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In thi issue emphasis is given to social and economic 
change tha t ha been occurring in North Dakota. All of 
us who live in the state and many who live outside the 
state but who in one way or another are linked to North 
Dakota are a ffected by the dynamics of the social and 
economic forces described in the following articles. 

The changes that have and are occurring generally 
happen slowly so that day-to-day change is not detect
able. Social and economic change is like watching a slow 
motion replay of a sporting event or completing a jigsaw 
puzzle. Each move or action taken by i~self ma.y se~m 
rather insignificant, but it is important m contrIbutmg 
to the eventual outcome. From day to day we know that 
change is occurring in our social and economic environ
ment but we cannot appreciate its significance unless we 
top and reflect back over a decade or two of happen

ing to see how each has helped to bring us to the pre
sent. 

Social and economic change benefits some while 
creating hardship or stress for other members of society. 
For example, the number of farms in North Dakota has 
been declining while average farm size has increased. 
Some farm operators have benefited from the oppor
tunity to grow larger while others who have been forced 
out of farming or young people who cannot afford to 
enter farming and be competitive have been adversely 
affected. In the articles that follow we do not judge the 
benefit or cost of change. Rather, we try to describe 
what ha occurred and what the implications may be for 
the future. 

In 1980 the state's population reached its highest level 
in 50 years, reflecting a significant reduction in out
migration of resident. Energy development in western 
counties has been an important factor; another force 
that some may find surprising is a continued pauern of 
urbanization in some eastern countries. 

Agriculture continues to be the most important sector 
of the state's economy, but our reliance on agriculture is 
declining so mew hat. We are seeing more economic 
diversification with greater reliance on energy-related 
industries, processing of agricultural products, 
miscellaneous manufacturing, and tourism and outdoor 
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periencing moderate-to-severe fi nancial stress. The re 
maining 8 per ent of the indebted operators in the 
region are in severe fin ancial trouble. If the survey 
results fo r the West North Central region are indicative 
of the fi nancial ituation among North Dakota 's In 
debted operator group, about 28 percent are in 
moderate-to-severe fin ancial d ifficulty. T his translates 
into 18 percent of all operators in the state, o r approx
imately 7,000 farmers. A disturbi ng aspect o f this finan
cial situation is that a relative minority of operator 
carry a major hare of total farm debt in North Dakota. 
Failure of a significant number of these fa rms could 
have widespread repercussions in the tate . 

Conclusions and Implications 

During the 1979-84 period, the fa rm sector's financia l 
condi tion deteriorated due to lower net farm income, in 
creased dependency on borrowed mo ney, and hig her in
terest rate . These developments contributed to the ca h 
flow problems of farm operators in the state. Erosion o f 
equity in the post-1979 period has made farmers finan
cially more vulnerable to future instability in commodi
ty prices and interest rates. 

Financial stress among heavily indebted far m 
operators is most acute . Operators with deb t/asset 
ratios exceeding 40 percent have experienced moderate
to-serious cash flow problems simultaneous with a 
significant loss o f eq uity capital. The result has been 
reduced ability to service or expand existing debt. These 
farm operators carry a significant proportion of total 
farm sector debt. 

There are several implications for the agricul tural 
economy in North Dakota. First, farm attrition th rough 
foreclosure or voluntary liquidation will likely increase, 
especially among the indebted operator group , if 
1979-84 economic condi tions continue. Second , farm 
lenders will realize the fina ncial impacts of expand d 
delinquency and insolvency. Both trends reduce the pro
fitability o f farm loans. Third , for ed liquidations place 
far m assets (land and machinery) o n ma rkets which are 
already weak. Fourth, rural comm unities and bu 'inesses 
will conti nue to experience the secondary effects of 
red uced fa rm profitability. P otential impacL include 
lower retail sales, reduced pro vision of public serv ices, 
a nd out-migration of rural residents. 
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recreation as important sources of income and employ 
ment. This trend also helps to explain the reduction in 
out-migration as more jobs are a vailable to our young 
people in the state. 

Farms have grown larger over the past 15 years to 
take advantage of size economies. The average size farm 
is getting closer to the economically efficient size farm. 
Productivity gains on North Dakota farms continue to 
increase at an amazing rate. 

While our farm operator st rive for greater efficiency, 
there is increasing financial stress in North Dako ta 
agriculture. The fi nancial position of most farmers in 
the state remains strong; but in recent years the com
bination of higher farm debt, increasing interest rates, 
higher prices of purchased inputs, and low commodity 
prices have created financial stress for some operators. 

During the latter part of the 1970s some farm 
operators increased the size of their farm/ ranch opera
tion through land a quisition. They were encouraged by 
an average annual rate of increase in farmland values o f 
15 percent that they expected to continue and relatively 
high commodity prices. Some operators became highly 

leveraged and now face serious cash flow problems. 
Asset devaluatio n in recent years (land values decreased 
at an average annual rate of 2.4 percent between 1981 
and 1984) has furth er compounded their financial prob
lems. 

In looking to the future, our fa rmers will be operating 
with smaller margins of error. They will continue to rely 
on borrowed capi tal for farm expansion; because of this 
fact, growth in farm Size wi ll probably not match the 
growth rate of the 1970s. 

Sale o f crops and livestock and government payments 
represent the p rimary sources o f farm income in the 
state . Although the value o f livestock receipts has in
creased over time , crop revenues have increased more 
rapid ly and 'they are growing in importance as a source 
of farm income. Farm program payments to North 
Dakota farmers have varied signi fica ntly; in 1983 the 
payment-in-kind program accounted for 8 percent of 
total agricultural cash receipts. 

One of the most dynamic industries in the state is the 
grain handling and transportat ion industry. Rapid 
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careful about expanding and becoming too highly 
leveraged within their operations. This becomes ap
parent a fter a closer investigation of projected produc
tion expenses. 

The underlying model assumes technology will in
crease production efficiency and output about 14 per
cent by 1995. Increa ed efficiency decreases real produ 
tion costs at approximately the same rate. Expenses, 
however, are projected to decline only 8 percent rather 
than 14 percent as suggested. This discrepancy indicates 
another component of p roduction expenses must be 
projected to increase. Debt servicing appears to be the 
culpri t . 

The debt to asset ratio is projected to increase; that is, 
farmers are expected to continue increas ing their 
reliance upon borrowed capital to expand their opera
tions. This will result in increased obHgation to debt ser
vicing even without higher interest rates. Debt service is 
a fixed expense and is projected to increase relative to 
net fa rm inco me. 

Relative increases of fixed costs multiply the farm 
operator' risk. The opportunity to rapidly reduce pro
duction costs a fter a decrease in commodity prices is 
drasti ally dimini hed. Farmer will be operating with 
smaller margins for error since a significant crop failure 
wi thout insurance coverage can radically change the 
equity position of any farm. It appear there will be 
substantially more downside risk in future years than 
there has been in the past. 

H igher debt to asset ratios indicate that greater gains 
will be enjoyed if commodity prices increase dramatical
ly, but the opportunit ies for such windfalls also may be 
on the decline. Temporary increases in commodity 
pri es in excess of increases in production costs may be 
eliminated through an improved and more efficient 
market place which will react more quickly to future 
price changes. Variable interest rate and deregulation of 
the overall fi nancial industry are examples of recent 
changes which remove market rigidity and facilitate 
more rapid adjustments. Opportunities for rapid farm 
growth such as experien ed during the 1970s are unlike
ly to arise again. onsequently, the opportunity to reap 

extra benefits from a leveraged po ition is realtively I ss 
than the chance of suffering devastating los es. 

Reduction in opportunities for wind fall gains to off
set downside income risk indicates that a farmer with a 
significant loss in one year may find it nearly impos ible 
to recover. A a result, risk averse farmers may again be 
the survivors in the next decade. 

SUMMARY 

This may be the time to cease rapid growth through 
use of borrowed capital if the farm owner has not 
already done so. Farm income and production co ts a re 
expe~ted to decrease over the next years, but increa ed 
leverage and debt repayment obligations al 0 increa e 
downside income risk. Farmers who maintain an equity 
to total asset ratio currently experienced will find 
themselves increasingly squeezed by debt repaymen t 
needs and any reduced net farm income will mak ur
vival more difficult. 

REFERENCES 

Hanway, Donald, R.J . Supalla , A. D. Flowerday, and R.P. Waldren . 
1982. "Projected rain Yield for the Ogallala Region with Emph si. 
on Nebraska: 1977 to 2020." The o uthwestern Review of Manage
ment Economics, Vol. 2, No.2, (Spring), p. 153. 

North Dakota Crop and Live tock R porting Service. 1984. North 
Dakota Agricultural Statistics 1984. Ag. Sta tist i s No. 53, J une. 

Pederson, Glenn, D. Bertelsen, and M. J anke. 1984. " A Financia l 
Profile of North Dakota' , Agri ultura l Sector." No rth Dakota Farm 
Research, Vol. 42, No. I. 

U.S. Department of Agriculture. 1984 Economic Research Servi e, 
Economic Indicator' of the Farm Sector: State Income and Balance 
Sheet Statistics, 1982. January . 

U.S. Department of Commerce, Bureau of the Cen. us. 1984. 1982 
Census of Agriculture: Preliminary Report, March. 

Watt, Da vid L. 1984. " D i "aggregation of Financia l Indicat r of the 
Agricultural Sector," prepa red for Farmbank Servi es ' "Project 
1995 ." Fargo: North Dakota State Universit y, Department f 
Agricult ural Economics , February. 

Continued from page 20 

change is occurring with the trend being toward fewer 
and larger elevators to take advantage of economies 
associated with high throughput. As elevators become 
more efficient and are able to take advantage of 
multipI - ar ra tes , cost savings will be shared 
throughout the grain marketing sy tern. One danger in 
the rapid changes occurring in the grain marketing 
sy tern i that we overbuild (or expand too rapidly). This 
occurred in Iowa and Nebraska; important lessons can 

be learned from the expansion process observed in those 
two states. 

The analysis represented in the set of articles appear
ing on the following pages provides an important bench
mark for conducting a similar exercise again in the 
future. Social and economic change is a dynamic pro
cess; it impacts differently on various segments f socie
ty. There is no reason to believe that the next 10 years 
will be any less dynamic than the last decade. 
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