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HEARING ON AGRICULTURAL CREDIT

WEDNESDAY, MAY 16, 2001

U.S. SENATE,
COMMITTEE ON AGRICULTURE, NUTRITION, AND FORESTRY,
Washington, DC.

The committee met, pursuant to notice, at 10:16 a.m., in room
SR-328A, Russell Senate Office Building, Hon. Richard G. Lugar,
Chairman of the Committee, presiding.

Present or submitting a statement: Senators Lugar, Harkin,
Conrad, and Lincoln.

STATEMENT OF HON. RICHARD G. LUGAR, A U.S. SENATOR
FROM INDIANA, CHAIRMAN, COMMITTEE ON AGRICULTURE,
NUTRITION, AND FORESTRY

The CHAIRMAN. The hearing will come to order.

The chair now calls on Mr. Neil Conklin, Director of the Market
and Trade Economics Division of the Economic Research Service,
United States Department of Agriculture; Ms. Carolyn Cooksie,
Deputy Administrator for Farm Loan Programs at the Farm Serv-
ice Agency of USDA; and Mr. Lawrence Dyckman, Director of Agri-
cultural Issues at the General Accounting Office, who will be ac-
companied by Mr. Charles Adams.

Ms. Cooksie and gentlemen, we much appreciate your coming to
the committee today to offer testimony.

Let me just say at the outset—and this will be true for each of
our three panels—that the prepared testimony that you have sub-
mitted to the committee will be published in full in the record of
the committee, so you will not need to ask individually for that per-
mission; and we will ask each one of you to try to summarize your
testimony in five minutes so that we can proceed rapidly through
those initial summaries that you have and the questions by mem-
bers of the committee who are very much interested in the credit
area.

I will ask you to testify in the order that I called upon you, which
would be first of all Mr. Conklin.

STATEMENT OF NEIL CONKLIN, DIRECTOR, MARKET AND
TRADE ECONOMICS DIVISION, ECONOMIC RESEARCH
SERVICE, U.S. DEPARTMENT OF AGRICULTURE,
WASHINGTON, DC

Mr. CONKLIN. Thank you very much, Mr. Chairman, members of
the committee.

Thank you for this opportunity to provide an overview of the cur-
rent credit conditions facing America’s farmers and farm lenders.

o))
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The overall financial health of farmers and their lenders remains
solid, despite low prices for major farm commodities over the last
several years.

Generally favorable farm economic conditions from 1990 through
1998 contributed to this financial strength. In addition, large Fed-
eral payments to farmers have mitigated the negative effect of
lower prices on farm financial conditions and have played a key
role in stabilizing farm income and balance sheets.

Much of the financial viability of the farm economy continues to
rest on its sound balance sheet. Throughout the 1990’s and espe-
cially since 1992, asset value growth has been strong, and equity
positions have generally improved. Balance sheet improvement can
largely be attributed to the strength of farm real estate markets.

The recent strength in farm real estate markets suggests that
farmers and lenders do not believe that farm incomes will decline
precipitously in the near future.

For the majority of family farmers, off-farm income is at least as
important to creditworthiness and overall financial health as farm
income. The ability of small farm operators to repay debt is pri-
marily determined by off-farm economic conditions. Even for large
family farms, close to half of total household income comes from
off-farm sources. Government payments not only contribute to farm
income but also impact farm debt and assets. The value of most ag-
ricultural land depends largely on its expected future earnings, and
a rise in available cash from Government payments or other
sources can impact the overall amount and composition of debt.
Government payments also help farmers to meet debt repayment
obligations.

To illustrate the importance of Government payments, I would
like to talk a bit about one indicator of farmers’ financial health,
one that we call “debt repayment capacity utilization.” The term
sounds a little bit intimidating, but as most of us know from our
own personal experience, as we use more of our borrowing capacity
as defined by our credit cards or our line on our home equity loan,
our financial options become more limited.

Today, farmers are using an estimated 65 percent of their bor-
rowing capacity. This is substantially above the low levels of the
mid-1990’s. If it were not for Government payments, they would be
using even more of their borrowing capacity—around 80 percent.

Not all farm operators are frequent users of borrowed capital.
USDA’s Agricultural Resource Management Study showed that
only 42 percent of all farms carried debt from 1999 into 2000.
Large farms are much more likely to borrow, and their borrowing
needs are greater. Over 70 percent of large farms have debt. For
these larger operations, which produce two-thirds of the Nation’s
food and fiber, credit availability and costs are a significant issue.

The position of commercial agricultural lenders reflects the gen-
erally healthy state of farmers’ finances in recent years. Lenders
continue to have ample funds to lend to creditworthy borrowers,
and farm debt has continued to grow. Major groups of farm lend-
ers, including the Farm Credit System, commercial bankers, and
insurance companies, as well as the Farm Service Agency, continue
to enjoy historically healthy loan portfolios.
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Just as Federal payments have been important to farmers, they
benefit farm lenders. Federal payments increase the size and re-
duce the risk of cash-flows associated with farming and the owner-
ship of farm land. By increasing and stabilizing these cash-flows,
Federal payments enable lenders to offer farmers credit on more
attractive terms than they would otherwise be able to.

Just as lenders profit from Federal farm payments, they may be
vulnerable to decreases in payments and any ensuing fall in land
values.

In conclusion, farmers and their lenders continue to benefit from
strong balance sheets bolstered by high levels of Government sup-
port. Thanks largely to this support, there remains no widespread
evidence of financial distress even as the sector experiences its
fourth year of low prices for many farm commodities. For most
small farms and even many larger farms, the non-farm economy
and the current unprecedented economic expansion have become
more important sources of prosperity than farm markets and Fed-
eral payments.

An important issue, however, is the divergence between low lev-
els of market receipts and rising farm real estate values. Already,
ERS estimates that on average, 25 percent of the value of U.S.
farm land represents capitalized Government payments. If more
than a short-term idiosyncracy, this divergence may lead to an
unsustainable dependence on Federal payments which, if curtailed,
could precipitate a painful period of adjustment for farmers, farm
land owners, rural communities, and their lenders.

That concludes my summary, Mr. Chairman. Thank you again
for the opportunity. I will be happy to answer any questions.

The CHAIRMAN. Thank you very much for that testimony.

[The prepared statement of Mr. Conklin can be found in the ap-
pendix on page 43.]

The CHAIRMAN. Let me intrude in the batting order for just a
moment to recognize Senator Lincoln.

STATEMENT OF HON. BLANCHE LINCOLN, A U.S. SENATOR
FROM ARKANSAS

Senator LINCOLN. Thank you, Mr. Chairman. I appreciate, and
welcome to all of our witnesses here today.

I just want to say thank you for coming and testifying before the
committee today on such a very important issue and also to thank
the chairman and say how much I appreciate him holding this
hearing on a matter of critical importance to farmers in Arkansas,
especially on the state of agricultural credit.

I would also like to welcome someone who is going to testify on
the second panel who is a constituent of ours. I could share many
stories on the issue of agricultural credit, but I am going to let one
of my constituents, Mr. Chairman, tell the tale.

Gary Canada is here today on behalf of the American Bankers
Association and will testify on the second panel. I want him to
know how delighted I am and how proud I am that he is here.

Gary is president of the Bank of England and has a wonderful
grasp of issues facing agriculture and agricultural lenders. I rely on
Gary’s insight often, and I am glad that he is with us today to
share his perspective on the state of agricultural credit.
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Mr. Chairman, our farmers and our ag lenders need certainty,
and that is probably something that we may hear echoed from
many of the individuals who testify today. The agricultural econ-
omy is dismal in my home State, and many of our farmers could
not even cash-flow a loan this year without the guarantee of in-
creased emergency assistance.

Unfortunately, a press release promising assistance does not al-
ways convince the banker to grant a loan, because he is ultimately
lefg holding the bag if Washington does not come through in the
end.

Many of our Arkansas farmers were left with no choice but to
sell the family farm this year. I visited with one last Saturday
when I was home for an event.

Prices are dismal, and input costs are skyrocketing for our farm-
ers, and the mood is as bad as I have ever seen it in the farming
;:pmmunity of Arkansas. Farmers just are not optimistic about the
uture.

I know a little bit about farmers. I grew up with one in a sev-
enth-generation Arkansas farm family, realizing that farmers al-
ways think it is too hot or too cold or too wet or too dry—but ulti-
mately, they are great folks, and they depend upon us a great deal.

I am very pleased that we have many distinguished witnesses
with us here today to discuss the various issues facing our ag lend-
ing community. I apologize if I do have to excuse myself for another
meeting.

I want to thank all of the witnesses here and especially thank
Gary Canada for coming from Arkansas and sharing with many of
you all what he shares with me on a routine basis.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Senator Lincoln, for those
thoughtful comments.

Ms. Cooksie, please proceed with your testimony.

STATEMENT OF CAROLYN B. COOKSIE, DEPUTY
ADMINISTRATOR FOR FARM LOAN PROGRAMS, FARM
SERVICE AGENCY, U.S. DEPARTMENT OF
AGRICULTURE, WASHINGTON, DC

Ms. CoOKSIE. Good morning, Mr. Chairman, Senator Harkin, and
members of the committee.

I am pleased to appear before you today to review the status of
the FSA farm loan portfolio, discuss the impact of certain provi-
sions of the 1996 Farm bill, and point out some issues of concern
for the future.

FSA offers direct and guaranteed farm ownership and operating
loans to farmers who are unable to obtain private commercial cred-
it. The goal of FSA’s farm loan program is to assist eligible individ-
uals and families through outreach, technical assistance, and su-
pervised credit so that they can become successful farmers and
ranchers. Regardless of the type of loan, FSA’s financial assistance
provides a safety net for borrowers who have reasonable prospects
for economic viability in agriculture.

Mr. Chairman, I would like to begin by reviewing the present
status of the FSA loan portfolio. I am pleased to report that the
FSA farm loan portfolio is showing its best performance in many
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years. All programs are performing well. Direct loan delinquency is
the lowest in over 20 years at 12.3 percent; the direct loan loss rate
is the lowest since 1987; and we have made progress in reducing
the number of delinquent million-dollar-plus direct loan accounts
from 748 at the end of fiscal year 1995 to only 180 at the end of
fiscal year 2000. In addition, inventory property numbers are the
lowest since 1980. The guaranteed loan portfolio is also performing
well. Delinquency is at an all-time low of 1.83 percent, and dollars
losses have remained low despite continuing growth of the port-
folio. In fiscal year 2000, losses paid were only seven-tenths of one
percent of the principal outstanding.

Mr. Chairman, this is particularly noteworthy because at the
same time, the FSA loan volume has increased significantly—more
than 65 percent in recent years. In fiscal year 2001, demand for
FSA’s farm loan assistance remains strong. The lending season is
currently at its busiest and most critical time, and FSA is working
hard to rapidly process the thousands of applications coming into
county offices.

I believe there is no single factor, but a combination of several
different factors, which lead to these achievements. First, in the
1996 Farm bill there were instituted provisions which created
strong incentive for FSA borrowers to repay their loans. The 1996
Farm bill included provisions which instituted prohibitions on fur-
ther FSA loan assistance to borrowers who are delinquent or who
have received debt forgiveness and a one-time, $300,000 limit on
debt forgiveness. These limitations have caused FSA borrowers to
more carefully consider the consequences of failure to repay their
FSA loans.

Provisions of the Debt Collection Improvement Act have also
been beneficial. The possibility of offset of FSA program payments
and Federal income tax refunds, and bars on participation in other
Federal credit programs, provide additional incentives for borrow-
ers to repay their FSA loans.

Obviously, Mr. Chairman, borrowers cannot pay if they do not
have the money to make payments. The significant amount of Gov-
ernment farm payments over the past few years is also a major fac-
tor in portfolio performance. Also, I cannot overstate the impor-
tance of the tremendous amount of hard work by FSA field staff
in implementing the numerous program changes and in working to
help borrowers avoid or resolve delinquencies. FSA employees have
logged many long, hard hours working to assist borrowers. This is
a difficult, often frustrating task; borrowers are under stress; there
are no easy solutions, and sometimes the answer is not the one the
farmer would like to hear. It is also important to note, Mr. Chair-
man, that the increase in FSA loan volume and reduction of delin-
?uerllcies has been achieved with no increase in farm loan staffing
evels.

Faced with a heavy work load and limited staff, we have devel-
oped ways to decrease the paperwork burden for both staff and pro-
gram customers. Both the guaranteed and direct loan programs
now have abbreviated applications for loans of less than $50,000.
In February 1999, we published regulations which simplified and
streamlined the loan guarantee process. Within the next few
months, we will publish final regulations to dramatically stream-
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line and simplify the emergency loan program for both farmers and
FSA staff.

We have also undertaken a major initiative to streamline all loan
program regulations. When this project is complete, 1,200 pages of
text will have been deleted, and the number of required forms re-
duced by almost 30 percent.

Now to the future. Any discussion of the future of agriculture
must include beginning farmers, since they are the future of farm-
ing. There is keen interest in this issue and rightfully so. FSA is
not able to loan all the funds the law requires to be targeted to be-
ginning farmers. This should come as no surprise given the current
state of the farm economy. When even established farmers are
struggling financially, it is extremely difficult for someone with
modest financial resources to get started in farming.

Mr. Chairman, as you consider a new farm bill, there are two
areas from the 1996 Farm bill that should be brought to your at-
tention. One of them imposes a lifetime ban from FSA loans for
anyone who had a farm loan debt forgiven. Certainly, there must
be limitations to avoid program abuses such as the revolving door
situation. However, you may wish to consider whether a different
approach is possible—one that will prevent the abuse targeted by
the 1996 change, but allow farmers another opportunity to become
successful farmers.

The second provision from the 1996 Farm bill that I mention is
operating loan term limits. That is a limitation on the length of
time a person may receive FSA farm operating loans. Since the ag-
ricultural economy is increasingly volatile, the committee may wish
to review this provision further. It is possible that a farmer reach-
ing the term limit under economic conditions like these today may
have done everything right and still be unable to get private sector
financing.

Mr. Chairman, I would like to alert the committee to a few other
issues that warrant attention as the new Farm bill is developing.

One is the requirement that FSA accept an applicant’s projected
repayment ability as collateral for emergency loans if the available
collateral is not adequate to secure the loan. The result is that FSA
is making emergency loans without adequate tangible collateral.
This marks a return to past policies which resulted in multi-billion-
dollar losses.

Second, the issue of shared appreciation agreements is one that
I am sure most of the committee members are familiar with. These
agreements were entered into as a part of the process of writing
down or writing off debts under the provisions of the Farm Credit
Act of 1987. A significant number of these agreements are now
coming due. Under the current economic conditions, many farmers
may not be able to pay the amount due under their agreement.
However, some farmers will not be able to keep the agreement and
will face liquidation. Any additional relief from the requirements of
these agreements will require legislation.

Third, there is another situation I want to bring to the commit-
tee’s attention. As we help borrowers deal with financial problems,
one action taken to help farmers through tough times it the defer-
ral of a loan installment to the end of the loan. This is an action
that has been taken primarily to help borrowers through weather-
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related cash shortfalls. As of March 31 of this year, 15,862 borrow-
ers have these deferrals on one or more loans. Unfortunately, with
the prolonged period of low prices we are experiencing, it is likely
that many of these borrowers will not be able financially to cope
with the remaining balance when the loans mature. Current plans
are to utilize the existing loan servicing authorities in the regula-
tions to address these situations.

However, if economic conditions do not improve, the result could
be a significant number of account liquidations. It is important that
the committee be aware of this situation.

In summary, Mr. Chairman, the loan programs have come a long
way, but success is a journey, not a destination, and we still have
a long and challenging trip ahead. We look forward to working
with the committee as you wrestle with the issues that I have
raised today and other complex farm lending issues as well.

This completes my statement. I will be glad to answer any ques-
tions.

The CHAIRMAN. Thank you very much, Ms. Cooksie. We appre-
ciate that testimony.

Mr. Dyckman.

[The prepared statement of Ms. Cooksie can be found in the ap-
pendix on page 51.]

STATEMENT OF LAWRENCE J. DYCKMAN, DIRECTOR OF
AGRICULTURAL ISSUES, U.S. GENERAL ACCOUNTING
OFFICE, WASHINGTON, DC, ACCOMPANIED BY
CHARLES ADAMS, ASSISTANT DIRECTOR

Mr. DYCKMAN. Good morning, Mr. Chairman and members of the
committee.

With me is Chuck Adams, an assistant director, who has done
much of our farm loan program work.

I want to thank you for this opportunity to testify on the Depart-
ment’s farm loan portfolio which is administered by FSA. We do
have encouraging news to report, and you have heard it from Ms.
Cooksie and Mr. Conklin. The condition of the farm loan portfolio
has significantly improved over the last several years.

With this comes a cautionary note. While we, the General Ac-
counting Office, have removed farm loan programs from our high-
risk list, the program will still need to be continuously monitored.

I will not go into much background on the loans. We have heard
that. I just want to indicate that FSA does face somewhat conflict-
ing tasks in managing these programs. They are to provide high-
risk borrowers with temporary credit so that they can stay in farm-
ing until they are able to secure commercial credit, but at the same
time, they have the responsibility of ensuring that the taxpayers’
investment is adequately protected.

As the chairman and members know quite well, these programs
are not without significant costs to the Government. FSA’s losses
totaled almost half a billion dollars during fiscal year 2000, al-
though this is far less than the $1.2 billion of losses in 1996—and
if we go back to 1990, the losses exceeded $3 billion. We have made
progress.

The loan portfolio has improved, although it still contains many
delinquent loans. The outstanding principal owed on direct and
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guaranteed loans totaled more than $16 billion as of September 30,
2000. Of this amount, about $2.1 billion was owed by delinquent
lloorrowers, and most of this, about $1.8 billion, was owed on direct
oans.

This past year, we removed the farm loan programs from our
high-risk list for two reasons. First, as I have indicated, the finan-
cial condition of the programs had improved since we first des-
ignated them as high-risk in 1990. Second, the actions taken by the
Congress and the FSA have had a significant positive impact on
the programs.

We had identified the farm loan programs as high risk because
there were billions of dollars in losses stemming from loan defaults
primarily made in the 1980’s and because more losses were likely
to occur, and they actually did occur.

The programs had evolved into a continuous source of subsidized
credit for thousands of borrowers, and the problems that the pro-
gram experienced, some of which were congressionally directed,
contributed to financial risks. Because the Department field office
officials had not been complying with existing loan and property
management standards, these risks continued.

Since the mid-1990’s, FSA has addressed many loan manage-
ment change and problems, and the Farm bill has altered the pro-
grams’ policies to reduce risk. For example, the Farm bill prohib-
ited borrowers who were delinquent on FSA loans from obtaining
additional direct farm operating loans and limited borrowers to one
instance of debt forgiveness. It also required borrowers to have or
agreed to obtain hazard insurance, and it limited the length of time
that FSA loan assistance is available.

These and other changes improved the financial condition of the
programs. For example, the amount of principal owed by borrowers
who were delinquent on their direct loans and the percentage of
debt owed by such borrowers declined each year, from $4.6 billion,
or about 41 percent of the outstanding principal in fiscal year 1995,
to $1.8 billion, or about 21 percent of the outstanding principal in
fiscal year 2000. The figure on page five of my full statement
graphically displays the improvements in those programs.

While we have removed the farm loan programs from our high-
risk list, USDA and the Congress need to continue to monitor their
performance, and we will help them. This is particularly important
since more recent legislation has eased some lending restrictions
that had been put in place by the Farm bill. You have heard that
from the witnesses prior to myself today.

These impacts, as well as any additional changes in economic
conditions that increase risk, will need close monitoring so that ad-
justments can be made if the integrity of the loan programs comes
under pressure.

Mr. Chairman and members, this concludes my statement. I will
be happy to answer any questions.

[The prepared statement of Mr. Dyckman can be found in the ap-
pendix on page 56.]

The CHAIRMAN. Thank you very much.

I appreciate the fact that each one of you has traced the history
from at least 1990 with some allusion to the problems that the
committee faced in the 1980’s, which were horrendous. Many days
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have been consumed in thinking about how would any of this
money ever be collected and what kind of write-offs would occur
year by year in the budget. You, Mr. Dyckman, pointed out that
in 1990, about $3 billion was assessed to the budget that year. It
could have been much more. The question, philosophically, was
how much burden could the deficit take at that stage.

We have come to a point now where about half a billion dollars
is currently reflected in the budget that we just passed, which is
still a lot of money, but at the same time very different, and of
course, the Federal Credit System was resurrected in the process
of all of this.

Now, each of you has reflected the dilemma that the committee
and the Congress face as we take a look at the Farm bill. Essen-
tially, you point out that there were fewer delinquencies, and that
the balance sheet of American agriculture has been strengthened.
You, Mr. Dyckman, say that you are wary about this, that you
have taken agriculture out of the high-risk situation but at the
same time, you are casting an eye out there, because all of you
have reflected essentially large governmental payments, with cash-
flow to a good number of farms, making it possible for not only the
systems that you are reflecting, but country bankers generally, to
be repaid.

At the same time, Ms. Cooksie, you point out that even more ap-
plicants are coming in; more farmers are availing themselves of
credit. For those who are not acquainted with farming, as you
pointed out to begin with, essentially, the large farmers do the
most borrowing, and they are presumably sophisticated in the use
of credit, but these are large sums that are involved, and they are
continuing to know and gaining some profit, I suppose, from
leveraging those situations, or from necessity.

Let me ask each of you as banking observers—I have reflected
from my own experience, and it is generally true of American agri-
culture, that well-managed farms in this country over the course
of time may earn four percent on invested capital. This is a figure
that many farmers do not use as a part of their analysis, but as
they become familiar with our analysis in the committee, they
begin to think through that. Almost every other business in our so-
ciety is deeply interested in return on capital.

Four percent is a very low figure in comparison to most other
areas in which credit flows or investment flows in this country, and
it means that that is an average for a well-managed farm situa-
tion—there are a good number of farms that are at 3, 2, one, or
Zero.

The problem for you issuing credit is that you are going into an
industry that has at least this particular profile or outlook as op-
posed to one in which the possibility of higher return seems to be,
if not everywhere, at least more promising.

I just wonder, given this predicament, in which essentially the
Congress has almost deliberately filled in the gap of net farm in-
come, and the reason, clearly, why farms as a whole have a higher
net worth, is because this has occurred; why land values reflect
this—and you suggested that 25 percent of farm payments may be
capitalized into those land values. This is obviously an abnormal
situation.
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Finally, anecdotally—and we could argue theoretically about
this—some would say that Government payments in fact encourage
production and some would even say overproduction, which encour-
ages low prices, and which brings a circular problem to this. If we
were not to have the payments, however, you have testified that
probably land values might come down, and payments are capital-
ized into that, thus making everybody who is involved in the credit
business less creditworthy, or at least you would be somewhat
more suspect as you took a look at the situation.

We have, at least if I am correct in my assumption, a pretty low
rate of return business to begin with in all of this.

What advice do you have for us, given that analysis?

[Laughter.] Or, if you have a different analysis, please speak now
or forever hold your peace, because this is an important period that
we are coming into.

Mr. Conklin.

Mr. CONKLIN. Mr. Chairman, I do not think I would be as pre-
sumptuous as to give you or the committee advice about what we
can do about the situation, but I do think that you have put your
finger on what, as an economist, I feel is a growing longer-term
challenge for the farm sector.

As I pointed out, our best analysis at ERS shows that about 25
percent of the current value of farm land—that is for farm land
outside of urban areas—may reflect capitalized Government pay-
ments.

Now, to the extent—and this is one of the dilemmas of pay-
ments—to the extent that those payments get capitalized, and
asset values increase over time, that actually drives down the rate
of return on assets, because there is a higher asset base against
which we have whatever level of market earnings farmers are ob-
taining.

Although we are dealing now with a set of farm programs where
we are making payments on a different basis than we did prior to
1996, I think that at least the evidence to date as we look at what
real estate values have done is that that change did not completely
move us away from that kind of dilemma or that kind of potential
trap that existed prior to 1996; it seems still to continue to exist.

The CHAIRMAN. Ms. Cooksie, do you have any analysis of this sit-
uation?

Ms. COOKSIE. No. I wish I did. What I want to say is that by def-
inition, as you know, we are the lender of last resort, which means
that if an applicant or a farmer can get commercial credit any-
where else in the world, he cannot get credit from us.

We also by definition are only supposed to make loans to small
family farms, which means that we tend to deal with smaller
farms, who also tend to get smaller farm payments. I can tell you
from our portfolio and when we talk to our staff in the field and
what I hear around the country that if it were not for these farm
payments, as you said earlier, there is a huge percentage of our
borrowers who would not have been able to cash-flow for the last
couple of years. As we are seeing cash-flows this year, the same
thing is true, that they would not be able to stay in business and
have any kind of cash-flow without the farm payments.
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The CHAIRMAN. Of course, that makes very astonishing, although
true, your statement in the second paragraph that delinquencies
are at an all-time low and your lending——

Ms. COOKSIE. Is up.

The CHAIRMAN [continuing]. You are the lender of last resort for
people who are small, who have the most difficulty—and even more
interesting, I suppose, is that only seven-tenths of one percent of
principal outstanding resulted in losses, which is a remarkable
banking figure given the group that you have described.

Now, as you point out, then, the payments are the plug in this
situation, and for those who have not followed our dilemma here
before, for example, the committee often takes a look at USDA’s re-
port—it is almost AGA-type—but it says that at some point, net
farm income—not cash, but net farm income—has been roughly
$45 billion, at least at the 1997-1998 level. If the prediction is
going to fall to $41 billion, ipso facto, $4 or $5 billion is suggested
as a plug. It may come in the form of a second AMTA payment or
various other variations that the committee and appropriators have
thought of, but we get it back up to $45 billion again, essentially.
There is almost a “hold harmless” situation here. Now, that does
not mean that it spreads evenly over all of American agriculture,
because some are up and some are down, and this is a total aggre-
gate. The effect of this has been to produce a net worth of all of
agriculture which is higher each year, almost counter-intuitive to
all the testimony coming before our committee describing chaos,
bankruptcy, and difficulty.

It finally comes down to the fact that the farm program has be-
come a careful analysis, really, of this AGA-type of what is re-
quired to keep things afloat.

Now, as you are pointing out, one effect of this, however, is grow-
ing capitalization of this in land values, so young farmers come to
us and say it is getting more expensive every year to buy this
land—even though things may be low price and high inputs, as
Senator Lincoln was saying, why is land going up?

Well, you have described why land goes up, why the net worth
of those in the business cumulatively, at least, increases. Without
getting into any more analysis—the Sparks Corporation analysis of
the structure of American agriculture explains a lot of this, and we
will have to examine that carefully, too—namely, that about
150,000 farms, eight percent, do 72 percent of the business. This
is a very concentrated group of people in production agriculture—
or 15 percent more, about 87 percent of the whole group, and this
is only 300,000 farms out of 2 million, which makes for an interest-
ing dilemma for the other 1.7 million, who have a zero outcome
from agriculture on a net basis; some make money, but most lose,
and almost all the income comes from off-farm. As you pointed out,
that plays into this, too; some of that off-farm income has been im-
portant to the growth of our whole economy, including parts of
rural America.

Well, I appreciate this information. It is extremely helpful, and
the details that you have will be very helpful to us.

Now I would like to recognize my colleague, Senator Harkin.
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STATEMENT OF HON. TOM HARKIN, A U.S. SENATOR
FROM IOWA, RANKING MEMBER, COMMITTEE ON
AGRICULTURE, NUTRITION, AND FORESTRY

Senator HARKIN. Thank you very much, Mr. Chairman.

I have listened with interest to your comments and questions,
and we are in a dilemma, as you have stated, Mr. Chairman. It
just seems to me that if we continue on the same path, we further
capitalize in land values Government programs to the point where
the disparity becomes wider and wider and gets bigger and bigger
all the time, and where we really do blank out the prospects for
young farmers getting involved at all in agriculture, unless they in-
herit the land—if you inherit it, that is one thing, and I assume
we are going to do something about estate taxes here very shortly
in the tax bill. That is just about the only way they are going to
be able to get involved.

On the other hand, if we cut it off, there could be a terrible sort
of wrenching movement in all of agriculture in terms of its capital
assets and the debt-to-equity ratio, and everything could come
crashing down.

That somehow, it seems to me we have got to find a way out of
this with—what is the term—a soft landing somehow down the
pathway. Certainly, the 1996 Farm bill did not do that, our chal-
lenge in the next Farm bill is to find out how we can do that. We
cannot fall off the edge of the cliff, but there has got to be some
glidepath down to a softer landing on this thing so that we do not
keep increasing the fact that Government payments are capitalized
in land costs.

The other thing is that of late, I have become aware that many
of these payments that have gone out really do in fact do the oppo-
site of what we always talk about around here. We want to keep
a family sized structure of agriculture out there, healthy rural
areas, and yet many of our programs going back many years have
had just the opposite effect of concentrating land. It was simplified
by one farmer who said the bigger you are, the higher your pay-
ment rate, and the higher your payment rate, the bigger you are,
it means you can bid up the price of land more than the smaller
farmer down the road, and therefore, you just bid up the price of
land and add it into your base. We have got a perverse effect on
land consolidation and concentration agriculture other than what
we have said we wanted to do here. That is a challenge for us in
how we are going to work this out in the next Farm bill.

That is just a musing on this and sort of a further extension of
what the Chairman was just talking about.

More specifically to an issue that came up in the 1980’s, we were
here in the 1980’s when we had the Farm Credit Act of 1987 in
which we restructured a lot of farmers to keep them in business.
One of those you mentioned was the shared equity agreements that
farmers made, and those 10 years and more are up now, and a lot
of them are coming due, and farmers are now being startled by
that—they either forgot about it or did not pay attention to it. You
mentioned it briefly in your comments. You said that “FSA has
taken extensive administrative action to mitigate the impact of
these agreements. However, even with deferral of payments and
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development of longer-term repayment schedules, some farmers
will not be able to keep the agreement and will face liquidation.”

However, it seems that these farmers, according to what I heard
Mr. Conklin and you say, are basically doing all right now; they are
making a living. I assume that many of them probably have good
off-farm income, obviously, either from a spouse and/or the actual
farmer during the wintertime up in our area getting a job some-
place and having additional income.

[The prepared statement of Senator Harkin can be found in the
appendix on page 40.]

Senator HARKIN. Why would they face liquidation if they are
doing all right? You said that even with deferral or development
of longer-term repayment schedules they will face liquidation. Why
would that be?

Ms. CooksIE. Well, I am not sure that I quite agree that most
farmers, particularly small farmers, are doing all right. They are
on the edge. They are making it, but I am not sure that they are
doing all right that they could take on this additional debt.

What we have seen in the shared appreciation agreement is
something that not many people thought would happen, that the
land values we have talked about have gone up, so they owe quite
substantially on their shared appreciation agreements. Most of the
borrowers that we have have such a debt structure out there now,
they cannot take on any more additional debt, plus they do not
have cash money to pay the shared appreciation agreements.

There is a problem for farmers we have seen who are not going
to be able to pay. Farmers are holding on by their teeth, some of
the small farmers that we deal with who are in these shared appre-
ciation agreements, but I do not think they could take on the addi-
tional debt that it would take to pay these shared appreciation
agreements.

Senator HARKIN. You are saying that, basically, they are making
it, but they are not banking any money.

Ms. COOKSIE. I do not think they are banking money; we do not
see banked money in our cash-flows.

Mr. DYCKMAN. If I could just add a comment, Senator, as you
know, another thing to consider is whether or not these farmers
are getting direct payments, and many of the small farmers do not.
When we talk about the apparent prosperity in farming, a lot of
that has to do with direct payments from Uncle Sam, and many of
the small farmers do not receive those.

Ms. CoOKSIE. Or very little.

Mr. DYCKMAN. Or very little.

Senator HARKIN. In proportion to how much a larger farmer
would get.

Mr. DYCKMAN. Right. As you know, we are doing a study for you
and will be issuing a report in about a month that documents the
details of that.

The CHAIRMAN. Who gets what.

Senator HARKIN. Yes, who gets what and how much and what
the proportion is.

Do you have any advice on these shared agreements? I would
hate to force them out. If we are going to make changes that might
inure to their benefit down the pike, it would be a shame to force
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them out. If they are there, and they are making it—you are right,
they may not be banking a lot of money—but at least they are
making some form of a living. I know a lot of these former farmers,
and I know they are not in good shape, but it would not require
much to keep them in business and keep them going.

Ms. CoOKSIE. That is why I mentioned it. It is one of the things
that we are going to have to look at, because there is a substantial
number of farmers out there who are in that situation. We have
done, as I said, everything administrative that we can do with the
law. We have had them defer payments up to three years; we have
changed and lowered the interest rate on the non-program loan; we
have even allowed them to take out any capital improvements they
have made on the property. We have done everything administra-
tively, and something is going to have to be done with the statute
if we are going to actually do something to help them out.

Senator HARKIN. It is just apparent to me that if a farmer were
in those dire straights in the 1980’s on the credit crunch, and they
got in and restructured, as many of them did, and got into these
shared equity agreements, if they are still alive and farming today,
they are probably pretty good managers.

Ms. CoOKsIE. Exactly. I do not want to say that shared apprecia-
tion agreements were not a good idea. Obviously, it kept them in
business for an additional 10 years, because we did write down and
restructure loans so they could stay in business. I do not think any-
body thought land values would go up the way they have; I am not
sure anybody could have foreseen the commodity prices. Those are
the combinations that make it pretty unworkable for most farmers
right now.

Senator HARKIN. Thank you very much.

Thanks, The Chairman.

The CHAIRMAN. Thank you very much, Senator Harkin.

We thank each of you for your expert testimony, the papers and
preparation.

The CHAIRMAN. We call now upon a second panel to assist us,
and that will include Mr. Jay Penick, President and CEO of North-
west Farm Credit Services; Mr. Henry Edelman, CEO of Farmer
Mac; Mr. John Evans, Jr., CEO of D.L. Evans Bank; and Mr. Gary
Canada, President of the Bank of England in England, Arkansas.

Gentlemen, as I mentioned to the prior panel, all of your state-
ments will be published in the record in full, and we will ask that
you summarize your thoughts in five minutes if you can do that.

I will ask you to testify in the order I introduced you, and that
would be first of all, Mr. Penick.

STATEMENT OF JAY PENICK, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, NORTHWEST FARM CREDIT SERVICES,
WASHINGTON, DC, ON BEHALF OF THE FARM CREDIT
COUNCIL

Mr. PENICK. Thank you, sir.

Good morning, Mr. Chairman and members of the committee.
Thank you for inviting me to testify here today and present the
Farm Credit System’s view of current credit conditions.

I am Jay Penick, president and CEO of Northwest Farm Credit
Services. We have 44 branches and 460 employees who provide
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$3.3 billion in loans to more than 14,000 producers in Washington,
Oregon, Idaho, Montana, and Alaska.

I want to provide the committee with an update on Farm Credit’s
mission and our success in achieving it. I will provide an assess-
ment of the rural and agricultural credit markets, and finally, I
will identify legislative changes needed if Farm Credit is to con-
tinue to fulfill its role.

First, let us take a look at Northwest agriculture. Serious stress
continues for many agricultural producers due to low prices and in-
creased operating costs. Producers who started into this downturn
in sound financial condition are now suffering from the ongoing dif-
ficult period. In addition to low prices, we head into 2001 with low
snow pack, a dry spring, and increased energy costs.

In addition to that, 1,400 farmers in Oregon’s Klamath Basin
had their irrigation water cutoff and diverted to preserving water
levels for the endangered suckerfish and salmon. Without irriga-
tion water, farmers will not be able to plant, and the impact on
their operations and the communities they live in will be enormous.

Farm Credit is determined to do all that we can to help our af-
fected customers. We urge Congress to also assist these troubled
producers.

Farm Credit has a specific but critical mission—to help ensure
the health and well-being of American agriculture by providing a
dependable and competitive source of financing. For 85 years now,
Farm Credit has successfully fulfilled that mission.

Mr. Chairman, as you well know, Farm Credit is not the lender
of last resort. Congress has assigned that duty to the FSA. Farm
Credit uses FSA’s guaranteed programs aggressively to help both
young and disadvantaged as well as seasoned producers get
through difficult times.

The preferred lender program in which we are an active partici-
pant has also been successful.

Mr. Chairman, we are pleased to announce numbers just re-
ceived from the Farm Credit Administration on Farm Credit’s serv-
ice to beginning producers. During 2000, Farm Credit made almost
27,000 loans that benefit beginning farmers and ranchers. At a
point of comparison, during a 7-year period between 1993 and
1999, USDA’s Farm Service Agency guaranteed a total of 5,000-
plus loans to beginning farmers.

When Congress addressed the law governing the Farm Credit
Act in 1971, it stated Farm Credit’s mission very clearly—“to en-
courage farmers’ and ranchers’ participation in the management,
control, and ownership of a permanent system of credit for agri-
culture responsive to the credit needs of all types of agricultural
producers having a basis for credit.” Each association and bank has
a board of directors, farmer director, to fulfill this mission.

Subchapter T structures are also used in nearly two-thirds of the
farm credit associations. In the past six years, Northwest has re-
turned over $122 million of our profits to our customers.

In summary, Farm Credit has been a success story. Congress au-
thorized the Nation’s farmers and ranchers to build a privately
owned system linking the resources of Wall Street to agriculture
and rural communities, and we are doing that.
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Farm Credit’s financial condition remains strong, but this finan-
cial strength is due in large measure to the level of Government
payments to producers over the past several years.

On behalf of our customers, I want to thank this committee for
its efforts to assist producers through this difficult period.

It is important to note that in the Northwest, like many other
parts of the country, we have a large percentage of agriculture con-
centrated in commodities not traditionally supported, like potatoes,
fruit, nursery, and vegetables. It is easy to see the impact of your
support as we compare the balance sheets and earnings of sup-
ported commodities and the financial stress evident in nonsup-
ported commodities. We expect that additional Government assist-
ance will again be necessary in 2001 and beyond. We urge continu-
ation of your recent work to assure adequate assistance.

Despite our current financial strength, Farm Credit institutions
see problems in the future. Fifty-five percent of our associations ex-
pect an increase in troubled loans in the coming year. In addition,
we note financial difficulties in farm-related businesses and coops,
particularly input suppliers and marketing firms. We encourage
the committee to closely examine this area.

U.S. agricultural credit markets have changed dramatically in
the past decade. In addition to expanding the authorities of com-
mercial banks, Congress awarded them nearly unfettered access to
funding from GSEs. Commercial banks have in effect become GSEs
with virtually unlimited operating authority. Meanwhile Farm
Credit’s authorities remain basically unchanged.

Farm Credit’s charter needs updating. It has not changed materi-
ally since 1971. A few areas that might be considered are value-
added agribusiness lending, increased community size and rural co-
operatives, equity capital for rural businesses, and elimination of
unduly burdensome and costly regulations.

In summary vigorous competition between Farm Credit, commer-
cial banks, and other lenders is benefiting U.S. agriculture. Produc-
ers have choices, and that is critical. In short, pricing is competi-
tive, service is better because Farm Credit ensures competition in
agricultural and rural credit markets. The more intense the com-
petition, the greater the benefit for American agriculture.

Thank you, Mr. Chairman, for allowing us to give you our views
on serving agriculture.

The CHAIRMAN. Thank you very much.

Mr. Edelman.

[The prepared statement of Mr. Penick can be found in the ap-
pendix on page 64.]

STATEMENT OF HENRY D. EDELMAN, CHIEF EXECUTIVE
OFFICER, FARMER MAC, WASHINGTON, DC

Mr. EDELMAN. Thank you, Mr. Chairman.

Mr. Chairman, distinguished members of the committee, my
name is Henry Edelman. I am President and Chief Executive Offi-
cer of Farmer Mac.

It is an honor to appear before this committee to offer testimony
on an important and timely subject—the state of the delivery sys-
tem for financial credit to farmers and ranchers in the United
States and Farmer Mac’s role in that process.
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I appear before you today on behalf of a company rapidly advanc-
ing in its congressional mission of operating an efficient secondary
market for agricultural mortgages. Our recent successes and strong
current condition derive from the foresight of this committee and
the consequent passage of the Farm Credit System Reform Act of
1996.

Today, thousands of farmers and ranchers have more than $3.1
billion of agricultural mortgages that back securities guaranteed by
Farmer Mac. We actively support mortgage lenders, large and
small, in all sectors of the agricultural credit industry, with effec-
tive programs and products.

Since 1996, Farmer Mac has contributed to lender liquidity, cap-
ital adequacy, and increasingly competitive rates and loan products
for farmers and ranchers seeking mortgage funds.

Over the same period, Farmer Mac increased its capital from
about $12 million at the end of 1995 to over $100 million at the
end of 2000, and satisfied every condition set forth by Congress in
the 1996 legislation to ensure its continuing safe and sound oper-
ation.

Over the last five years, we have not only put together programs
that have appealed increasingly to both agricultural lenders and
the farmer borrowers they serve, but also broadened the acceptance
of Farmer Mac to all sectors of the agricultural credit industry.

We believe that we have made a great deal of progress, yet we
know there is much more to be done before the industry reaches
the level of efficiency and financial sophistication that exists today
in the residential home market.

The year 2000 was the third consecutive year that prices for core
agricultural commodities were at levels that promoted Congress to
provide additional income support to farmers to avert serious eco-
nomic stress. Conditions likely to place continued stress on the U.S.
agricultural economy persist in 2001.

Despite the low prices for agricultural commodities, the value of
good farm land was stable or slightly higher in most regions of the
Nation during 2000. Each commercial lending sector maintained or
increased its share of the agricultural mortgage market during
2000, and agricultural lenders reported profitable performance,
good loan quality—with some recent increases in delinquency and
nonaccrual loans—and liquidity adequate to support lending activi-
ties during 2000.

As I noted in my opening comment, the 1996 reform legislation
dealt very effectively with the statutory limitations that had con-
strained our development up to that time and provided the authori-
ties Farmer Mac needed to move forward aggressively in the devel-
opment of an efficient secondary market for agricultural mortgages.

The 1996 legislation enabled Farmer Mac to develop and offer to
agricultural lenders mortgage credit enhancement programs that
have contributed materially to lender competitiveness and mort-
gage availability. The relationships that we have established with
those lenders, including the Farm Credit System, commercial
banks, and insurance company lenders, should continue the ex-
panding use of the Farmer Mac secondary market. That process
should ultimately move lenders away from dependence on mort-
gage portfolio management strategies and toward greater reliance
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on mortgage securitization, which permits borrowers greater choice
and allows lenders to reduce credit concentrations.

As has been proven in the residential sector, this process will
benefit both lenders and borrowers in the agricultural sector.
Farmer Mac is proud to be an intermediary in this beneficial evo-
lution.

On a related matter, I would also like to comment on the USDA
guaranteed loan programs, which were extensively revised by Con-
gress in the 1996 Farm bill. As you know, we purchased FSA guar-
anteed loans in our Framer Mac II program. In most respects, we
believe that the changes made in 1996 have contributed to a more
streamlined and financially sound FSA guaranteed loan program.
Many of the lenders we work with report that the processing of
guaranteed loans has improved and that changes in loan limits and
the allocation of funds have added flexibility to the programs. Nev-
ertheless we believe that the programs could be reformed further
to provide eligible borrowers with greater access to long-term fixed-
rate loans at more competitive rates of interest.

The primary policy goal for agricultural credit over the next dec-
ade should be for the entire industry to achieve a level of parity
with the residential mortgage market with regard to financing
techniques and structures supporting highly competitive mortgage
products for farmers and ranchers.

Credit legislation could be framed to support the continuing evo-
lution of the agricultural credit industry toward these goals. This
might be accomplished by reference to the Farmer Mac secondary
market rates and the sale and securitization of loans that are al-
ready in the USDA. As applied to those loans, an approach of that
kind would open opportunities for borrowers to have greater access
to long-term fixed-rate loans and for variable interest loans to be
standardized and tied to published indices.

At the same time, adequate lender profits must be preserved to
ensure effective competition among lenders and provide borrowers
with ready access to multiple lending sources.

Adjustments to Farmer Mac’s statute with a view toward reduc-
ing or eliminating certain limitations devised some 12 years ago
would also be useful. We think that this could include, for example,
expanding the definition of loans eligible for the Farmer Mac sec-
ondary market to include rural development loans or rural small
business loans in rural areas so far as there is no efficient second-
ary market for them today.

These are preliminary ideas, but we are submitting them for ex-
amination by the members and staffs of the committee. We wel-
come the opportunity to discuss our ideas further with you, Mr.
Chairman, and thank you for having us here today.

The CHAIRMAN. Thank you very much, Mr. Edelman.

[The prepared statement of Mr. Edelman can be found in the ap-
pendix on page 72.]

The CHAIRMAN. Mr. Evans, I pointed out, but there was a din of
transition between the panels, that you are from Burley, Idaho,
and you are coming in on behalf of Independent Community Bank-
ers of America in addition to your own experience at the Evans
Bank.

Please proceed.
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STATEMENT OF JOHN EVANS, JR. CHIEF EXECUTIVE
OFFICER, D.L. EVANS BANK, BURLEY, IDAHO, ON BEHALF
OF INDEPENDENT COMMUNITY BANKERS OF AMERICA

Mr. Evans. Thank you very much, Mr. Chairman, for letting me
testify this morning.

My name is John Evans, Jr. I am CEO of D.L. Evans Bank in
Burley, Idaho, a small community of less than 10,000 people in the
heart of potato, sugar beet, small grain, and livestock country. Our
family owned bank has served our community for nearly 100 years
and has survived agricultural disasters, the Great Depression, and
the recent downturn in the farm economy.

I am vice-chairman of ICBA’s Agricultural-Rural America Com-
mittee.

Last year, ICBA sent President Bush and the new Congress a
special report entitled, “Community Banking Issues and Answers
Brief: A Community Bank Agenda,” which included some of the
farm policy-related recommendations I will mention today.

Next week, ICBA’s Agricultural-Rural America Committee will
be meeting here in Washington to discuss the farm policy and re-
lated issues. A specially appointed Farm and Rural Credit Policy
Task Force will also be reviewing these issues to present additional
recommendations.

Mr. Chairman, unfortunately, farmers today face a triple-wham-
my of despairingly low prices, sharply rising energy and input
costs, and an unlevel playing field in the international trade arena.
Our recommendations are as follows.

First, we support the adoption of another farm aid package. Con-
gress may need to adopt a package similar in size to last year’s
package. We urge ample funding flexibility be provided for the next
two years so that farm aid payments can be front-loaded if nec-
essary, especially if the new Farm bill is not adopted in a timely
fashion next year.

Our second key recommendation is to pass a new farm bill that
includes countercyclical income mechanisms that automatically
provide farmers more assistance in years when prices fall to unac-
ceptable levels. From a lender standpoint, we value predictability
and profit in the farmers’ income and cash-flow statements. We
hope a new farm bill will allow farmers and lenders to plan at least
3 to 5 years in the future.

In regard to income mechanisms, we are not currently wedded to
one particular approach, but the structure of the next Farm bill
could include not only fixed payment mechanisms, such as AMTA
payments if they are continued, but also countercyclical mecha-
nisms. The latter would provide supplemental income payments
when farm prices fall. Also, tax-deferred individual savings ac-
counts could work with and supplement the other income mecha-
nisms, for example, by creating a “Farmer 401(k)” or quasi-retire-
ment program for at least part of the individual savings account.

Some goals for this type of savings account program are, No. 1,
maximize farmer participation by allowing some portion of Govern-
ment payments to be funnelled into accounts, and allow farmers to
match a portion of the Government payments from his other in-
come; second, include a tax deferral component that can work over
long periods of time to generate significant savings; third, limit
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withdrawals to hardship or other specific criteria; fourth, target
participation to insured financial institutions; and fifth, improve
producers’ finances by allowing long-term accumulation of assets to
eventually free farmers from dependence on Government pay-
ments.

Our third key set of recommendations are to fully fund the
USDA loan guarantee programs. A few ideas include: provide a
permanent source of contingency funds to prevent disruptions in
the financing of guaranteed loans; permanently eliminate the 15-
year limit on eligibility; provide some flexibility to raise the loan
size limit.

Our fourth recommendation is to adopt policies that help diver-
sify rural America. Mr. Chairman, one important aspect of
strengthening the farm safety net involves helping rural commu-
nities diversify their economic base. More farm families appear to
be relying on off-farm income to support farming enterprises.
USDA indicates that 90 percent of farm household income came
from off-farm sources and averaged $60,000 last year. Yet trends
indicate that counties relying largely on agriculture as a main in-
dustry lost significant population in the last decade. The recent
2000 Census revealed that while the general population grew 13
percent in the 1990’s, 676 primarily rural counties lost population.

Diversifying our rural economy will help people in rural America
and will help farm families have additional sources of income,
thereby reducing the need to rely solely on farm programs for sur-
vival. Rural economic diversity will also keep small businesses
thriving on Main Street and help sustain the rural community
banks that finance them.

We offer these suggestions. First, increase deposit insurance, and
index it to inflation. Deposit insurance was last increased in 1980,
and its value has been eroded by one-half. A much higher level is
needed to adequately ensure the retirement needs of the aging
rural population and to attract new deposits, to provide more secu-
rity for large financial transactions conducted by larger farms and
rural businesses, and to keep money in our rural communities so
that it can be recycled into new investments and new opportunities
for the communities’ rural residents.

Second, increase funding for USDA’s Business and Industry Pro-
gram. Last year, Congress increased the B and I guarantee pro-
gram by 50 percent, but that was not enough. About 400 banks
now use the program. There was still excess demand of $1 billion
that was not funded. More funds for B and I would be a very cost-
efficient way to strengthen the rural safety net and the farm econ-
omy.

Finally, we need policies to spur greater investment in tele-
communication technologies in rural America to help us bridge the
digital divide between our rural and urban areas.

Thank you, and 