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IDENTIFYING FUTURE FARM TRANSFER CREDIT REQUIREMENTS
A CANADIAN STUDY

Fu-Lai Tung and Wayne D. Jones y
1. Introduction

The agricultural production sector in Canada is constantly
adjusting in response to changes within (i'pst markets, technology) and
beyond {product markets, institutional factors) the farm gate. These
adjustments have lead to scme well recognized structural changes in the
sector such as fewer farms, larger farm units and increased capitalization.
In genercl, these develop@ents have had a favourable effect on aggregate
production efficiency and farm incomes. The extent of similar development
in the future will largely depend on how well the industry solves the
various adjustment problems associated with farm structural change.

One area of concern is the sector's increasing dependance on
‘credit as a source of investment and operating capital. The flow of
credit to farmers has been increasing rapidly throughout the 1970's and
the demand for farm credit is expected to escalate in the future as
structural changes combined with general inflation increase both the
quantities and prices of the resources used by the production sector. The
concern, then is about the adequacy of the capital markets to supply, ata
reasonable cost, future farm credit requirements and about the effect of
increased credit activitv on the industry's future development.

The most critical type of farm credit, in terms of production
sector development, is the long-term credit used for fa'n transfers -
that is the transfer of farm real estate ownership to new and expanding
farm operators. Farm transfer credit, as it is referred to in this paper,
is important for development because it ¢lays a major role in the
reallocation of farm real estate which must accompany farm structural change.
Federal and provincial government agencies have traditionally been the
leading supplicrs of farm transfer credit, providing about 80 percent of
the long-term credit extended annual]y.g/ Growth in the supply of long-term

credit by commercial institutions and private jndividuals has been slow

1/ The authors are economists with the ¥olicy, Planning and Economics
Branch, Agriculture Canada. The views expressed in this paper are those
of the authors and do not necessarily reflect those of Agriculture Canada.

2/ R.S. Rust, "Farm Finance", Market Commentary, Agriculture Canada,
December, 1978, pp. 83-94.



because of a reluctance to accept the reduced liquidity and tne perceived
risks of this market.

Recognizing that; (1) the agricultural production sector can not
sustain development without increasing amourts of long-term farm transfer
credit; (2) commercial and private sources of farm credit are not expectad
to significantly increase their shares of the long-term credit market under
present conditions; and that (3) to increase government involvement as a
source of long-term farm credit will be difficult in view of the scale and
priority of other activities competing for public funds, it is necessary
to identify future farm transfer credit reguirements. This paper is the
result of an attempt to p;oject the 1981 credit requirements for the
transfer of farm real estate and to examine the implications for new farm
operators and the production sector as a whole.

The analysis utilizes a flow rather than stock concept of credit

+and internal financing is explicitly recognized, as suggested by Melichar, y
Specifically, the paper describes the procedures used.fu estimate farm
transfer activity from census data of the type common {0 most countries
and demonstirates the appiicability of a Markov Chain approach to forecasting
farm transfer credit requirements from this data. As many countries carry
out a periodic agriculture census, the methods employed in the present study
may indicate new directions in farm credit analysis.

The paper is organized into three sections. The components that
determine farm transfer credit requirements are examined in the firsit -
section. In the second, the method used to forecast credit requirements
is described. The third section presents the forecasi results and some
related implications. Data sources and derivation of statistics related
to farm transfer activity are discussed in Appendix A. Appendix B

summarizes the supply of the farm credit system in Canada.

2. Components Determining Farm Transfer Credit Requirements

Several components contribute to an increase in credit requirements
for transfers of farm real estate. The components mdy be grouped into two
broad categories: those that affect the value of farm transfers and those

that affect the level of interral capital funds. Examination of these

3/ E. Melichar, "Aggregate Farm Capital and Credit Flows Since 195G,
and ?rgjections to 1980", Agricultural Finance Review, Vol. 33, July, 1472
pp. 1-7.



components provides some help in developing a model to forecast farm

transfer credit requirements. This section reviews the relevant trends
using data primarily derived from the 1971 and 1976 census of Canadian
agriculture. y

The total value of farm real estate transferred is determined
by the number and size of transfers to both new and expanding farm
operators, and the prices of real estate. An increase in real estate
prices was the most significant variable influencing the higher total
value of farm real estate transferred in 1976 relative to 1971. The real
estate price per acre increased, on average, from $83 in 1971 to $213 in
1976 for real estate transferred to expanding farm operators (Table 1).

The corresponding increased for real estate transferred to new farm operators
was $129 to $312, somewhat higher than that for expanding farm operators.

Increased numbers of transfers or transfer rates also contributed

2to ;he increased total value of farm real estate transferred. This was mainly
a result of increased transfers to new farm operators:~ The rate of transfer
for new farm operators increased from 4.1 percent in 1971 to 5.6 percent in
1976 while for expanding farm operators the increase was only 0.3 percent
(7able 1), These rates imply 18 to 25 yea. ownership cycles in Canada.
The difference in transfer rates between years was influcnced by changes in
such factors as real farm product prices, demographic characteristics of farm
operators, off-farm work opportunities, farm real estate price levels, and
capital markets.

The average size of farm transfer was quite constant over the 1971-76
period for new farm operators but a significant gain was observed for transfers
to expanding farm opefators. {(Table 1). The better equity conditions associ-
ated with expanding farm operators and the nature of farm credit system may
have resulted in this observation. '

Internal funds available for the acquisition of farm real esiate
have a significant effect on credit requirements. Availability of such funds
is determined by farmers' ability to manager cash flow generated from net
farm income, non-farm income, and depreciation allowances. On average,

farm operators used internal financing for 37.5 percent of the

) 4/ As in many countries, research into farm finance issues in Canada
is limited by a lack of adequate data. The method empinyed to estimate
farm transfer information for this study is sunmarized in Appendix A.
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TABIE 1: Selected Farm Transfc- Data, Canada, 1971 and 19763/

Average
Selected Farm Transfer Data 1971 1976 1971 & 76
1. Number of Transfers
Total 29,303 31,310 30,306
New Farm Operators 17,591 20,474 19,032
Expanding Farm Operators 11,712 10,836 11,274
2. Rates of Transfers ( % of total farm no.
in previous census years
Total 6.82 8.57 7.70
New Farm Operators 4.10 5.60 4,85
Expanding Farm Operators 2.73 3.00 2.89
3. Farm Land Transferred .
(i) Total Land Transferred (1000 Acres) 6,793.2 7,806.9 7,300.1
New Farm Opcrators 3,843.8 4,673.0 4,258.4
Expanding Farm Operators 2,949.4 3,133.9 3,041.7
(ii) Average land Transferred Per Transfer 231.9 249.4 240.7
New Farm Operators (Acres) 218.6 228.3 223.5
. Expanding Farm Operators 250.6 289.3 270.0
4. Value of Real Estate Transferred —=l .
(i) Total Value Transferred ($ Million). 789.4 2,579.7 1,684.6
New Farm Uperators ' 495.5 1,456.0 975.8
Expanding Farm Operators 293.9 1,123.7 708.8
(ii) Average Value Transferred per Transfer 26.9 82.4 54.7
1
New Farm Operators (81000 28.2 7n.1 49.7
Expanding Farm Operators 25.1 103.7 64.4
5. Credit Used for Farm Transferst/
(i) Total ($§ Million) 493.7 1,384.1 938.9
(ii) Average Per Transfer ($'000) 16.8 44,2 30.5
6. Ratio of Credit Used to Value of
Recal Istate Transferred
(i) Total (%) 62.5 53.7 55.7
(ii) Average per Transfer (1) 62.5 53.7 558.7
a/ All relevant data from 1 to g4 were derived from Agriculture Census
Match data in terms of the procedures described in Appendix A.
b/ Obtained from W.D. Jones and F.L. Tung, "Financing Agricultural

Nevelopment’ unpublished Mimeograph Policy, Planning and Economics

Branch, Agriculture Canada, Ottawa, 1978.

VA



total value of real estate transferred in 1971. The remaining 62.5 was
financed with borrowed funds (Table 1). The use of internzl funds to
acquire real estate capital increased to 46.3 percent in 1976. Sufficient
data was not available to examine whether the use of bcrrowed funds for
farm transfers varied inversely to the level of farm income. However, in
previous studies such an inverse relationship has been found to exist

for farm operating expenses and for non-real estate capital acquisition

5/
(farm machinery and ecuipment, livestock and poultry). ~

3. Structure of the orecasting Model

The forecasting ynde1 was constructed frem the individual components
that determine farm transfer credit requirements as discussed above. The
major part of the exercise involved the projection of capital fund requirements
for farm transfers which, once adjusted for the availability of internal

financing, determine the credit requirements.

3.1 Forecasting Farm Transfer Capital Requirements for 1931

The secular nature of farm transfer activity leads us to
postuiate that the aggregate effect of socio-economic variables on ferm
transfers over time can be simulated in a stochastic model. The Markov
Chain model s frequently utilized as such a stochastic model because, through
tﬁe transition probabilities matrix, one is able to estimate the pattern of
change in the forecast period without attempting to identify or measure
what causes the change. Once the degree of change is estimated, it is then
possible to determine {f the pattern of change should be altered in order
to achieve some specific target outcome. If the pattermof change is to be
altered, the next step would be todetermine which policies or programs would
have the desirey affect. The structure of the model and forecasting

procedures are presented below in a non-mathematical format.

3.1.1 Forecasting Farm Transfer Numbers

Three elements were required for the forecasting procedure; the
transition probavilities. an appropriate base distribution of farm operators.
classified by size classes {according to tnhe acres of farm land owned at the
beginning and end of a given five year period) and the number of potential

entrants for the projection period. The transition probabilities matrices

£/ For more detail sec: W.D. Jones ard F.L. Tung. “Financing
Agricultural Development”, unpublished Mimeograph, Policy, Planning
and Economics Branch, Agriculture Canada, Ottawa, 197..



for Canada for the 1966-71 and 1971-76 periods are presented in Table 2.
fach of the entries i1 the 1966-71 matrix, for example, is the probab’lity
of a farm operator taking a particular course of action between 1966 a.4
1971 (derived from Table A.1 in Anpendix A). Possible courses of ac*fon are;
entering the industry, increasing or decreasing the siz2 of owned farm land,
maintaining the same size, or ceasing production entirely. There are 14 rows
and 14 columns in the matrix, representing 13 farm size classes and one row
and column to represent farm entrants (not in farming in the initfial year)
and farm exists {out of farming in the final year).

The obsu:rved transition probabilities matrices for 1966-71 and
1971-76 were different due'to the different economic conditions that pre-
vailed in each period. Future structural change (the transition probabil{ties
matrix for 1976-81) in the farm industry will be determined Ly the fucure
performance of the economy in general and the farm industry i~ particular.
-The derivation of the transition probabilities matrix for the 1976-81 period
{s based on the assumption that future structural chanbe in the farm industry
will follow a pattern which would reflect better economic conditions than
the former period but less favourable conditions than the latter period.
Observaticas for the 1976-78 period tend to support this assumption.

~Consequently, it is assumed that the 1976-81 transition probabilities matrix

will equal the average of the 1966-71 and the 1971-76 transition probabilities
matrices. The lzst column of Table 2 indicates th: number of farm operators
by size classes in the base year and the number of notential entrants in that
year for both periods. A similar column was established, from 1976 agriculture
census data, to represent the base distribution of farm operators for the
1976-81 period.

The number of potential new entrants was needed for both the deiri-

vation of transition probabilities and the forecasting procedure. Since no
information on potential entrants was available, these numbers must be estima’ed.
The assumptions must be considered carefully since, as indicated by Stanton

ard Kettunen, the number of potential entrants to an industry has a

definite and measurable effect on subsequent projections of entrants and exists
when Markov Chains are used. & In this study, it was assumed that the

total agricultural labour force in 1966 represented the number of potential

g{ B.F. Stanton and L. Kettunen, "Potential Entrants and Projections
in Markov Process Analysis", Journal of Farm Economics, vol. 49 (3
633-643, August, 1967,

.
.




BLE 2: 1966-71 and 1971-76 Transition Probabilities Matrices of Farm Operators, Canadad/
No. of
Farm
Less Operators
. Size: Class by Exits than 2,880 at bee;n-
‘res of Owned fram 10 10- 70- 130- 180- 240- 400- 560- 760- 1,120- 1,600- 2,240- and nirg o
:rm Lard farming acres 69 129 179 239 393 SS9 759 1,119 1,599 2,239 2,879 over Total period L
9n-71 Transition Matrix 5 b/
TVew entrants 84C4  .0323 .0263  .0249  .0228 .0CE9 0206  .009S  .0063 0046  .0019  .0007  .0003 .000s  1.0000 '551,000—
Less than 10 acres .5248  .2570 .0368  .0290 0447 .0093 .0465 .0214 ‘0152 .0094  .0037  .0012 .0001 .0004 1.0000" 3%.960
10- 69 ‘sp02  .0336 .3861  .0477  .0163 ‘0064 .0064 .0019  .0007 ‘0004 .0002 .0001  .0000 0000 1.0000 45,295
70- 129 ‘2043 .0143  .0&19  .4339  .0477 0337 .0179  .003>  .001l 0004  .0002  .0000  .0001 ‘oonl  1.0000 76,385
130- 179 3710 .0157 .0168  .0S33  .3956 0376 .0698  .0230  .009Z 0060  .0016. .0005  .0000 .0271  1.0000 66,4i0
180- 239 ‘3436 .009¢  .0141  .0550  .0607 3969 .0965 .0178  .003S 0Gl4 .4 L0002 . .0000 ‘ogu2  1.0000 33,235
240- 399 3023 .0127 .0076 .0160  .0409 ‘0314  .4537  .0798  .0348 ‘0157  .0036  .0010  .0003 .0002 1.0000 7f,3§0
400- 559 .2462 .0114 .0047  .0039 0252 .0092 .0790  .4524 0994 .0541 .0101  .0018 .003  .0003 1.6000 37,970
sec- 759 .2189 .0114 .0032  .0030 0130 .0041  .0466  .0694 4662 1387 .0/97 .0086  .0006  .0006 1.0000 26,100
760-1,119 .1912 .0119 .0029  .0024 5104 .0017  .0267  .0406 .0741 ‘se94  .1155  .0183  .0057 .0910 1.0000 20.§7$
1,120-1,599 1716  .0110  .0023  .0017 0081 .0011 .0170  .0222 0392 1273 4729 -1083 .?155 .0241  3.0006 - §,>65
1,600-2,239 1843 .0103 .0034  .0017  .0068 J0000 .0102 .0136  .0153 0598 L1263 L4369 .00 9302 1.0000 2,930
2,240-2,879 .2021  .0109  .0000  .0GJ0 0054 .00CO  .0109  .0109 L0054 L0273 0760 .I:il ..3@07 ST .u}.0000 915
2,880 and over .2350 .0150 .0000  .0000 0105 .0000 .0150  .0150 10050 .U130  .0250  .0A0G - G50, §SuL 1.0000 1,000
-=1-76 Transition ‘atrix - b/
New entrants 8337 .0330 .0309  .0238 .0235 .0081  .0205  .00S7 0070 .0055  .0025 .0010 R 0005 1.0000 615,400~
Loss than 10 acres .5186  .2461  ,0417  .0300 0420 .0l00  .0441  .0280 0195  .0159  .0053 0018 .7008 2005 ° 10002 33.139
10- 69 .4793  .0370  .3963  .0497 0176  .0079  .0370  .uGZ6 ‘p0Y2  .0010  .0003  .0000 .00%! 00n0  1.9060 _Sg,oTi
T0- 129 .3889 .0166 .0493  .4362 USO8 .0335  .0192  .0035 0612 .0005  .0002  .0001 .0000 0n00 1.0000 §/,0ﬂ$
130- 179 .37s3  .0152 .0215  .0496 3825 .0419 .0680  .0236 0113 .0078  .0023  .009 ‘0001 .C000  1.0000 L1,525
180- 23¢9 3215 .0111 .0186  .0331  .0634 13950 .0l160  .0195  :0049 ‘0017 .0002 .CONZ  .0007 "0no0  1.000a 26,660
240- 399 .3233  .0107 .Cl00 .0173 0442 .0329 .4172  .0780C 0381 .0203  .00%)  .0013 .0004 0003 1.0000 €1,225
400- 558 2806 .0117 .0057  .0072  .0297 0093 .n839  .3960  .0983 0606 .0138  .0025  .0004 0004 1.000% 34,495
S6n- 759 .254%  .0118  .0040  .9032 ‘0182 .0038  .0S511  .0666 3975 .1392  .0405  .0076 .0012  .0008  1.0000 25,065
760-1,119 7232 .0097 .0034  .0025  .0156 0023 .0297  .0413  .0708 "4814  .1762  .0275  .0041 “n021 1.0000 21,750
1,120-1,59¢ 2082 .0109 .0026 .0016  .0125 ‘0016 .0187  .n208  .0364 ‘1135 .4222  .1182  .0229 0099 1.0000 9,605
1,603-2,239 ,2081 .0072 .0014  .0014 J0100 .0014  .0143  .012¢ ‘0244 .0588  .1363  .4004 .0875 .0359 1.0000 3,485
2,240-2,879 72127 .00%0 .0045  .0045  .0136 '0000 .0136  .0090  .0181 0226  .0543  .1403  .3349 .1629  1.0000 1,105
2,880- and over 2324 .0219 .0034  .0000 .0044 0009 .0088 .0088  .0132 ‘0132 .0507  .r3I51 0658 5613 1.0000 1,130

/ Calculated from Tables 1.1 and A.2
/ Estimates of potential new entrants.



new cntrants in that year. (551,000, as indicated in the first cell of the
last colua of Table 2). This estimate was then employed to calculate the
transition orobabilities of new entrants and the probability that the
potentlal ertrants wou:d remain cutside the farm industry (the first row of
the transition probability matrix). An overestimate of potential entrants
would underestimate the probabilities of new entrants and vice versa. Those
who entered the farm industry in the 1966-71 period were no longer potential
entran.s ir che next period while exiting farm operators were considered as
new petential entrants for the next period. Consequently, the number of
potr:ntial entrants in 1971 equalled the potential entrants in 1966 plus
exiting farm operatcrs minus new entrants. This fterative procedurc was
extended for the 1971-76 period to determine the potential entrants in 1975,
An overestimate of potential entrants in 1976 would overestimate the number
of new entrants in the 1976-81 period, assuming the transition probabilities
of new entrants was accurate. The approzch was tested for Canada for the

'1951-76 period and the results indicated that errors were.less than one
percen® when compared to the actual number of farm operators reported in the

1976 Census of Agriculture.zj

Given (1) the estimated transition probability matrix for the

1976-8) period, (2) the base distribution of farm operators by size class in

1976 and (3) the number of potential new entrants in the base year (1976);

the numbers of farm operators, new entrants, and exiting farm operators by

size class for the projection peiiod are estimated as the product of the

transposed matrix and the vector (components 2 and 3 above). The nuwder of

farm transfers for 1976-81 period, then equals the number of new operators plus

the number of continuing operators that expanded their farm size (in terms of

land base). The results are presented in Table 3.

3.1.2 Forecasting Farm Transfer Values

Farm transfer capital requirements are equal to the total value of
real estate transfers. Two steps were required in the projection of capital
requirements in 1981. The first step was to project the total amount of real

estate to be transferred to efther new or expanding farm operators. This

y 1t shoula be noted, however, that this approach would not work as
as well at the provincial level since exiting farm operators may migrate out
of the province and consequently may not be potential entrants in the
subsequent period.
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TABLE 3: Estimated Number of Farm Transfers to New and Expanding Farm
Operators by Farm Size Class Betwcen 1966-71, 1971-76 ard
1976-81, Canada

Farn Size New Farm Operators Expanding Farm Operatorsi/
Class 1966-71] 1971-76 | 1976-81% 1966-71| 1971-76 1976-81%/
(Acres Owned) - Numbers -
Less than 10 acres | 17,805 20,290 20,960 - - -
10 - 69 14,510 18,990 18,324 1,320 1,380 1,322
70 - 129 13,740 14,655 15,624 3,200 2,925 2,999
130 - 179 12,565 14,475 15,174 5,990 4,975 4,527
180 - 239 4,515 4,995 5,401 5,710 4,710 4,053
240 -~ 399 11,365 12,615 13,180 11,170 9,160 8,127
400 - 559 5,255 ‘5,960 6,108 9,155 7,605 6,636
%60 - 759 3,475 4,310 4,243 7,750 7,195 6,131
760 - 1,119 2,490 3,395 3,279 7,680 7,865 6,759
1,120 - 1,599 1,020 1,540 1,415 4,075 4,925 4.388
1,600 - 2,239 405 610 579 1,620 2,205 2,118
2,240 - 2,879 150 200 193 555 710 792
2,880 & over 250 335 322 335.0 515 536
Total 87,955 102,370 104,802 58,560 54,180 48,388

a/ An Expanding farm operator is defined as an operator who, over a
specified period, increascs the amount of farm land owned.

b/  Projected from the model specified in the text.

Source: Compiled from unpublished 1966-71 and 1971-76 Census Match Data,
Statistics Canada.
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was obtained using the average acres of farm land per transfer and the

number of transfers for each size class.

The change in average acres of farm land per transfer
between 1961-1971 and 1971-1976 varied by size class (Table 4).
It was assumed that the change in average size of transfer between
1976-1981, for each size class, would follow the trends established
between the two earlier periods. The number of transfers in 1981
was assumed equal to the average annual number of transfers for
the 1976-81 period, derived from the fcrecast results presented
in Table 3. Tota! acreage of farm land to be transferred in
1981 was then estimated by summing across farm size classes, the
product of the average size of transfer and the projected number
of transfers to both new and expanding farm operators (Table 5).
The price of real estate is expected to increase during
the 1976-81 period due to the general rate uf inflation and increases
in land productivity. Over the last decade, land price !ncreases
attributable to land productivity increases and general inflation
varied by period. The observed annual land price incr.ase of
6.6 percent between 1966 and 1971 was estimated to be an aggregatfon
of 5.6 percent land productivity increase and 1.0 percent general
inflation (Table 6). For the period 1971-76, the observed annual
land price increase of 13.0 percent, however, was mainly attributed

to general inflation (10%.
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TABLE 4: Estimated Average Size of Farm Land Transferred to New and Expanding
Farm Operators by Farm Size Class in 1971, 1976 and 1981, Canada
Farm Size New Farm Operators Expanding Famm O eratorsﬂ/
Class 1971 1976 1981‘.’./ 1971 1976 1981}.’./
(Acres Owned) ---q--- Acred ----c
Less than 10 acres 1.8 1.8 1.8 - - -
10 - 69 33.1 32.€ 320 27.5 27.5 27.5
70 - 129 97.3 96.4 97.3 60.5 62.1 03.7
130 - 179 155.8 156.2 156.6 84.8 86.3 87.8
180 - 239 203.7 203.9 204.1 86.7 87.2 87.7
240 - 399 308.4 309.1 309.8 162.1 161.8 161.5
400 - 599 468.8 469.1 470.6 215.8 222.3 229.0
560 - 759 638.6 1640.2 641.8 281.4 292.1 303.2
760 - 1,119 881.7 886.1 890.5 380.3 401.6 424.1
1,120 - 1,599 1,276.5 1,274.9 1,273.2 519.7 536.1 553.0
1,600 - 2,239 1,820.5 1,818.2 1,815.8 736.5 736.6 791.7
2,240 - 2,879 2,482.2 2,458.5 2,434.9 946.0 1,048.7 1,162.6
2,880 & over 6,459.0 5,933.9 5,451.5 2,359.5 2,151.9 1,962.5
Total 218.6 228.3 222.4 250.6__ ~289.3 303.3
a/ An expanding farm operator is defined as an operator who, over a
specified period, increases the amount of farm land owned.
b/ Estimates are based on the assumption that the rate of increase in

Source: Compiled from unpublished 1966-71 and 1971-76 Census Match Data,

average size of farm land trans

Statistics Canada.

ferred for cach size class in 1981 will
be equal to the rate of increase
and 1971-76 period.

or decrease observed between the 1966-71
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TARLE §: Estimated Total Acres of Feal Estate Transferred to New and lxpanding
Farm Operators by Farm Size Class in 1971, 1974 and 1981, Canada
Farm Sizec New Fam Operators FExparding Farm Operators
Class 1971 1976 19813/ [ 1971 1976 19813/
(Acres Owned) - '000 acres -
Less than 10 acres 6.3 7.2 7.5 - - -
10 - 64 95.9 123.9 117.6 7.2 7.6 7.3
70 - 129 267.3 282.6 304.0 38.7 0.4 38.2
130 - 179 391.5 452.1 475.2 101.5 85.9 79.5
180 - 239 200.8 203.7 220.5 99.0 82.1 n.1
20 - 5.9 701.1 779.8 816.6 362.2 296.4 262.5
40n - 559 492.7 559.9 574.9 395.1 338.2 303.9
S60 - 759 443.8 551.8 554.6 436.2 420.2 371.8
760 - 1,119 439.1 601.6 584.0 584.1 631.7 573.3
1,120 - 1,599 2060.4 362.7 360.3 423.6 528.0 485.3
1,600 = 2,239 147.5 221.8 210.3 238.6 336.7 335.4
2,240 - 2,879 74.5 98.3 94.0 105.0 . 148.9 184.2
2,880 & over 322.9 397.6 351.1 158.1 221.6 210.4
TOTAL 3,843.8 4,673.0 4,660.7 2,949.3 3,133.9 2.935.2

a/

Projected from the

model specified in the text.

Source: Compiled from unpublished 1966-71 and 171-76 Census Match Data,
Statistics Canada
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TABLE &: Components of Land Price Increase Between 1966 and 1976, Canada

Land Price Increase Components

Land Price tand Productivity General Rate
Period Increase a/ Increase?/ of Inf]atiunS/

- annual compund rates of change

1966-71 (low

inflation) 6.6% 5.6% 1.0%
1971-76 (high

1nf1at1on§ 13.0% 3.0% 10.0%
1961-76 (moderate

inflation) 7.2% 2.2% 5.0%
1976-81 (low) N 4.0% 3.0% 1.0%
1976-21 (moderate) 8.0% 3.0% 5.0%
1976-B1 (high) 13.0% 3.0% 10.0%

a/ Derived from Farm Input Price Index, Statistics Canzda
b/ Calculated as total output divided by total land input.
¢/ Calculated as residual of land price increase minus land

productivity gain.
Jt was assumed that the annual growth rate in land productivity

for 1976-1981 account for a moderate three percent increase in land
prices as observed for the 1971-1976 pe ‘fod, General inflation is
less stable than productivity gains and thus less predictable. Three
annual compoundrates of inflation were used in forecasting to 1981, based on
three different inflation periods; 1 percent for 1966-71 (low), 5
percent for 1966-76 \moderate), and 10 percent for 1971-76 (high). The
estimates of farm real estate prices per acre in 1981 were, therefore,
calculated using low ( 4 percent), moderate ( 8 percent), and
high (13 percent) annual compound rates of inflation. These es*imates
were used to determine real estate prices for each farm size class
in 1981 based on observed 1976 prices. The results are presented in
Table 7. The total value of real estate transferred (capital reguirements)
for the projection year 1981 was then estimated as the product of the
price of real estate (Table 7) and the acres of real estate transferred

(Table 5). The results are presented in Table 8.
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TABLE 7: Actual and Estimated Price of Farm Real Estate Per Acre by
Size of Parcel and by Type of Farm Operato; 1966-1981, Canada

10812/
Low o/ Moderategl High &
Farm Size 1966 1971 1976
(Acres Owned) - Dollars per Acre -
Ixpanding I'arm Operators
Less than 10 acres - - -
10 - €0 380 757 1,638 1,993 2,407 3,018
70 - 129 277 412 969 1,179 1,424 1,786
136 - 179 124 170 440 535 646 810
180 - 239 138 195 538 654 790 791
240 - 399 82 112 321 30 472 591
400 - 559 67 84 227 276 334 418
560 - 759 61 73 191 232 281 352
760 - 1,119 S8 68 175 213 257 322
1,120 - 1,599 S3 ¢ 63 162 197 238 298
1,600 - 2,239 S0 57 151 184 222 278
2,240 - 2,879 44 57 157 191 231 289
2,880 & over 45 50 118 143 173 217
TOTAL 68 83 213 259 313 392
New Farm Operators
Less.than 10 acres - 184 434 528 638 8G0
10 - 69 - 824 1,839 2,237 ..2,702 3,388
0 - 129 - il 753 916 1,106 1,387
130 - 179 - 134 342 416 502 630
180 - 239 - 194 462 562 679 851
240 - 399 - 95 255 310 375 469
400 - 559 - 81 206 250 303 379
560 - 759 - 72 186 226 273 343
760 - 1,119 - 70 1%2 210 254 319
1,120 - 1,599 - 63 164 199 241 302
1,600 - 2,239 - 64 155 188 228 285
2,240 -~ 2,879 - 53 170 207 250 313
2,880 & over - S5 128 156 188 236
TOTAL - 129 312 380 458 S7¢

a/ lstimates are based on the assumption that the price of farm real estate is determined
=~ by the rate of increase in land productivity and the general rate of inflation.

b/ Estimated on the basis of annual compound growth rate of 4 percent in increase

of real estate price in which 3 percent is attributable to expected
increase of land productivity and 1 percent is attributable to general
inflation.

c/ Assunes annual ¢ growth rate of 8 percent; 3 percent increase in land

productivity plus 5 percént increase in general :inflation.

d/  Assumes annual compound growth rate of 13 percent; 3 percent increase in land
productivity pius 10 percent increase in general inflation,

Source: Derived from unpublished 1966-71 and 1971-76 Census Match Data, Statistics
Canada.

/15



- 15 -

TABLE 8: Estimated Real Estate Capital Value Transferred in 1971, 1976
zid 1981 by Size of Farm and Type of Operator, Canadad/

1981 &/
Farm Size Class . 1971 1976 low Moderate High
(Acres Owned) - $'000 -
New Farm Operators
Less than 10 acres 5,786 15,654 19,906 24,053 30,160
10 - 69 195,236 1,138,287 1,315,803 1,589,316 1,992,822
0 - 129 416,265 1,062,881 1,392,503 1,681,341 2,198,517
130 - 179 261,709 773,421 988,496 1,192,852 1,497,006
180 - 239 194,652 470,821 619,493 748,462 938,057
240 - 399 331,703 995,212 1,265,792 1,531,200 1,915,021
400 - 559 198,434 577,139 615,443 870,943 1,089,398
560 - 759 159,489 514,110 615,043 743,434 934,058
760 - 1,119 154,006 518,868 613,179 741,655 931,448
1,120 - 1,599 82,667 322,064 358,518 434,186 544,088
1,660 - 2,239 90,116 171,828 197,644 239,696 269,621
2.240 - 2,879 19,559 83,510 97,269 117,475 147,079
2,880 & over 88,340 254,025 273,842 320,015 414,274
Total 2,477,402 7,279,768 8,476,491 -10,244,628 12,841,500
Expanding Farm Operators
Less than 10 acres - - - - -
10 - 69 31,152 66,654 72,545 87,615 109,855
70 - 129 93,120 227,463 225,189 271,984 341,126
130 - 179 99,434 274,463 212,663 256,785 321,975
180 - 239 114,771 391,872 232,432 280,766 352,201
240 - 399 225,634 720,892 513,187 619,500 775,687
400 - 559 192,255 638,820 29,410 507,546 635,193
560 - 759 182,900 685,684 431,265 522,351 654,333
760 - 1,119 232,704 946,160 610,564 736,691 923,013
1,120 - 1,599 160,963 776,673 278,040 577,531 723,127
1,600 - 2,239 75,006 455,774 308,531 372,250 466,150
2,240 - 2,879 36,020 210,231 175,873 212,705 266,111
2,880 & over 45,627 194,928 150,422 181,988 228,262
Total 1,469,856 5,618,466 3,880,121 4,627,712 5,797,033

a/  Prnjected as per the procedures rresented in the text.

Source: Derived from unpublished 1966-71 and 1971-76 Census Match Data, Statistics

Canada.
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3.2 Forecasting Farm Transfer Credit Requirements for 1981

The forecasts of farm transfer credit requirements were bised on
the assumption that farmers will require credit following the recent
pattern of farm real estate financing. As indicated in Table 1, the
proportion of credit used to finance transfers was 62.5 percent in 1971
and 53.7 percent in 1976. With no other reference points available,
it was decided that the ratio of average credit to capital requirements
between 1971 and 1976 (55.7 percent in shown in Table 1) would be
used to forecast 1981 credit requirments from the threealternative

estimates of capital requirements.

4.0 Results and Implications

The forecasts of farm transfer capital and credit requirements
for 1981 are presented in Table 9. Estimates of total capital requirements
range from $2,461.3 to $3,727.7 million while credit estimates range
from $1,370.7 million to $2,076.3 million. Based on moderate gains
in land productivity and a moderate rate of inflation, the forecast of
$1,656.7 million in farm credit represents an increase of $272.6 million
over the farm credit extended in 1976. This moderate increase translates
into a 4 percent annual increase compounded over the 1976-81 period which
is much lower than the 1971-76 estimated annual compound rate of increase
of 23 percent. While the low estimate actually represents a decrease
in credit use for farm transfers of $13.2 million, the increase of
$692.2 million indicated by the high estimate is considered much

more likely to occur.

8 The annual compound rate of increase in credit use for farm
transfers over the 1976-81 period is estimated at 8 percent for the
high forecast.
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TABLE 9: Forecast Capital and Credit Requirements in 1981, Canada

1981

Tow Moderate High

I.

- Million Dollars -

Forecasted Capital Fund Requirements

New Farm Operators 1,695.3 2,048.9 2,568.3
Expanding Farm Operators 766.0 925.5 1,159.4
Total 2,461.3 2,974.4 3,7271.7

11. Forecasted Credit Requiremeqts

New Farm Operators 944.2 1,141.2 1,430.5
Expanding Farm Operators 426.7 515.5 645.8
Total 1,370.4 1,656.7 2,076.3

The major farm transfer credit requirements in 1981 are expected
to be for farm transferred to new farm operators which were forecast in the
$944.2 million to $1,430.5 million range. In comparison, the 1981 require-
ments for expanding farm operators were forecast in the $426.7 to $645.8
million range. The farin transfer estimates for the 1966-71 and 1971-76
periods and the projections for the 1976-81 period indicate a reduction
in farm expansions and an increase in new farm entrants. This may be
an indication that, (1) the majority of Canadian farms are reaching a viable
size given current technology; (2) a 1imited supply of real estate is
available for expansion purposes; and (3) alternative means of entering the
farm industry, such as part-time farming, are attracting more indiviauals
into the industry.

The forecast increases in capital and credit requirements have
a number of implications for the agricultural industry. Beginning farmers
will find it increasingly difficult to meet the equity requirements for
the size of loan required to purchase an economically viable farm and the
debt load may reach such a scale that it can not be fully amortized over
the operator's productive years. for example, the estimates in Tables

4 and 7 indicate that, on average, a new operator financing 2 farm transfer
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would have paid about $71,000 in 1976. With a high ratio mortgage of 90
percent, the new farmer still required equity of .$7,1n0 and a $63,900
loan. The average farm transfer to a new operator could be valued as high
as $128,000 by 1981, according to the present estimates. This would
necessitate equity of $12,800 and a $115,200 1oan given the same mortgage/
equity ratio. The current increasing trend in farm values suggests that
fewer and fewer young farmers will be able to meet the equity requirements
in the future without some form of financial backing from the previous
generation or from some public source. 1In addition, the potential
inability of young farmers to finance the transfer of ownership of viable
farm units over their farming careers would create a greater dependency
on alternative means of financing such as the formation of farm corporations
or tenant farming. The impact of these conditions on the structure of

the agricultural industry could be substantial.

A second implication of the extensive credit requirements needed
for future farm transfers applies to the agriculturaT industry in aggregate
and relates to production costs. As the capital requirements of farming
increases, the annual cost of using this capital (i.e., interest on debt,
depreciation, etc.) increases accordingly and is reflected in higher costs of
production. The annual interest charge on the estimated $1,384.1 million
in credit extented for real estate transfers in 1976 would have been about
$545 million, assuming a 10% rate of interest and a 25 year amortization
period. Under the same Jean terms, the high forecast of real estate
credit extented in 1981 ($2,076.3 million as indicated in Table 9)
represents an annual interest charge of about $817 million. Such increasing
production costs could have an 1mpact of varying magnitudes on farm incomes,
the industry's competitive market position (both export and domestic) and
consumer welfare (higher food prices) and could lead to requests for
additional government support of farmers. To the extent that future
transfers contribute to farm expansion, the resultant higher production
costs should be at least partially offset by productivity gains achieved

through economies of size. 3/ ricwever, much of this debt, and therefore

9/ Two recent empirical studies provide evidence which suggests that
the agricultural industry in general is benefiting from farm expansion
through gains in production efficiency: F.L. Tunq and W.D. Jones, “Factors
Affecting the Farm Adjustment process in Saskatchewan", paper presented to the
Annual Conference of the Canadian Agricultural tconomics Society, August 14-
16, 1977, Guelph; and G.L. Brinkman and J.A. Gellner, "Relative Rates of
Resource Returns for Ontario Commercial Farms - A Farm to Non-farm
Comparison, 1971-74", Canadian Jour *al of Agricultural Economics, vol. 25
no. 2: 26-44, July 1977.
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much of the increase in costs of production, will be the result of farm
transfers to new farm operators. The financing of new operators will
add to the productive capacity of the agricultural industry only to the
extent that the new operators may possess a higher level of skill than
the previous owner-operators.

The final implication discussed here is for the allocation of
limited public funds to finance farm transiers. Over the last decade,
more than 50 percent of farm real estate debt has been financed by
government sources (Appendix B). If governments continue to supply this
share, more than one billion dollars in farm real estate credit could
be required from government sources by 1981 compared to an estimated
4563 million in 197619/ The concern over the estimated increase in fam
transfer credit required from government revolves around the fact that

agricul ture will have to compete with other industries for scarce public

funds.

Increases in the availability of public funds ‘for farm credit
purposes may be restricted in view of the expected scale and priority of
other activities competing for public funds such as resource development
and public welfare programs. Commercial lending institutions are expected
to provide anincreasing amount of long-term credit but growth in funds
available has been slower than growth in requirements. Moreover, commer-
cial institutions do not have the same commitment to the industry and
may redirect some of these funds to non-agricultural uses if better alter-
natives arise. Thus, farmers with the greatest need for long-term credit,
those with low equity or security, may find it difficult to obtain credit
from commercial sources. A lack of credit would act as a constraint to

rapid agricultural development.

10/ 1t should be noted at this point that much of the funds required to
finance new debt comes from the repayment of debt outstanding. The amount
gfdne: funds required would depend on the pattern of repayment in the
industry.



APPENDIX A: DATA SOURCES AND ESTIMATION PROCEDURES

Fam transfers refer to changes in owngrship of fzim real
estate (land and buildings). Within this definition there are two
separate classifications; (1) transfers to new farm operators and;
(2) transfers to expanding fam operat'.\rs.y_"me present study
identified the number and value of transfers for the 1966-71 and
1971-76 census periods from Census Match Data compiled by the Agriculture
Division of Statistics Canada. This information was then employed to
project famm transfer a‘ctivities during the 1976-81 period and to

forecast capital and credit requirements for 1981.

Data Sources

The 1966-71 and 1971-76 Agriculture Census Match Data were used
to estimate the number and value of fam transfers that occurred in the
last decade. The reliability of the estimates is d-eten;\ined by the
quality of the data. A manual check of the data indicated the accuracy
of the computer match was quite high.-z;/ The matching procedure basically
involved a linking of the 1966 census register of farm operators with the
1971 census register of famm operators and likewise for the 1971 and 1976

census registers of farm operators.

1/ An expanding famm operator is defined as an operator who,
between two census years, increases the amount of farm land
owned,

2/ The quality of the 1966-71 match for Saskatchewan was evaluated.
The imatch data was cross-tahulated by age group. 1f the match

was perfect, no fam operators would appear in the off-diagonal

age groups. However, about 10.45 percent of all farm operators
£211 into off-diagonal cells, Consequently, it was decided to
perform a manual match for all farm operators in the off-diagonal
matrix. It was found that shout 1,000 farm operators which had
been matched were theoretically supposed to be umatched. These
mis-matclies were mainly due to father-son fam transfers

incorrectly being considered as a’continuing farm operator. All
incorrectly matched famm operators were re-grouped for the
Statistics Canada match. As a result, errors in the match for
Saskatchewan were reduced from 10 percent to about 6 percent.

For more details see: Bollman, R.D., '1966-71 Census of Agriculture
Match: Methodology and Analysis of the Quality of the Match",
unpublishec “imeograph, Agriculture Division, Statistics Canada, 1977.

vedf2
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ldentification of Number of Fam Transfers

For the 1966-71 match, it is assumed that all matched farm
operators continued their operation throughout the period; the unmatched
1966 farm operators exited from farming; and the unmatched 1971 fam
operators were new farm operators entering fam business either through
inheritance or purchase of the farm. Similar assumptions were made for
the 1971-76 match, The number of exparnding farm operators is assumed
equal to the number of continuing farm operators (matched farm operators)
who, over the matching period, increased their acres of owned farm land,
Each new and expanding fam operator, therefore, are considered to represent
a farm transfer. All f‘arms were grouped into 13 size classes according
to the size of owned fam land for both periods (Table A.l).

The results for bnth matches are presented in Tables A.1 and A.2.
The data presented in these tables highlight the fam transfer activity
associated with the adjustment process of the fam industry that has
taken place during the 1966-76 period, Data on the _first row of Table A.l,
for example, indicate the mumber of farm operators with.less than 10 acres
of owned fam land in 1966 that remained with the same amount of owned
farm land, acquired more owned farm land, or left the industxy by 1971.

The new operators row indicates the number of farm operators that entered
the famm industry by the amount of famm land owned in 1971 as identified

by the colum headings at the top of the table.

1dentification of Real Estate Value Associated with Fam Transfers

Given the nutber of fam transfers, the total amount and value
of real estate associated with these fam transfers were obtained from
the Census Match Data, following some adjustment procedures.

The total value of real estate capital transferred snould include
only the owned portion of fam land and buildings but this information
was not directly available from the data. The ratio of owned farm land
acreage to total fam land acreage was employed to calculate the value

of owned real estate capital.under the assumption that there is no

eol3
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TABLE A.1: Movement of Farm Opcrators Between 1966 and 1071 Census Years by Acres of Owned Farm land, Canad
Exiting No. of
Farm size Less (not farm- farm
(Acres than  10- 70- 130-  180-  240-  400-  S60-  760-  1,120- 1,600- 2,240- 2,880 & ing in operators
Owned) 10 69 129 179 239 399 559 759 1,119 1,509 2,239 2,879 over  Total 1971 in 1966
Less than 10 1,320 1,040 1,605 350 1,675 770 550 340 135 45 5 1s 17,090 18,870 35,960
10- 65 1,520 2,160 735 290 290 90 35 20 10 5 - - 22,640 22,655 45,295
70- 129 1,105 3,205 3,650 2,570 1,360 250 80 30 15 - 5 5 45,495 30,890 76,385
130- 179 1,040 1,115 3,540 [ 26,“23‘5‘] 2 soo 4,640 1,525 510 405 105 20 5 41,790 24,650 66,440
180- 239 350 470 1,830 2,020 3,205 590 115 45 10 5 - 5 21,815 11,410 33,225
240~ 399 970 565 1,190 3,045 2, 340 q 5,930 2,585 1,165 265 70 15 5 51,855 22,475 74,330
400- SS9 435 180 225 960 350 3,000 rI_Egg] 3,775 2,055 385 70 15 15 28,645 9,325 37,970
560- 759 300 85 80 340 105 1,215 1, rgrglg] 3,620 775 120 15 15 20,385 5,715 26,100
760-1,119 245 60 50 215 35 550 840 1, m 375 375 75 20 16,640 3,335 20,575
1,120-1,599 95 29 15 70 10 145 199 335 1,090 [4,050] m 910 130 35 7,095 1,470 8,565
1,600-2,239 30 ° 10 5 20 - 30 40 45 175 370 295 90 2,390 540 2,97
2,240-2,879 10 - - 5 - 10 10 5 25 70 140 [33‘7___10 125 730 185 015
2,880 & over 15 - - 10 15 15 5 15 25 40 s [550) 765 235 1,000
Total 15,315 24,515 43,355 38,960 21,740 49,865 29,240 21,570 19,260 8,590 3,080 960 885 277,335 152,355 429,690
Expanding Farms - 1,320 3,200 5,990 5,710 11,170 9,155 7,750 7,680 4,075 1,620 555 335 58,560
New Operators
(not farming
in 1966) 17,805 14,510 13,740 12,565 4,930 11,360 5,255 3,475 2,490 1,020 405 150 250 87,955
No. cf fama
operators
in 1471 33,120 39,025 57,005 51,525 26,670 61,225 34,495 25,045 21,750 9,610 3,485 1,116 1,135 365,290
a/ Farms classified as "Institutional” are excluded. Total farm cperators may not be identical to Census publication due to adjustrments for

confidentiality.
- denotes zero or less than three farm eperators.

SOURCE: Unpublished 1966-71 Agriculturc Canada Match Data, Statistics Canada.
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TABLE A.2: ‘bvement of Farm Operators Between 1971 and 1976 Census Years by Acres of Oned Fam Land, Canad
Exiting No. of
Farm size Less (not farm- farm
(Acres than 10- 70- 130- 180- 240- 400- 560- 760- 1,120- 1,600- 2,240- 2,880 & ing in qperators
Owned) 10 69 129 179 239 399 559 759 1,119 1,599 2,239 2,879 over Total 1976 in 1971
Less than 10 8,155 1,380 995 1,390 330 1,460 795 645 525 175 60 15 15 15,940 17,180 33,120
10- 69 .4 15,465] 1,940 685 310 275 100 45 40 10 - 5 - 20,320 18,705 39,025
70- 129 950 2,815 [ 24,900 2,900 1,910 1,095 200 70 30 10 5 - - 34,885 22,205 57,090
130- 179 785 1,110 2,555 2.160 3,505 1,215 580 400 12¢ 45 5 32,190 19,335 51,525
180- 239 295 495 1,550 1,690 2,825 520 130 45 5 5 - - 18,090 8,570 26,660
240- 399 655 615 1,060 2,705 »0 [2251__;‘5_3_3'] 4,775 2,335 1,245 370 80 _ 25 20 41,435 19,790 61,225
400- 559 405 195 250 1,025 320 ,895 [13,655 3,390 2,09C 475 85 15 15 24,815 9,680 34,495
560- 759 295 100 85 455 95 1,280 1,670 5.49( 1,015 190 20 20 18,690 6,375 25,065
760-1,119 210 75 65 340 50 645 900 1,540 |9:60'ﬂ 2,745 600 o 45 16,895 4,855 21,750
1,120-1,599 105 25 15 120 15 180 200 350 1,099 1,135 220 95 7,605 2,000 9,605
1,600-2,239 25 5 5 35 5 50 45 85 205 475 11,395 305 125 2,760 725 3,485
2,240-2,879 10 5 5 15 - 15 10 20 25 60 155 | SZOi 180 870 235 1,13
2,880 & over 25 S - 5 - 10 10 15 15 35 40 75 (6404 875 265 1,140
Total 13,360 22,290 33,415 31,075 17,740 39,770 24,095 19,170 18,800 9,550 3;795 1.,155 1,155 235,370 129,920 365,290
E:;panding Farms - 1,380 2,935 4,975 4,710 9,160 7,605 7,195 7,865 4,925 2,205 710 515 54,180
Mew Operators
(not farming .
in 1971 20,290 18,990 14,655 14,475 4,995 12,615 5,960 4,310 3,395 1,540 610 200 335 102,370
No. of farms !
operators
in 1976 33,650. 41'280. 48,070 45,550 22,735 52,_385 30,055 23,480 22,195 11,090 4,4_05 ' 1,355 - 1,490 337,740
a/ Farms classified as "Institutional' are excluded. Total farm operators mdy not be identical to census publication due to adjustments for

confidentiality.
- denotes zero or less than three farm operators.

SOURCE: Unpublished 1971-76 Agricul

ture Census Match Data, Statistics Canada.
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difference in the value of owned and rented real estate.S/ The value
of real estate capital transierred for 1971 was assumed to be equal
to one fifth of the value of those transfers between 1966 and 1971,
The same procedure was used to estimate the value of real estate

transfers for 1971 and 1976.

3 It is rccognized that this assumption might have resulted in
underestimating the value of owncd rcal estate capital transferred
since a high proportion of rented land is poor land for which the
price is gencrally lower, lowever, the data required for a more
accurate procedure is not available.

el
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APPENDIX B: THE SOURCES AND NATURE OF FARM CREDIT IN CANADA.I./

In this Appendix the recent trends in credit supply by source and
the nature of the sources of supply are discussed. All sources of fam
credit are aggregated into three groups, namely private individuals,
commercial lenders, and goverTments. private sources of funds to farm
operators generally imply father to son credit arrangements. Commercial
lenders include all lenders except governments and private individuals
such as chartered banks, financial institutions (insurance, trust and
loan companies), credit unions and supply companies. Government lenders
include all levels of governments as well as the Treasury Branches
of Alberta which operate in a similar nature to the commercial banks.

For the sake of completeness, farm credit of all terms is covered
although famm transfer cerdit is primarily long-temm credit., Loans
offered by all lenders are grouped into short (up to 18.months), inter-
mediate (18 months to 10 years) and long-term (10 years and over).
Credit supplied is presented by the amount extended during any one year
and by the total amount of debt outstanding at the end of each year.
Farm credit extended is the flow of credit granted to farmers in any
given year and indicates annual credit supplied. Farm credit outstanding
is the sum of all farm loans disbursed but not repaid at the end of
a given year. Credit outstanding indicates total farm indebtedness.

Comprehensive data on fam credit extended and outstanding for
1966, 1971 and 1974 through 1976 by length of term and source are presented
in Tables B.1 and B.2, respectively.

1. SOURCES OF FARM CREDIT

1.1 Short-term Credit

A stable proportion of over 90 percent of total short-tern credit
extended comes from conmercial sources. Financial institutions, banks,

credit unions, and finance companies are increasingly dominant in this

1/ - This discussion relies heavily on material and data presented in

“Farm Finance" articles by R.S. Rust, published annually in
Canadian Farm Economics and, more recently, Market Cammentary,
Yconomics Branch, Agriculture Canada. All credit data represcnt
rough estimates derived from annual surveys.

ool
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TABLE B.l Estimated Credit Extended (Million of Dollars) By cource and Term of Credit, Canada, 1966 to 1976

1966 1971 1974 1975 1976
Source and Term $ tof §all $ tof Vall 1 tof %all $ tof tiall $ tof % all
of Credit Millicn Temm Credit Million Term Credit Million Term Credit Million Term Credit Million Temm Credit
Long-Tcrm (10 ycars and over)

Covernment - Total 320.2 93.6 16.4 179.2 87.2 6.8 606.3 95.4 14.2 607.0 92.8 11.1 563.0 80.6 9.4
Fara Cradit Corporation 234.4 68.5 12.0 109.7 53.3 4.1 4309 67.8 10.1 472.0 72.1 8.6 43,1 63.4 7.4
Veterans® land Act 33.6 9.8 1.7 20.6 19.0 0.8 11.7 1.8 0.3 6.7 1.0 0.1 7.7 1.1 0.1
Total Federal 268.0 78.3 13.7 130.3 63.3 4.9 442.6 69.6 10.4 478.7 3.2 8.7 450.8 64.5 1.8
Total Provincial 2.2 15.3 2.6 43.9 23.7 1.9 163.7 25.8 3.8 128.3 19.6 2.4 112.2 16.1 1.9

Canmncreial - Total 10.0 2.9 0.5 4.8 2.3 0.2 7.5 1.2 0.2 4 1.1 0.1 1.5 131 1.5

Privarc - Total 12.0 3.5 0.6 22.0 10.7 0.3 22.0 3.4 6.5 40.0- 6.1 0.7 4.0 6.3 0.7

Total Long-Tzemm Credit 342.2 100.0 17.4 206.0 100.0 7.8 635.8 100.0 14.9 654.4 100.0 11.9 698.S 100.0 11.6

Intcrmediate-Tera (18 months

to 10 ycars)

Govcrnment - Total 9.6 2.0 0.5 23.6 4.5 0.9 75.1 7.6 1.8 60.2 5.0 1.1 $6.5 3.5 0.9
Farm Credit Corporation - - - 1.9 0.4 0.1 s.3 0.5 0.1 4.5 0.4 0.1 1.8 0.1 -
Federal Business Development

Bank 6.9 1.5 0.4 11.4 2.2 0.4 38.8 3.9 0.9 28.4 2.4 0.5 26.2 1.6 0.4

Total Fuoderal 6.9 1.5 0.4 13.3 2.6 0.5 “u.l 4.4 1.0 32.9 2.8 0.6 8.0 1.7 0.4

Jotal Provincial 0.5 0.1 - 4.4 0.8 0.2 18.5 1.9 0.5 11.1 0.9 0.2 12. 0.8 nz2

Total Municipal 2.2 0.5 0. . 8.9 1.1 0.2 12.5 1.3 0.3 16.2 1.3 0.3 ° 16.1 1.0 0.3
Coerercial - Total .343.8 72.6 17.6 358.8 67.9 13.6 659.6 66.5 15.4 834.9 69.6 15.2 1189.4 74.1 19.8

3 212.8 45.0 10.9 147.4  27.9 5.6 162.9 16.4 3.8 188.9 15.7 3.4 147.8 9.2 2.5

Banks & Other Financial 93.0 19.6 4.8 160.4 32.4 6.1 332.7 33.6 7.8 385.0 32.1 7.0 675.5 42.1 11.2

fnstitutions (NON-FILA)

Supply corpanies 38.0 8.0 1.9 2.0 9.6 1.9 164.0 16.5 3.8 261.0 21.8 4.8 366.1 22.8 6.1
Private - Total . 120.0 25.4° 6.1 146.0 27.6 s.S 257.0° 25.9 6.0 304.0 25.4 S.6 360.0 22.% 6.0
Total Intcrmediate-Term Credit 473.4 100.0 24.2 §28.4 100.0 20.0 991.7 100.0 23.2 1199.1 160.0 21.9 1605.9 100.0 26.7
Short-Tem (up to 18 months) . )

Government - Total Provincisl 12.7 1.1 0.7_ 25.9 1.4 1.0 67.2 2.5 1.6 76.3 2.1 1.4 80.8 2.2 1.3

Conmercial - Total 1032.5 90.6 S2.8 1775.4  93.1 67.2 2443.5 92.3 .l 33180.8 93.3 61.7 3436.8 92.6 SI.1

Financial Institutions 702.0 61.6 35.9 1460.4 7: 6 55.3 2064.5 3.0 4.3 £972.8 82.0, 54.3 2954.6 79.6 49.1

Supply Companies, Dealers,

. & Co-ops . 330.5 29.0 16.9 315.¢ 0.5 11.9 379.0 14.3 .2 408.0 11.3 7.4 482.2 13.0 8.0
Privatc - Total . 95.0 8.3 4.9 3105.0 S.5 4.0 138.9 5.2 3.2 167.0 4.6 3.1 195.0 s.2 3.3
Totai Short-temm Credit . 1140.2 100.0 58.4 1906.3 100.0 72.2 2648.7 100.0 €1.9 3624.1 100.0  66.2 3712.6 100.0 61.7
TOT.L AL C«'EUI_! i 1955.8 100.0 2640.7 100.0  4276.2 1179 5477.6 100.0 6n17.0 160.0

SOURCE: C@iled from: R.S. Rust, “Farm Finance" published annually in Canadian Farm Fconomics and Market Commentary published by Agricuiture Canada.



TABLE R.2 Estimated Credit outstanding (Million of Dollars) hy Seurce and Term of Crodit, Canada, 1966 to 1976
1966 197 1973 1975 1976

Source and Tera g of Vall s tof Vall $ Vtof tall s s of al s s of Vall
of Credit ¢ Million Term Credit  Nillion Term Credit sillion Tem Credit Million Tem Credxt wjllion Term Credit

————

Long-Tarm (10 ycars and over)

Coverneent_- Tota 1198.7 91.5 18,5 1732.8 23 .8 2335.7 94.8 3%.9 2628.2  94.4 32.2 10301 90.7 1.8

Fam \.rc.ht Comratmn 748.% S57.2 22.2 1182.5 63.0 25.1 1683.6 68.4 2.4 19%0.2 69.4 23.6 2276.2 68.1 23.9

Veterans® lLand Act 147.3 11.2 4.5 151.5 8.1 3.2 133.8 s.4 2.0 1344 4.8 1.7 132.1 4.0 1.}

Total Fwleral 805.8 68.4 26.5 13311.0 711 28.3 1318.3 73.8 26.4 2063.6 74.2. 25.3 2a08.3  72.1 25.%

Total Provincial 2.9 231 9.0 308.8 21.3 8.5 517.3 21.0 7.5 563.6 20.2 6.9 6.8 18.6 5.5

Corercial - Total sn.0 3.8 1.5 63.1 1.3 1.3 43.6 1.8 n.6 4n.7 1.5 0.5 22} 6.4 2.3

Privat® - Total 61.0 4.7 1.8 8n.0 4.3 1.7 84.0 3.4 2 114.0 4.1 1.4 97.0 2.9 1.0

Total lonz-Term Credit 1309.7 100.0 38.8 1875.9 100.0 0.8 246T.3 1n0.0 35.7 2782.9 100.0 4.1 $339.2 100.9 35.1

Intermdiate-Temm (18 months

to 10 years) - -

Government - Totd 5.0 2.7 0.9 68.5 5.5 1.5 165.1 7.0 2.4 194.5 7.1 2.4 226.9 7.3 2.4
Fare Credit wl’lﬂﬂtim\ - - - 6.8 0.6 0.2 1.1 0.5 0.2 12.3 0.4 0.2 11.9 0.4 0.1
Foderal Business i

Developrent gank . 20.0 1.7 0.6 34.0 2.7 0.7 70.0 2.9 1.0 84.9 3.1 1.Q 88.0 2.8 1.0
Total Federal *20.0 1.7 0.6 40.8 3.3 0.9 81.1 3.4 1.2 96.3 3.8 1.2 99.9 3.2 1.1
Total Provincial 2.0 0.2 - 4.9 .4 e.1 46.4 2.0 0.7 49.3 1.8 0.6 68.4 2.2 0.7
Total waicipal * 9.0 0.8 0.3 22.8 1.8 0.5 37.6 1.6 0.5 48.9 1.8 0.6 58.6 1.9 0.6

Colr"'rcxal - Total 653.1 56.0 19.4 641.0 S1.3 13.6 15n0.4 63.7 1.8 1688.1 61.8 20.7 2612.5  64.9 21.1

A 199.1 3.2 11.8 321.0 25.7 6.8 a47.0 19.0 6.5 460.2 17.2 5.7 433.0 18.0 4.9
Sa.nks & Other Financial
nstitutions (NON- -FILA) 139.0 11.9 4. 2 190.0 15.2 4.0 833.4 35.4 12.1 8s6.9 31.4 10.6 1167.5  37.3 12.1
Supply Corpanics 116.0 9.9 3.4 130.0 10.4 2.8 220.0 9.3 3.2 362.0 13.2 4.4 421.0 15.6 4.

Private - Total 483.0 41.3 14.3 540.0 43.2 11.¢ 690.0 9.3 10.0 ssn.0  31.1 10.4 gs0.0 278 Q.
Total Intermediate-Term ’

Credit 3168.1 100.0 33.6 1249.5 100.0 26.6  2355.5 lon.o 34,2 2732.6 100.0 33.5 3009.4 100.0 32.5
short-Tem (up t0 18 months)
Covermunt - Total Provincial 9.6 1.1 0.3 30.0 1.9 0.6 72.6 3.5 1.0 8n.S 3.1 1.0 96.9 3.2 1.0
Ca"n.rc: 1 - Total g10.2 90.3 23.0 1462.9 92.3 31.1  1896.4 1.2 21.% 2433.9 92.0 29.8 2837.1 9.0 29.8
“Financial Tnstitutions g61.7 62.7 16.6 1220, 77.1 25.9 16603 80.3 24.2 2189.9 32.8 26.8 2592.4 gs.0 27.2
Spply Co:![\‘lnxcs fealers §
248.5 27.7 7.4 242.0 15.3 5.2 227.0 10.9 3.3 244.0 9.2 3.0 244.7 7.9 2.6

Private - Tot:ll 76.0 8.5 2.3 90.0 S.7 1.9 109.0 s.3 1.6 130.0 4.9 1.6 152.0 4.9 1.6

Total Short- tcm Credit 895. 8 100.0 26 6 1582.9 100.0 33 6 2078.0 100.0 0.1 2644.4 100.0 32.4 3097.8 100.0 32.4

YOTU ALL CRiDL 3373, 47083 n.n 9524.6 1000

68061 100.60 8159.9 10

ST '@pxlq from T.5. Mu<t, 'Tam Finand A publishe f{ished by Apriculture “inada
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market with the amount extended increasing from about three-fifths of
all short-term credit extended in 1966 to about three-quarters from 1971
to 1976, Other commercial scurces, such as supply companics and dealers,
have supplied a decreasing proportion of short-term credit extended, dropping
from 29.0 percent in 1966 to 13.0 percent in 1976. Covernments extend a
very small proportion, 1 or 2 percent, of short-term credit and it <omes
completely from provincial governments. Similarly, private individuals
are a negligible source at 5 percent or less of all short-temm credit
extended since 1971.

Commercial sources account for about nine-tenths of short-term
credit outstanding. Filnancial institutions dominated with the amount
of credit outstanding increasing from two-thirds of all short-term credit
outstanding in 1966 to more than four-fifths in 1976. Other commercial
sources steadily decreased their share of short-temm famm credit outstanding,
from 27.7 percent of all short-term credit outstanding in 1966 to 7.9
percent in 1976, Provincial governments accounted for a very small proportion
of short-temm credit outstanding, aithough the proportic;n has increased fram
1 percent in 1971 to 3 percent in 1974,

1.2 Intermediate-Term Credit

Commercial sources arc again the leading intemmediate-term creditors,
accounting for two-thirds to three-quarters of intermediate-term credit
extended and on-half to two-thirds of credit outstanding. Farm Improve-
ment Loans (FILA) secured from banks have decreased as a proportion of
credit extended over thu period. Conversely, the proportion of non-FILA
loans from banks and other financial institutions has doubled. The same
trend holds for credit outstanding, with FILA loans decreasing from 34.2
percent of all intermediate-term credit in 1966 to 14.0 percent in 1976.
Supply companies have supplied a steadily increasing proportion of inter-
mediate-term credit extending fram 8,0 percent of total intermediate-term
credit in 1966 to 22,8 percent in 1976, The proportion of credit outstanding

' from supply companies, however, has been fairly constant at about one-tenth
of total intermediate-term credit outstand:ng over the period.

Governments (federal, provincial and municipal) are more important

sources of intermediate-term than short-term credit but still only account

.../10
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for a small proportion of the total intermediate-term credit supplied.
‘The proportion supplied by all governments increased from 2.0 percent

in 1966 to 7.6 percent in 1966 to 7.6 percent in 1974 and has since
decreased to 3.5 percent in 1976. Within the govermment sector, the
Federal Business Development Bank dominantes as an intermediate-temm
creditor. The Famm Credit Corportion, beginning in 1965, has supplied
small amounts of intermediate-term loans to farm syndicates. Provincial
governments also supply a small but increasing amount of intemmcdiate-
term credit and mmicipal governments in Ontzrio provide a small proportion
of intermediate-term credit under the Tile Drainage Act. However, the
provincial and municipall proportion of intermediate-term credit, both
extended and outstanding, remains quite small at 2 percent or less.
Private individuals on the other har , prov. s a relatively large
proportion of the total intermediat :-term credit, accmunting for one-
quarter of all intermediate-term credit extended over the period.

1.3 Long-Term Credit

Long-term credit (loans of 10 years or more) is related largely
to real estate loans. This credit extended is a relatively small and
variable proportion of all credit extended, ranging from a high of 17.4
percent in 1966 to a low cf 7.8 percent in 1971, The proportion of
long-term debt to total debt has been relatively constant during the
decade studied and has represented over one-third of total farm indebtedness.
In absolute terms, however, both long-term credit extended and long-tem
outstanding debt have doubled over the decade from $342.2 million extended
in 1966 to $696,5 million in 1976 and from $1,309.7 million outstanding
in 1966 to $3,339.2 million in 1976.

The leading suppliers of long-term credit are goverrments (both
federal and provincial). They supply about nine-tenths of the long-tem
credit extended for the period, The federal government, through the Fam
Credit Corporation, supplied about two-thirds to three-quarters of all
long-tenn credit. Provincial governments provided approximately one-sixth
to one-quarter of total long-term credit.

Commercial and private individuals also supplied a small and

variable proportion of total long-term credit to famers. Over the

'.l/ll
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period investigated these sources generally represented less than 10

percent of all long-term credit extended.

2. TE NATURE OF FARM CREDIT SUPPLY

The nature of farm credit on the supply side is characterized by
the dominance of particular lending institutions associated with the
length of the term of loans. The commcrcial sector dominates the supply
of most short-term and intermediate-term credit., n the other hand,
governments, especially the federal government, concentrate on provision
of long-term credit. Private individuals are the least significant
lenders supplying less ‘than 10 percent of all credit extended, but are
distributed among long-term, intermediate-temm and short-temm credit,

This pattern may be attributable to the fact that the lending criteria
and the objectives under which the loans are advanced differ among the
three broadly classified lending institutions.

The terms of credit (length of the loans, amgunt of the loans and
interest rate charges) offered by the governments diffe;' from the other
two institutions because the government supply of credit is mainly for the
purpose of assisting the special needs of fammers. Commercial farm credit
suppliers include financial institution, chartered banks, credit unions,
insurance, loan and trust companies, and supply companies, dealers and
stores. These lenders normally supply credit to farmers under terms which
would have a substantial profit after covering costs of operation, risk
and default. Credit supplied under private arrangements especially on
family farm transfers is quite common in agriculture. The lending
criteria used by private individuals vary according to individual arrange-
ments.

2.1 Credit Programmes of the Federal Government

a) The Farm Credit Corporation

The Famm Credit Corporation (FCC) is a Crown Agency established
in 1959 which administers the Farm Credit Act and the Farm Syndicate
Credit Act. The main purpose of the FCC is to provide long-term mortgage
credit under suitable terms and conditions to fammers to organize viable

family farms. Loans are mainly made to purchase famm land, to construct

a2
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)r improve fam buildings, and to purchase livestock and fam equipment.
[he #CC held 68,2 percent of all long-temm credit outstanding in 1976.
Funds loaned by the FCC are borrowed from the Ministry of Finance.

Over the last decade, several changes have been made to the Farm
Credit Act. On May 15, 1978, the FCA was changed to reflect the needs
of a specific group of fammers including beginning farmers and low equity
farmers. Under the revised Act on May 15, 1878, individual loans limits
were increased to $200,000 and partnership and corporation limits were
set at $400,000. Loans can now be secured up to 100 percent of the land
value and by chattels up to 50 percent of the total security required.
llowever, interest rates‘ and the length of temm were not affected by
these changes. FCC interest rates are adjusted biannually and are set
at 1 percent above the average yield of five to ten year government bonds.

The interest rate for the FCA was 10.0 percent as of March, 1979.

The Farm Syndicates Credit Act was established in 1965 to provide
loans to syndicates of three or more farmers to pu;::hasé machinery,
buildings, or installed equipment for co-operative use. The main
objective is to assist farmers to more economically meet some of the costs
of ownership of required machinery, equipment and facilities. Syndicates
may borrow up to 80 percent of the cost of a maximum of $15,000 per
member for a total maximum of $100,000. The length of the loan is
variable depending on the type of investment. Loans for buildings and
installed equipment are granted with up to a 15 year tem and machinery
for a term. of up to 7 years, The Act also has biannual interest rate

which is simialr to the Farm Credit Act. The present interest rate for

the Farm Syndicate loans was ©.75 percent as of March 1979.

b) Federal Business Development Bank

Since 1961, the Federal Business Development Bank (FBDB), formerly
the Industrial Development Bank, has operated as a farm credit source of
last resort, providing loans for new and existing agricultural enterprises
whose owners are unable to secure funds clsewhere on reasonable terms and

conditions. Interest rates are simialr to general commercial bank rates

.o /13
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+hich are about 11 percent at the present time, The loan repayment term
is variable depending on the typc of assets secured. Over $20 million
of credit was extended by the FBDB in 1976.

¢) Fam Improvement Loans Act

The Farm Improvement Loans Act (FILA) was enacted in 1944 to
encourage commercial banks to grant intermediate and short-term credit to
farmers with a guarantee by the federa! government of up to generally 10
percent of any losses incurred by the lending agencies under the Act.

Loans are granted for acquiring additional land and for a variety of

farm improvement and development uses, including construction of buildings,
irrigation systems, and‘ purchase of farm machinery, equipment and livestock.
FILA loans are made by most banks and to a small extent by credit unions
and other approved lenders such as Alberta Treasury Bank. These loans

are generally secured by chatel or real estate mortgages.

Since March, 1978, the interest rate went from fixed rates to a
floating base of prime rate plus 1 percent, Loan limits were also increascd
to $75,000 and term restrictiois based on asset type we;e eliminated, A
loan term can now be negotiated up to 15 years for land and up to 10 years
for purchases of machinery and equipment. In 1976, nearly $154 million of
credit was extended under the Act with credit outstanding totalling $460
million,

2.2 Credit Programmes of the Provincial Coverrments

All ten provinces have programmes to supply credit to farmers. The
number, purpose, terms and conditions of provincial programmes are diverse,
reflecting specific policy otjectives of the different provinces. Same
of the notable differences among provincial credit programmes are briefly
outlined in tabular format in Table B.3. In 1976, provinces and municipalities
(Ontario Tile Drainage Act) extended $120,6 million in credit, with credit
outstanding totalling $698,2 million,

A common method of provincial credit assistance is providing loans
at preferred rates of interest. This assistance is extended to help young
farmers entering agriculture or to provide incentives for the production
of specific commodities, in which case grants are often also .available.

Preferred interest rates are also often provided for general farm improvement

w14
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purposes and are available even to cstablished farmers. Four provinces,
British Columbia, Quebec, New Brunswick and Nova Scotia, also subsidize
credit provided by federal agencies, such as FCC, FBDB or VLA, by
reimbursing # portion of the interest charges. Often, loan guarantee
programmes are available for credit obtained from commercial sources.

1n some cases, the provinces act as direct creditors of last resort,
particularly for intemmediate-term loans, In general, the policy objectives
of provincial credit programmes are to assist farm entry, to encourage

farm improvements, or to foster the production of certain commodities.

2.3 Commercial Credit Sources

a) Chartered Banks

Chartered banks are by far the most important source of short-term
credit for fammers, supplying 75.5 percent of all short-term credit extended
in 1976, or $2,804 million. Banks are also a major supplier of intermediate-
term credit, accounting for 31.0 percent of intermediate credit extended
in 1976, Approximately 30 percent of $147.8 million of credit extended
is granted under the Farm Impr svement Loan Act. Charte;ed banks not
supplying long-tem credit to the farm industry prior to 1976 even though
the current Bank Act. permits banks, take real estate mortgages. Starting
with 1977, some of the Chartered banks have causiously moved into this
field, Their long-term loans are subject to a periodic adjustment in
interest rates. ’

b) Other Financial Institutions

Credit unions, and insurance, trust and loan companies are a
relatively small supplier of credit to the famm industry, providing
one-tenth of credit extended:(463.4 million) in 1976, However, these
institutions are major credi'ﬁ suppliers in Quebec and Saskatchewan.
These non-bank financial institutions allocate most of their credit
funds to the intermediate-term market with short-term loans being second.
Ceedit wions account for nine-tenths of the credit supplied by these
financial institutions. Insurance, trust and loan companies are not
actively engaged in famm credit supply as credit unions. This could be
because these companies are oriented towards residential, c_:omercial and
industrial finance and may fell ill-equipped to evaluate famm loans and

adequately service such borrowers.
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TABLE B.3: Characteristics of Agricultural Credit Assistance
Provided By The Provincial Governments
Program and Purpose of Assistance Max imum Interest Length
Province Loan Limit Rate of Term
British Columbia
Agricultural Lend Land Improvement $15,000 4% 15 ycars
Development Act
Agricultural Credit Guarantced loans to farmers Reimbursement
Act who cannot qualify for bank loans at variable
rates
Interest Reimbursement Reimburses portion of interest on Reduces rate
Program loans made through banks, credit to maximum of
unions, FCC, FBDB and VLA 8 to 8.5%
Peace River Livestock  Encourages producers in Pecace $10,000 Reimburses up to 7
Production Incentive River to establish or expand interest to years
Program beef cattle and sheep prodi=tion a minimum to
4 to 4.5%
Albertd-
Direct Farm Loans Land purchase, permanent 3150,600 Variable 30 yqars
improvement, debt consolidation
for producers unable to obtain
credit from other sources
Beginning Farmer A1l agricultural purposes; $175,000 40 years
Program restricted to young farmers with
10% equity
Father-Son Farming Loans to young farmers whose family $100,000 Direct loan 20 years
Program will assist in establishing a farm rate plus 2%
Disaster Assistance Loans to farmers who have $150,000 No interest long~term
Program suffered a natural disaster to first 3 years
repair and replace buildings and
replace livestock
Financial Restructuring Assists farmers whose short term  $150,000 Direct loan up to 20
Loan Program and long term debt is out of rate plus years
balance 1%
Specific Guaranteed Short or intermediate term loan 10 years
Loans for any agricultural asset, :
operating capital and debt
consolidation - borrower unable
to obtain financing from other
source
Vegetable Production  To assist producers to purchase $50,000 Interest 10 jears '
Loan Program cquipment for vegetable rchate of 2%
production with a guaranteed on declining
loan principal
balance
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TABLE B.3 (Cont'd)

Program and Purpose of Assistance Maximun Interest Length of
Province Loan Limit  Rate Term
Alberta Farm Guaranteed loan for short or $50,000 10 years

Development Loan intermediate term for any
purpose but debt consolidation
Dairy DNevelopment Assists dairy farmers to obtain $12,000 7% short and
Incentive Program credit at preferential rates. for individuals intermediat.
' Funds available for buildings, $24,000 for
facilities, equipment and milk partnerships
quota or. corporations

Saskatchewan

Farm start Corp.- Credit and grants Sor farmers $80,000 6.‘25%
Loan and frant Program establishing or expanding
livestock production

Guarantecd Livestock  To purchase cattle and sheep $12,000 for 7 years
Loans individuals;
$36,000 for
partnerships
Mani toba
Manitoba Agricultural Loans, all terms, for $40,000 Variable - 31 years
Credit Corp. (MACC)- almost all purposes ) 2% interest
direct loans reduction
for young
farmers
MACC-Corporate, Co-op- To establish and develop $40,000
erative and multiple-owner farm
partnership loans enterprises
MACC-Guaranteed Quarantced lines of credit $40,000 1 year
Agricultural made to farmers by lending for
production credit institutions for operating operatiny
loans expenses and other approved loans,
purposes. otherwist
10 years
Ontario
Ontario Young Farmers Intermediate term credit for Prime rate . 10 year
Loan Program farm development to help plus 1%
establish young farmers
Tile Drainage Loans Loans are available from the up to 75% 6% 10 years
government through township of cost of
councils for tile drainage drainage
Quebec
Farm Credit Act For purchasing land, $150,000 per 2.5% on first 34 years
Administerced by the and machinery, constructing individual; $15,000; !
Farm Credit Burcau buildings, improving land, $200,000 per- balance at 8%
debt -consolidation group
FFarm Loan Act To subsidize the interest Pays interest
rate charged wder the farm in excess of
credit act and the Veterans' 2.5% in {irst
Land Act. $15,000
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TA#L B.3  (Cont'd)

Program and Purpose of Assistance Maximm Interest Length
Province Loan Limit Rate of Terwn
Quebcc Farm Provides on a nced basis for $59,000 Prime rate plus wp to 10
Improvenent Loan Act guarantecd loans from banks and 1%; rebate of ycars,l"

credit unions.-For purchase of 3% on first years {o
basic herd livestock, quotas, $15,000 tile
additional land and machinery, drainagc
farm buildinge and other
improvements.
Act to Promote Credit  Provides short term guaranteed $50,000 CQurrent up to 2.5
to Farm Producers loans for operating expenses for years
crop and livestock production
Act to Prorotc Special Gowermment guaranteed loans to
Credit to Agricultural cover losses from natural
Producers during disasters
Criticol Periods
New Brunswick
Loans to Full-Time Loans for the purchase of fams, $150,000 1]}
Famicrs (Part 1) additional loans, huildings, incluling any
livestock and consolidating RCC loan
. short-term debts.
Loans to Part-Tunc Provides loans to qualificd '$30,000 St
Famers (Part 11) part-time farmers at low intercst
ra.cs to assist :n cstablishing
a viable cconomic un:t
Loans to Lomuercial prevides leans to couacrcial $250,000 primo 1ato
Farmers and farmers and agricultural Yirkage plus 1
Agricultural Linkage operations to maximize retums
Oncrations to the praducer
Intcrest Rebate Provides an intcrest rebate to payment of up
Progran cncourage farmers to borrow to 3\ of
from FCC interest charges
Nova Scotia
Agriculture and Rural
Credit Act
. loans to commcrcial Provides loans to well established  $125,000 " 30 yesrs
farmers farmers
- loans to young Assists young farmers to develop $125,000 6%V first 30 years
farmers viable farm enterprises $50,000;7%
on remainder
- Loans to part-time  Assists part-time farmers to $20,000 8.5%

farmers

Intercst Subsidy
Program

provide agr icultural products

Subsidizes interest rates for
horrowers from FCC, VIA, or the
N.S. Fara Loan Board

Subsidy of 2.5
for interest rate
of § vor more.
Subsidy of 1/4 of
the intcrest when
interest rate less
than SV. Max.
subsidy = $1250.

... J18



- 18 -
TABILL B.3 (Cont'd)

Program and Purpose of Assistance Maximum Interest Length
Province Loan Limit Rate of Term

Prince Cdwurd Island

Land Development May ‘ake a mortgage on sales No statutory Rates cormpar- up to 30
Corporation of its own lands to farmers Loan limits able to FCC years
Lending Authority nrovides operating lcans and Prime 1ate for 1 year fou
: also long-term loans for operating operating
cquipment, storage facilities, loans; 10% loans, 3-
barns, land improvements or for capital 5 years
other capital improvement loans for
breeding
stock, up
to 20
years for
capital
loans
Newfoundlard
Farm Development Assists farmers to cstablish $30,000 for 5y up to 15
Loan Bourd viable farms through loans buildings; years
for livestock, cquipment, $10,000 for

land development and buildings other loans
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¢) Supply Companies, Dealers and Co-operatives

Non-financial institutions which provide fam credit include
almost all supply companies such as farm machinery, feed mills, ferti-
lizer and fuel companies as well as agents and same retail stores such
as hardware stores. These commercial institutions provide credit as a
marketing tool whereby they secure the farmer's business by selling their
products to fammers on a credit payment basis. The length of tem can
range from several weeks to 3 or 4 years. Security required is not as
great as that of chartered banks and credit is often granted through the
faith that farmers will pay their debts. Presumably, because there is
normally no security against such loans, interest rates charged by these
supply cumpanies are u;ually quite high (about 14 percent to 16 percent).

It appears that the cost of credit provided by supply companies
is higher than that offered by other institutions such as chartered banks
and credit unions. However, credit extended by these companies represented
14,2 percent of all credit in 1976 ($848,3 million),

2.4 Private Individuals

Farm credit previded by private individuals constituted about
9 percent of all credit extended in 1976 and was mainly for intermediate
and short-term credit. The interest rates charges on private loans are
not necessarily high compared with these charged by other institutions
because many of the private loans are made between family members for
family farm transfers. In this case, the temms of the loan (down
payment, interest rate and length of term) are usually compatible to
other financial institutions, On the other hand, the temms of private
loans may be high for non-family farm sales. In view of the high rate
of fam transfers in Canada (about 5 percent per year), there is a high
potential for vender farm credit. That is, credit provided by the private
individual who is selling the famm.



