication between the farm-borrower

and the various lending agencies. The lending agencies are not

making optimal use of advertising media to inform the farmers of the

credit services and facilities they can offer. The farmers, on the

other hand, are not being agressive enough to find out what credit

facilities and services are available. It is a two-way problem that

will require a change by both farmers and lenders if more optimal

use is to be made of the abundant credit facilities in the area.

The other major adjustment problem in the Basin area is the

inadequate credit base pr.ovided by many of the small farm units,

especially to buy land. Since the lenders .are now loaning about 50

percent of the market price of land, a farmer can only expect to double

his owned land acreage- -providing he has 100 percent equity in his

existing unit. This means that a farmer would have to own at least

800 acres of cropiand if he wanted to buy enough additional land to

expand to the optimum of 1600 acres.



133

On the other hand, if a farmer wanted to expand his farm to a

more optimum income level by renting more land and/or adding a

cattle feeding enterprise, there appears to be adequate credit avail-

able to do so. The major limitation to acquiring livestock loans and

operating loans seems to be character and personal conduct of the

prospective borrowers. The short-term funds as well as intermedi-

ate funds appear to be readily available to any farmer who can show

a good, sound plan for their use.

In view of the attitudes and practices of farmers and lenders in

the Columbia Basin and the marginal productivity of borrowed capital,

it can be concludedthatthe economic climate and available credit

facilities are conducive to successful adjustments on many of the

less-than-optimum scale farms. There are profitable alternative

uses for borrowed capital on the small farms, and adequate financing

is readily available to operators capable of using credit wisely .and

repaying loans on time.

The farmers, however, in order to more easily obtain the

available credit, are going to have to do more planning ahead, keep

more detailed records of farm operations, and determine in advance

how to best utilize the borrowed capital in their operations. They will

be required to prove themselves as managers- -capable, willing, and

able to make the sacrifices necessary to make the required adjust-

ments. And it will require some very real sacrifices; the use of
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credit, no matter how available it maybe, is no panacea for all

adjustment situations. The living standards of farmers on small

units cannot be brought up to optimum overnight; it will take time.

But the opportunity-good opportunity-- is there for those farmers

willing to use credit and accept the risks of adjusting their controlled

nbundlett of resources.
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BASIS FOR COST AND INCOME CALCULATIONS

The income potential of the Columbia Basin farmers is now

quite dependent upon government farm programs operating in the

area. Since the programs change from year to year, a program

allowing two-thirds wheat and one-third barley was assumed for

purposes of budgeting. The income on the budgeted units is based,

therefore, on: (1) the land being divided half and half between crop

and summerfallow each year, and (2) that two-thirds of the cropland

each year will be planted to wheat and one-third to barley.

The rental agreement on the rented farmland is assumed to be

one-third of the crop to the landlord and two-thirds to the tenant.

The landlord pays all the realestate taxes and the tenant pays all

other costs. Although the rental agreements vary throughout the

Basin area, this representsthe more common practice.

The incomeand cost figures used in thebudtets are as indicated

:below.

1. INCOME

Yield Price
Crop (but A.) ($Ibu.)
Wheat 32 1.80
Barley 42 .90
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2. SEED
Rate Seeded Price Cleaning & Treating

Crop (lbs/A.) ($/bu.) Costs ($/bu.)
Whea.t 40 1.80 .35
Barley 48 .90 .35

FERTILIZER
Rate of Application Price

Crop (lbs. N/A.) ($/lb. N)
Wheat 40 .12
Barley 35 . 12

FUEL, OIL, AND GREASE
Cost

Equipment ($/hr.)
30 DBI-IP tractor (wheel) . 50
40 DBHP tractor (crawler) . 70
60 DBHP tractor (crawler) . 95
Self-propelled combine-- 14 ft. 1. 05

16 ft. 1. 10

REPAIRS AND MAINTENANCE
a. Tractors and Combines:

Cost
Equipment ($/hr.)
30 DBHP tractor (wheel) . 60
40 DBHP tractor (crawler) 1.05
60 DBHP tractor (crawler) 1. 25
Self-propelled combine- - 14 ft. 4. 50

16 ft. 5.00
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Trucks: Repairs and maintenance costs are
included in the cost per mile
operated.

All other equipment: 1 % of inventory value,
considering all equipment to be half
depreciated, per 160 acres of
cropland.



6. HIRED LABOR AND WORKMEN'S COMPENSATION

Labor costs: Truck drivers $1.50 per hour
Combine drivers 25. 00 per day

Workmen's compensation: $l2/$100 wages paid

7. WEED SPRAYING

Cost of mate rial .......$0. 70 per acre sprayed

8. CROP INSURANCE

Insurance Cost
Fire Hail *

Crop ($/$100) ($/$100)
Wheat .37 1.75
Barley . 37 2. 50

* Hail insurance on only half the value of the crop

9. HAULING COSTS

Cost
Truck ($/mile)
2-Ton .08
1 1/-Ton .07
Pickup . 05

MISCELLANEOUS COSTS

1% of all cash operating costs

REAL PROPERTY TAXES

60 mils on 1/4 land value, 1/2 building inventory value

PERSONAL PROPERTY TAXES

1% of 1/ 2 the inventory value
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13. FARM PREMISES INSURANCE

Farm liability: $25/year for first section plus
$2. 20/year for each additional section or fraction

Fire: $1/$100 building value

14. EQUIPMENT INSURANCE

Trucks: Public liability and property damage;
Pickup plus two trucks--$120 per year

Tractors and combines: Fire, theft, and upset- -
$0. 75/$100 value

15. BUILDING REPAIRS

2% of inventory value per year

16. FARM SHARE FAMILY AUTO

$0. 08/mile on 2 miles per acre of land per year

17. LICENSES

Pickup $10. 00/year
1 1/2-Ton truck 25. 00/year
2-Ton truck 35. 00/year

18. OFFICE EXPENSES

$15 per year plus $0. 05/acre of land per year

19 EQUIPMENT DEPRECIATION

Tractors: Life of 15 years, 10% salvage value
Combines: Life of 10 years, 10% salvage value
All other equipment: remaining life of 10 years,

salvage value 20% of inventory value
(straight line depreciation method used on all equipmenl
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20. BUILDING DEPRECIATION

Inventory value-over 1-5 years, str.aight line basis

21.. INTEREST ON LAND AND BUILDINGS INVESTMENT

5.5 % of present value

INTEREST ON MACHINERY AND EQUIPMENT INVESTMENT

6. 5 % of present value

INTEREST ON WORKING CAPITAL

7% of 1/2 yearly cash costs

- 24. OPERATORS' LABOR AND MANAGEMENT

3/4 hour of non-field work for each hour in field, 1-0

hour day, computed at going rates of pay to determine
the return to various investment -items.
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