Kansas State University Department of Agricultural Economics - 4/18/18

Are Farm with More Debt Larger?

Gregory Ibendahl (ibendahl@ksu.edu)

Kansas State University Department of Agricultural Economics - April 2018

http://www.agmanager.info

Introduction

Farmers have two basic ways to expand their
operations. They can either purchase more land
or rent more land. Purchasing land for expan-
sion will likely result in farmers having higher
debt levels. One question to investigate then is
whether farmers that are more highly leveraged
(i.e., with higher debt-to-asset ratios) have
more total assets. In AgManager papers
GI-2018.8 and GI-2018.9, I examined farms by
quintiles based on the D/A ratio to determine
the level of risk and the net farm income for
farmers in the Kansas Farm Management As-
sociation (KFMA) program. This paper exam-
ines the total assets of farms by quintiles of the
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D/A ratio. The number of acres owned and
farmed is also examined.

Procedure

To generate the quintiles, the D/A ratio for all
the farms each year are ranked in order from
highest to lowest. The 20 percent of farms with
the highest D/A ratios are put into group one,
the next highest set of D/A ratios are in group
two, etc. The bottom 20 percent of farms with
the lowest D/A ratios would be in group five.
Once the grouping of farms is established, the
median farm assets for each group is calculat-
ed. The total farm acres and the total acres
owned are also calculated for these quintiles.

Results

Figures 1 and 2 show the
median farm assets for the
different quintiles. The
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results are broken into two
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parts to make the trends
easier to read. Farm assets
increased rapidly during
the 2000’s so Figure 2 has
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Figure 1. Median Assets by Debt Level Quintile from 1974 to

2002

Thus, the degree of finan-
cial leverage appears to
have little affect on the
amount of total assets ex-
cept for the most highly
leveraged farms.
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Figure 2. Median Assets by Debt Level Quintile from 2002 to mained fairly constant
2016 from 1978 until the

present. All the other
quintiles have increased
the number of owned acres
over time.

L. . Figure 4 shows the number
Average Owned Acres by Quintiles of D/ARatio  of acres farmed by quintile

classes of the D/A ratio.
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The smaller amount of
total assets and total
Figure 3. Average Owned Acres by Debt Level Quintile owned acres for the most
leveraged farms (i.e.,
group 1) might be ex-
plained by age differences.
Younger, beginning farm-
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Average Total Acres by Quintiles of D/A Ratio
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ers would most likely
employ more debt in or-
der to control enough
farm land to farm (a fu-
ture paper will specifi-
cally examine this is-
sue). The result of the
other four quintiles,
which have minimal dif-
ferences for total assets,
is more difficult to ex-
plain although age might
be a factor as well. The
most highly leveraged
farms, despite being at a
disadvantage for owned
acres, are still able to
farm as many acres as
the least leveraged
farms.
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