
Financial Stress and Farm Bankruptcies 
in U.S. Agriculture 

 

Ani Katchova, The Ohio State University 

Robert Dinterman, The Ohio State University 

Presentation at the Federal Reserve Bank of Chicago 
Agricultural Conference 

Chicago, IL 
29 November 2016 



Themes 

• General concerns about farm finances: declines in farm income and 
land values and rents, and tightening cash flows.  

• Question: Has the increased demand for debt and the decline in farm  
income led to increases in farmer bankruptcies (chapter 12 filings)? 
• Analysis through time and regional variations 

• Effects of ag factors (farm income, land values) on farm bankruptcies 

• Outlook on farm bankruptcies 



General Concerns Over Farm Economy 



It’s Not All Doom And 
Gloom 
While there are some parallels to the 
1980’s Farm Crisis: 

• Declining commodity prices and 
net incomes 

• Land values falling after a sharp 
rise 

• Debt loads rising 

However, the interest rates of 1980’s 
were much higher than current 
conditions. 

Farmers also have Chapter 12 as an 
available option to alleviate financial 
stress, enacted in 1986 in response to 
the 1980’s Farm Crisis. 

 



Bankruptcy Option To Reduce Financial Stress 

• Main drivers of financial stress are the agricultural sector economy and 
macroeconomic conditions, yet these are outside of a farmer’s control. 

• As debt loads increase and farm incomes decline, farms may attempt to 
restructure their debt financing with their creditors. Filing for bankruptcy is 
an option. 

• Individuals/businesses can file for bankruptcies under these chapters: 
• Chapter 7 – liquidation, or straight bankruptcy, debts are paid only out of existing 

assets 

• Chapter 11 – large businesses reorganize debt and propose debt restructuring plan 

• Chapter 12 – farmers and fishermen reorganize debt and continue operations 

• Chapter 13 – wage earners reschedule debt to future income over 3-5 years 

 



Farmer bankruptcy 
can proxy financial 
stress. 
Farmers have special protections in 
filing for bankruptcy: 

• 1898 Bankruptcy Act 

• Bankruptcy Reform Act of 1978 

• Family Farmer Bankruptcy Act of 
1986 

• Bankruptcy Abuse Prevention 
and Consumer Protection Act 
(BAPCPA) of 2005 

 



Chapter 12 Bankruptcy 

• Enacted in 1986 and designed for the adjustment of debts 
of family farmers with “stable” annual household income. 

• Chapter 12 allows for reorganization of debt payments and 
protected farm from liquidation, subject to a successful 
discharge of bankruptcy plan. 

• Farmer needs to propose and carry out a plan to repay all or 
part of their debt over a three to five year period. 

 
 



Bankruptcy Abuse Prevention and Consumer 
Protection Act (BAPCPA) of 2005 
• Made Chapter 12 a permanent option for bankruptcy and extended 

some protection to “family fishermen.” 

• Increased debt limits: $4,031,575 for farmers and $1,868,200 for 
fishermen. 

• Lowered total debt requirement for farmers to at least 50% of debt 
related to farming, fishermen at least 80%. 

• Gross income from farming in previous tax year(s) needs to be at least 
50% of total income. 



Chapter 12 Bankruptcy Concerns 



Bankruptcy data 

US Bankruptcy Courts – Table F-2 – Quarterly Bankruptcy Filings since 2001 

http://www.uscourts.gov/statistics/table/f-2-three-months/bankruptcy-
filings/2016/09/30 

• Bankruptcy filings organized by chapter 7, 11, 12, and 13 

• Business filings if corporation or partnership or if debt related to the 
operation of business predominates (chapter 12 is business filings only) 

• US courts – 94 federal judicial districts organized into 12 regional circuits 

• Filings by county where debtor resides or operates 

• Quarterly data at the district level since 2001 and at the county level since 
2013.  
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Source: U.S. Courts, Table F-2. 

Bankruptcy filings declining since 2010, fewer business filings 



Source: U.S. Courts, Table F-2. 

Bankruptcy filings jump after BAPCPA and then sharply drop 



Source: U.S. Courts, Table F-2. 

Business filings also jump and drop after BAPCPA – declines since 2010 



Source: U.S. Courts, Table F-2. 

Chapter 12 farmer bankruptcy filings: declines since 2011 but recent reversal  





Source: U.S. Courts, Table F-2.  Red line is filings for Circuit 7 (Wisconsin, Illinois, and Indiana) 

Business filings vary across Circuits but similar trends 



Source: U.S. Courts, Table F-2.  Red line is filings for Circuit 7 (Wisconsin, Illinois, and Indiana) 

Chapter 12 filings vary across Circuits 



Negative relationship between farmland values and bankruptcy rates 
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Bankruptcy rates vs farmland values 

Land values Farm bankruptcy rate
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Bankruptcy rates vs farm sector net cash income 

Farm sector net cash income Number of farm bankruptcies

Negative relationship between net cash income and bankruptcy rates 



Farm bankruptcy filings since 2001 

Number of farmer bankruptcy (chapter 12) filings by state, 2001-2016 

Source: U.S. Courts, Table F-2 

U.S. 
6,780 



Bankruptcy rate per 10,000 farms by state 

Farm bankruptcy rate per 10,000 farmers, 2001-2016 

Source: U.S. Courts, Table F-2 

US bankruptcy rate of 2.14 per 10,000 farms 



Bankruptcy rate per 10,000 farms at the county level 











Substantial Temporal Variation 



 
Further econometric analysis 
 
• Results from econometric analysis (not presented 

here) shows that macroeconomic factors 
(unemployment, interest rates, and non-ag 
bankruptcy rates) are main drivers for farm 
bankruptcy rates. 

• Some evidence of regional farm level factors affecting 
bankruptcy rates.  Debt-to-asset ratio is positively 
associated with bankruptcy rates and net farm 
income is negatively associated. 



 
Summary 
 
• Farm bankruptcy rate is at 2.14 bankruptcies per 10,000 

farms through the 3rd quarter of 2016.  This is an already 
higher rate than the rate of 1.93 in 2013, 1.78 in 2014 and 
1.85 in 2015, but lower than 2.56 in 2012. 

• Analysis shows negative correlations between farm 
income and bankruptcy rates, and also between land 
values and bankruptcy rates. 

• Declining farm incomes and land values resulted in an 
uptick in farm bankruptcy rates in 2016 but still at historic 
lows. 

• Therefore, bankruptcy rates can be thought of as a lagging 
indicator of farm financial stress. 

 



 
Outlook 
 
Outlook for 2017 and beyond: 

• Due to negative correlations between bankruptcy 
rates and farm income and land values, we expect to 
see increasing bankruptcy rates. 

• Sharp increases in bankruptcy filings are not expected 
due to strong equity positions and relatively low debt-
to-asset ratios in the farm sector.  

• Bankruptcy rates will be higher in 2016 than during 
the previous 3 years and will probably continue to go 
up in 2017 and beyond if current conditions continue.  

 



 
Thank you! 
 

 

Ani Katchova  
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