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Introduction

Recent years have brought challenges and opportunities to producers across the United States. Historically high grain and oilseed prices, spurred by demand for biofuels, have pushed farm income to record levels. While this scenario has presented tremendous opportunities for crop producers, it has been burdensome for livestock producers, who have seen production costs increase dramatically. The increased production costs have not been exclusive to livestock producers, however. Fuel, fertilizer, seeds, and chemicals have all increased over historical levels. While some of these production costs have fallen over recent months, the downturn in the global economy has presented some additional challenges for agricultural producers. The global recession has put downward pressure on agricultural commodity prices and tightened credit markets. Coupling these events with a new Farm Bill that offers two new, complex programs designed to help farmers manage risk, makes for an interesting time in agriculture. Following is a discussion of the challenges facing Kansas producers.
Farm Income

Data from the Kansas Farm Management Association (KFMA) indicates that net farm income in Kansas has mirrored U.S. net farm income (Table 1). After experiencing a drop in income in 2006, net farm income, both nationwide and in Kansas, recovered to record levels in 2007. But there were some differences between Kansas and the rest of the U.S. Though U.S. net farm income was barely a record in 2007, net farm income in Kansas was actually 84 percent higher than the previous record set in 2004. Supported by historically high grain and oilseed prices, U.S. farm income is forecast to set another new record in 2008. Final KFMA data is not yet available for 2008, but preliminary data suggests that net farm income will again be high for Kansas farms—although perhaps not as high as it was in 2007.  
The variability in income in recent years can largely be explained by widely fluctuating commodity prices and production costs. Following the energy markets, agricultural commodity prices increased rapidly from 2006 to 2008. Figure 1 shows prices for diesel fuel and natural gas, two of the primary energy sources used in agriculture, from 2000-2009. The increasing energy costs and rising demand for crop inputs resulted in increased crop production costs. Table 2 shows the selected crop input expenses for KFMA farms from 2003-2007. In fact, there were significant increases in crop input expenses each year from 2003 to 2007. This was especially the case for fertilizer and diesel fuel, which increased 105 percent and 110 percent, respectively, over the five year period. Total expenses for the four crop inputs listed in Table 2 increased 75 percent from 2003 to 2007.
Table 1. Net Farm Income in the U.S. and Kansas (2003-2008).

	Year
	U.S.
	Kansas

	
	(Total, $Billion)
	($/Farm)

	2003
	60.5
	51,051

	2004
	85.8
	62,604

	2005
	79.3
	56,982

	2006
	58.5
	46,593

	2007
	86.8
	115,035

	2008
	89.3
	N/A


Source: USDA-ERS and the Kansas Farm Management Association.
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Figure 1. Average Diesel and Natural Gas Prices During Principle Farming Months 

Source: Energy Information Administration


Although crop input expenses increased dramatically from 2003 to 2007, the largest increase occurred in 2008. According to the prices paid indexes published by USDA-NASS, fertilizer costs increased 80 percent from 2007 to 2008 (Table 3). That increase was coupled with a 56 percent increase in fuel costs, a 27 percent increase in seed costs, 

and a 9 percent increase in chemical costs. However, as energy and agricultural commodity prices declined with the global economy in late 2008, fuel and fertilizer prices also declined. Using the price indexes in Table 3, it is estimated that KFMA farms would have spent $23.77 per acre and $65.71 per acre on fuel and fertilizer, respectively, in 2008. Based on current prices, KFMA farms are estimated to spend $12.42 per acre and $48.90 per acre on fuel and fertilizer, respectively, in 2009. While the estimated fertilizer costs still remain above previous levels, fuel costs are estimated to fall to levels not experienced since 2005. So, even though commodity prices have dropped significantly from the historically high levels experienced in 2008, the drop in fuel and fertilizer input costs provides the opportunity for crop farmers in Kansas to earn a profit in 2009.

Table 2. Energy Intensive Expenses for Non-Irrigated KFMA Crop Farms (2003-2007).  

	Expense Category
	2003
	2004
	2005
	2006
	2007

	Fertilizer and Lime
	
	
	
	
	

	      Crop Expense
	$22,649
	$25,556
	$32,231
	$33,847
	$46,348

	      Expense/Crop Acre
	$18.50
	$21.19
	$25.91
	$26.67
	$35.54

	      Annual Change (%)
	
	10.2%
	26.3%
	1.6%
	33.3%

	Gas, Fuel, and Oil
	
	
	
	
	

	      Crop Expense
	$10,545
	$13,102
	$17,730
	$20,493
	$22,179

	      Expense/Crop Acre
	$8.62
	$10.86
	$14.25
	$16.15
	$17.01

	      Annual Change (%)
	
	16.6%
	26.5%
	13.8%
	5.3%

	Herbicides/Insecticides
	
	
	
	
	

	      Crop Expense
	$14,438
	$15,030
	$16,519
	$18,017
	$21,513

	      Expense/Crop Acre
	$11.80
	$12.46
	$13.28
	$14.20
	$16.50

	      Annual Change (%)
	
	5.6%
	6.6%
	6.9%
	16.2%

	Seed
	
	
	
	
	

	      Crop Expense
	$15,455
	$18,348
	$20,498
	$21,877
	$27,484

	      Expense/Crop Acre
	$12.63
	$15.21
	$16.48
	$17.24
	$21.08

	      Annual Change (%)
	
	20.4%
	8.4%
	4.6%
	22.3%

	Total Expense
	
	
	
	
	

	      Crop Expense
	$63,087
	$72,036
	$86,978
	$94,234
	$117,524

	      Expense/Crop Acre
	$51.55
	$59.72
	$69.92
	$74.26
	$90.13

	      Annual Change (%)
	
	15.9%
	17.1%
	6.2%
	21.4%


Source: Kansas Farm Management Association.
Table 3. Annual Prices Paid Indexes (1990-1992), USDA-NASS.

	Year
	Fertilizer Index
	Chemicals Index
	Seed
Index
	Feed Hay /Forages Index

	2003
	124
	121
	154
	115

	2004
	140
	121
	158
	116

	2005
	164
	123
	168
	124

	2006
	176
	128
	182
	139

	2007
	216
	129
	204
	164

	2008
	388
	140
	259
	195

	2009*
	294
	143
	275
	172


 * Monthly Prices Paid Indexes, February 2009.
As higher commodity prices resulted in increased profitability over the last two years, demand for crop land increased as well. This increase in demand resulted in higher cash rents and land values. Table 4 shows the average land value and cash rent for irrigated and non-irrigated crop land in Kansas from 2003 to 2008. Although land values increased each year, the largest increases in both irrigated and non-irrigated land values occurred in 2008. Given that crop production is expected to remain profitable in 2009, albeit at a much lower level than 2008, land values are expected to hold relatively steady.

Table 4. Crop Land Values and Cash Rental Rates in Kansas (2003-2008).
	Year
	Value
	Rent

	
	Irrigated
	Non-irrigated
	Irrigated
	Non-irrigated

	2003
	$1,080
	$645
	$68.00
	$36.00

	2004
	$1,110
	$665
	$72.00
	$37.50

	2005
	$1,240
	$810
	$73.00
	$38.50

	2006
	$1,300
	$890
	$74.00
	$39.00

	2007
	$1,410
	$980
	$82.00
	$41.00

	2008
	$1,660
	$1,130
	$88.00
	$45.00

	Annual Avg.

 % Change
	10.7%
	15.1%
	5.9%
	5.0%


Source: Kansas Agricultural Statistics Service, Agricultural Land Values and Rents.
Livestock Operations

The recent record farm income in production agriculture masks the variability experienced by different types of farms. While farm income for crop producers has been buoyed by the rising demand for ethanol, the higher crop prices have put pressure on livestock producers. Evidence of this occurring may already be evident in the KFMA data. While income on crop farms in 2007 was more than double that of 2006, it was a different story for livestock producers (Table 5). In particular, losses have been historically large for cattle feeders and for cattle backgrounding operations, which experienced another year of negative income. The extended period of large losses for commercial cattle feeders is without precedent over the last three decades, resulting in a huge equity drain for the industry.
Table 5. KFMA Net Income per Operator by Farm Type (2003-2007).
	Type of Farm
	No. of Farms
	Net Income per Operator

	
	(2007)
	2003
	2004
	2005
	2006
	2007

	All Farms
	1,453
	$52,410
	$63,491
	$57,584
	$46,804
	$116,130

	Cash Crop Dryland
	1,010
	51,424
	57,087
	49,422
	49,366
	120,594

	Cash Crop Irrigated
	62
	57,580
	62,729
	64,955
	92,335
	280,585

	Stock-Ranch Cowherd
	21
	34,148
	51,366
	45,396
	35,986
	23,633

	Cowherd
	15
	22,458
	32,088
	24,914
	13,344
	34,948

	Dairy
	35
	24,484
	71,192
	52,658
	25,663
	82,088

	Backgrounding
	11
	63,035
	82,252
	63,279
	-5,823
	-941

	Cash Crop-Cowherd
	137
	33,879
	49,613
	50,149
	31,132
	61,588

	Cash Crop-Dairy
	11
	49,643
	81,068
	72,799
	55,538
	161,507

	Cash Crop-Backgrounding
	29
	87,728
	79,308
	83,820
	1,203
	74,803


Source: Kansas Farm Management Association.
Financial Condition of Kansas Farms

The economic downturn in 2008 was remarkable in both depth and breadth. Widely regarded as one of the most severe financial crises in recent times, there are few industries unaffected by its impact. Agriculture in the U.S. is no exception. The decline in demand for energy has resulted in a similar decline in demand for feed grains and oilseeds. While the primary consequence of the drop in demand for agricultural commodities has been a drop in price, a major consequence of the economic downturn has been a lack of available credit to businesses and consumers. In regard to the overall credit freeze, however, agriculture may be the exception. The Survey of Tenth District Agricultural Credit Conditions conducted by the Federal Reserve Bank of Kansas City indicates that although demand for agricultural credit has fallen somewhat during the fourth quarter of 2008, there are still funds available to lend to credit worthy agricultural producers
. In addition, from a historical perspective, interest rates remain low. Figure 2 shows the annual average interest rates for operating and real estate loans in Kansas from 1988-2008
. The average operating loan interest rate was the third lowest over the 21 year period, while the real estate interest rate was the second lowest during the same period.
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Figure 2. Historical Agricultural Interest Rates.

Source: Kansas City Federal Reserve Bank

The Kansas City Federal Reserve Bank also surveys for information on loan repayments and loan collateral requirements. The survey indicates that the average repayment rate was lower in the fourth quarter 2008 than it was early in 2008, but was still much higher than it was from 1998 through 2003, when farm income was lower. In addition, the survey indicated that collateral required for agricultural loans increased from the fourth quarter of 2007 to the fourth quarter of 2008.
The survey from the Kansas City Federal Reserve Bank gives some indication of the financial condition of farms in Kansas, but does not tell the entire story. Given the current macroeconomic environment, it is important to examine long-term trends in financial measures. In 1985, the debt to asset ratio for U.S. farm businesses was 0.222 (USDA-ERS). In contrast, in 2007, the debt to asset ratio for U.S. farm businesses was only 0.096 (USDA-ERS). The average current ratio for U.S. farms was 3.40 in 2007. The USDA-ERS noted that the average current ratio in 2007 was considerably higher than the average current ratio of 2.90 exhibited a decade earlier. In Kansas, the change in the current ratio and the debt to asset ratio is not as dramatic for KFMA farms. Table 6 illustrates trends in the five-year average of the current ratio, debt to asset ratio, and financial stress from 1973 to 2007. Given variability in weather and prices, it is often useful to examine five-year average financial measures rather than examining the averages for a single year. The five-year average current ratio for KFMA farms for the 2003-2007 period was 2.47, which was the highest average since the 1996-2000 period. Using Table 6, the debt to asset ratio peaked during the 1985-1989 period at 0.330. The average debt to asset ratio for the 2003-2007 period, 0.279, was the lowest five year average since the 1979-1983.
Averages often hide the variability in financial measures among farms. Consequently, it is useful to examine the number of farms with low net farm income, high debt, or both. The USDA-ERS defines vulnerable farms as those with a negative net farm income and a debt to asset ratio above 0.40. Approximately 3.5 percent of U.S. farms were classified as vulnerable in 2007 (USDA-ERS). Using these criteria to define vulnerability, approximately 6.8 percent of KFMA farms were vulnerable in 2007.
Negative earnings and a debt to asset ratio above 0.70 are used in Table 6 to define financial stress for KFMA farms. Earnings are computed by subtracting unpaid operator and family labor from net farm income. Approximately 45 percent and 11 percent of the farms had negative earnings and a debt to asset ratio above 0.70, respectively, for the 2003-2007 period. Combining these two items, approximately 6.4 percent of the KFMA farms were financially stressed. The level of financial stress is substantially lower than that experienced in the mid-1980s, but is still higher than the averages experienced in the 1970s. The percentage of farms with negative earnings and a debt to asset ratio of 0.70 was 45 percent and 15 percent during the 1985-1989 period, the most recent peak financial stress years in the U.S.
Farms with negative earnings and/or high debt to asset ratios are more vulnerable to the current credit crisis than farms that have lower debt levels and that have experienced relatively high net incomes in recent years. These farms may find it increasingly difficult to generate a positive cash flow and repay debt. 
To summarize, credit is available for the 2009 planting season for good credit risks. Certainly, the underwriting standards have increased in order to obtain that credit, but farmers with good repayment histories and fairly strong balance sheets are able to obtain the credit they need. Borrowers should expect to be required to put up more collateral going forward than in the past. Borrowers of marginal credit quality in the past may see more difficulty in obtaining credit in 2009 than in the past. In addition, there likely will be larger differences in interest rates among borrowers than in the past. Because of the overall good financial condition of farms in Kansas and the U.S., and the continued availability of credit, another farm financial crisis does not appear imminent. However, should farm income and/or land values decline, or interest rates rise rapidly, farm financial conditions could deteriorate quickly. 
Table 6.  Trends in Liquidity, Solvency, and Financial Stress for KFMA Farms.
	
	Current
	Debt to
	Financial

	Years
	Ratio
	Asset Ratio
	Stress

	73-77
	2.23
	0.217
	0.69%

	74-78
	2.06
	0.225
	0.01%

	75-79
	1.97
	0.236
	1.38%

	76-80
	2.03
	0.237
	1.45%

	77-81
	2.08
	0.245
	1.83%

	78-82
	2.08
	0.256
	2.31%

	79-83
	2.16
	0.265
	3.14%

	80-84
	2.12
	0.281
	6.73%

	81-85
	2.06
	0.294
	7.61%

	82-86
	2.11
	0.304
	8.77%

	83-87
	2.13
	0.313
	9.49%

	84-88
	2.17
	0.320
	10.10%

	85-89
	2.24
	0.330
	10.84%

	86-90
	2.36
	0.320
	8.51%

	87-91
	2.51
	0.310
	8.34%

	88-92
	2.50
	0.306
	7.29%

	89-93
	2.56
	0.302
	7.21%

	90-94
	2.56
	0.301
	8.10%

	91-95
	2.52
	0.304
	9.20%

	92-96
	2.55
	0.299
	6.87%

	93-97
	2.58
	0.295
	6.79%

	94.98
	2.61
	0.291
	8.15%

	95-99
	2.54
	0.290
	6.98%

	96-00
	2.51
	0.296
	7.03%

	97-01
	2.43
	0.301
	8.20%

	98-02
	2.35
	0.301
	9.67%

	99-03
	2.31
	0.301
	9.47%

	00-04
	2.32
	0.302
	9.11%

	01-05
	2.34
	0.299
	9.89%

	02-06
	2.36
	0.293
	8.92%

	03-07
	2.47
	0.279
	6.39%


Source:  Kansas Farm Management Association Newsletter, Volume 2, Issue 12. December, 2008.
Government Payments

Government payments have contributed significantly to farm income in Kansas over the past 10 years. As shown in Figure 3, from 1998-2001, government payments (including all commodity, conservation, and disaster assistance payments) averaged over 100 percent of net farm income for KFMA farms. From 2002-2007 government payments averaged 54 percent of net farm income. As market prices have increased in recent years, the relative importance of government payments as a contributor to net farm income has decreased, as government payments were only 20 percent of net farm income in 2007. 
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Figure 3. KFMA Government Payments vs. Incomes, 1998-2007.


Three factors could have a negative impact on crop income in 2009: a decline in commodity prices, an increase in production costs, and a drop in production. While grain and oilseed prices are well above levels that would generate counter-cyclical payments or loan deficiency payments, two new government programs could potentially provide significant payments to producers in the event of a decline in crop revenue. The Average Crop Revenue Election (ACRE) and Supplemental Revenue Assistance (SURE) programs each offer the opportunity to support crop income in the event of drop in price and/or production. Because the final details of these programs have not been published, it remains to be determined how large payments from these programs may be. However, preliminary analysis suggests they could offer significant support in scenarios in which prices or production falls significantly. With the ACRE program specifically, the question remains whether producers will participate in large numbers. The Food and Agricultural Research Policy Institute (FAPRI) estimates that the majority of corn, soybean, and wheat producers will choose to participate in ACRE while the majority of cotton, rice, and peanut producers will not participate
. Anecdotal evidence suggests producers in Kansas may not sign up for ACRE in large numbers. The reasons for the lack of interest in ACRE likely include understanding the complexities of a new program, the unwillingness to give up guaranteed money (a 20 percent reduction in direct payments) for potential payments, and concerns that farms will incur revenue losses but the state will not—resulting in no payments to the producer. Although ACRE may offer some risk management protection not available in previous commodity programs, the overall level of support it offers could be mitigated by the level of participation. 
� Respectively, Extension Agricultural Economist, Professor, Professor, and Professor in the Department of Agricultural Economics, Kansas State University.


� The information on credit conditions are from the Kansas City Federal Reserve Bank, �HYPERLINK "http://www.kc.frb.org/Agcrsurv/CreditConditions_KC.xls"�http://www.kc.frb.org/Agcrsurv/CreditConditions_KC.xls�.


� Agricultural interest rates are from the Kansas City Federal Reserve Bank, �HYPERLINK "http://www.kc.frb.org/Agcrsurv/InterestRates_KC.xls"�http://www.kc.frb.org/Agcrsurv/InterestRates_KC.xls�.


� FAPRI U.S. Baseline Briefing Book #01-09, available at: �HYPERLINK "http://fapri.missouri.edu/outreach/publications/2009/FAPRI_MU_Report_01_09.pdf"�http://fapri.missouri.edu/outreach/publications/2009/FAPRI_MU_Report_01_09.pdf�.
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