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Madame Chairperson and members of the panel, thank you for the opportunity to appear 

before you to discuss credit conditions in America, focusing on the current status and 

operations of the farm loan programs at the Farm Service Agency (FSA). 

 

Credit Conditions 

Reports from the Federal Reserve and other sources indicate there is a tightening of credit 

for farmers and ranchers around the country.  A combination of limited or negative 

returns in much of the livestock industry, reduced profit margins in crop production, and 

increased sensitivity to credit risk has caused many farm lenders to raise their credit 

standards, reduce the amount they are willing to lend in agriculture, or both.  Many 

lenders report that increased scrutiny from regulators has caused them to raise credit 

standards significantly.   

 

Activity in FSA’s farm loan programs certainly indicates that less commercial credit is 

available to farmers at the present time. Farm Loan programs demand is usually counter-

cyclical to the general farm economy; when the farm economy is strong, farm loan 

activity is flat.  During times of financial stress in the farm economy, demand for farm 

loan program loans increases.  This makes sense, since a basic requirement to qualify for 

the programs is to be unable to meet the criteria for commercial credit.  

 



FY 2009 Loan Activity 

 This year, the loan programs in Colorado and across the nation are experiencing demand  

at substantially higher levels than in FY 2008. FSA has two basic loan programs: direct 

loans funded directly from the United States Department of Agriculture (USDA) and 

guaranteed loans funded by local lenders with USDA acting as guarantor.  Operating 

loans (OL) are used for financing of annual crop inputs, to refinance debt, or to purchase 

capital items like machinery/chattel.  Farm Ownership loans (FO) are used for purchase 

of real estate and/or improvements to real estate. In Colorado as of May 30, 2009, 

demand for direct operating loans was up by 27 percent, and demand for guaranteed 

operating loans has increased by 47 percent. An unusually high number of direct 

operating loan applications nationally are from new customers this year.  As of May 26, 

45 percent of the direct operating loans approved in FY 2009 were for customers who did 

not have existing FSA operating loans.  Normally, that number is about 20 percent. 

 

 

Performance and Portfolio Condition  

The quality of our portfolio has continued to improve, due in large part to our 

modernization efforts, better customer service and the dedication of FSA employees.  At 

the same time, we realize that given the increased financial stress in the agriculture 

economy and the increased workload resulting from a larger case load, portfolio 

performance is likely to somewhat deteriorate in the future. We are committed to using 

all the authorities available to assist borrowers and will strive to minimize any 

deterioration in portfolio performance. 



 

Loss Rates.  In FY 2008, losses in the direct loan program fell to their lowest level since 

1986 – just 1.7 percent. FY 2008 data is reflective of the last completed fiscal year as 

current rates are not available. 

 

Losses for FY 2008 in the guaranteed loan program were 0.3 percent, the lowest rate 

since we began monitoring this trend in 1985. FY 2008 data is reflective of the last 

completed fiscal year as current rates are not available. 

 

 

Delinquency Rates.  As with losses, the direct loan delinquency rates were at historic 

lows at 6.5 percent for FY 2008. FY 2008 data is reflective of the last completed fiscal 

year as current rates are not available. 

This is the result of steady and dramatic decreases from a 23.8 percent delinquency rate 

in FY 1995.  The decrease was facilitated by expanded authority, since 1996, to offset 

federal payments, salaries and income tax refunds to delinquent borrowers. In addition 

other statutory and programmatic changes have enhanced collection efforts. 

 

In the guaranteed program, the FY 2008 delinquency rate was 1.18 percent, the lowest 

since 1995. 

 

Ongoing Challenges 



Farm loan programs performance over the past few years has been outstanding, with 

delinquencies and losses near all-time lows.  However under the challenging economic 

and financial environments agriculture faces, it is almost inevitable that program 

delinquency and loss rates will increase.  Currently there is increased stress in the dairy, 

poultry, and hog industries. However, we are committed to use all available options to 

minimize any increases in program delinquencies and losses.   

 

We are fortunate to have many tools at hand to service accounts and assist borrowers 

through difficult times.  We have a wide array of loan servicing options available to assist 

borrowers in restructuring their financial situations when they are unable to make 

payments as scheduled. An orderly method of debt restructuring is a crucial part of a 

lender’s ability to deal with adversity in their portfolio. FSA can offer our borrowers the 

following servicing options: 

 
• Primary Loan Servicing (PLS) – Any FSA borrowers in financial distress may 

apply for loan servicing, and borrowers who become 90 days past due will be 
notified and reminded of all servicing options.  In PLS, the borrowers may receive 
a lower interest rate, have their loans rescheduled, get up to a 5 year deferral of 
payments, or in extreme cases get some of their debt reduced.   

 
• Subordination - FSA often is able to subordinate its lien to a commercial lender, 

to facilitate a borrower’s access to operating credit from other sources.   
 

• Conservation Contract - FSA borrowers with environmentally sensitive property 
may also apply to reduce their FSA debt through the Conservation Contract 
program, by placing qualifying land under a conservation contract.  

 
• Disaster Set-Aside (DSA) program - Under the DSA, eligible borrowers can skip 

one annual payment and move that payment to the back of the loan.   
 

 
 



Conclusions 

FSA’s loan portfolio has shown tremendous improvement over the last 20 years and loan 

failures and losses have declined.    

 

However, more challenges lie ahead.  Government resources are increasingly limited and 

the agriculture production landscape is changing.  We are experiencing unique conditions 

in the credit and banking sectors, and to a large extent, in agriculture.   These changes 

pose significant barriers and challenges to the groups that FSA farm loan programs are 

intended to assist.  These issues create major challenges for the agency as well, since the 

success of the program depends on those whom the programs are intended to serve.  

Because of our rural delivery system and experienced loan officers, the FSA farm loan 

programs staff is well positioned to continue the high quality delivery of existing 

programs and new initiatives to assist small, beginning, and minority family farmers.   

 

Thank you for allowing me to share our Department of Agriculture perspective as you 

address this important issue.  I am available to answer your questions now or at any time 

in the future.  

 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 

 


