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Introduction

A well-functioning farm is very important for every

farmer especially during uncertain times. However, credit

markets do not have an infinite endowment of loanable

funds that instead need to be rationed among farmers

with different farm employing varied business survival or

growth strategies. This article dwells on such specific

business decisions made by borrowers of all age-levels

for the sake of survival or realizing growth potentials.

Objective

➢ The analytical models are developed to discern the

business growth stances of three different groups of

farmers, who have been borrowing clients of the Farm

Service Agency (FSA). The primary goal is to

differentiate growth conservatism from aggressiveness

behaviors among these different age groups.

➢ The sustainable growth model provides us with a

linkage between farm operating decisions and

corresponding financial performance indicators.

➢ The SUR analysis provides a closer look at the business

growth decisions among different age classes.

Methods
Table 2. Seeming Unrelated Regression Results, Three Age Categories 

Variables Younger Farmers Middle-aged Farmers Older Farmers

Dependent Variable: Profit margin

Intercept -0.425*** -3.820*** -3.746***

(-20.86) (-104.07) (-46.79)

Current Ratio 0.0031*** 0.0061*** 0.0048

(3.96) (4.52) (1.77)

Assets turnover 0.00353*** 0.0113* -0.0245

(4.90) (2.11) (-1.08)

Finanical leverage 0.0001 0.0001 -0.0026

(0.32) (0.11) (-1.31)

Non-White dummy -0.0821*** 0.117*** 0.161***

(-6.20) (9.15) (6.55)

Male dummy -0.0779*** 0.0516*** 0.0173

(-8.55) (4.92) (0.73)

Size 0.0586*** 0.328*** 0.331***

(31.23) (103.81) (46.84)

Dependent Variable: Retention ratio

Intercept -1.432* -3.722** -2.361

(-2.08) (-3.03) (-1.03)

Total Non-Farm Income/Gross Revenues -0.254*** 0.0673* -0.0106

(-7.40) (2.29) (-0.23)

Total Non-Farm Expenses/Total Operating Expenses -0.367 -0.213 -0.443

(-1.72) (-1.07) (-0.78)

Non-White dummy 0.358 0.580 -1.233*

(0.88) (1.70) (-2.03)

Male dummy -0.333 -0.0476 -1.444*

(-1.19) (-0.17) (-2.48)

Size 0.0963 0.270** 0.265

(1.54) (2.63) (1.35)

Dependent Variable: Assets turnover

Intercept -0.155 -1.009*** -0.805***

(-0.93) (-25.93) (-22.99)

Current Ratio -0.0242*** -0.0059*** -0.0031*

(-3.72) (-4.07) (-2.52)

Financial leverage -0.0049*** -0.0022*** 0.0010

(-3.49) (-3.32) (1.08)

Non-White dummy 0.138 0.0831*** 0.0554***

(1.28) (6.05) (5.02)

Male dummy 0.0096 0.0858*** 0.0932***

(0.13) (7.64) (8.81)

Size 0.101*** 0.122*** 0.0939***

(6.61) (37.01) (30.97)

Dependent Variable: Financial leverage

Intercept 8.253*** 3.826*** 1.295**

(11.71) (11.33) (3.25)

Current ratio -0.301*** -0.103*** -0.0634***

(-10.89) (-8.17) (-4.54)

Term debt coverage ratio -0.132* -0.0133 0.0040

(-2.45) (-0.57) (0.17)

Non-White dummy -0.664 -0.552*** -0.233

(-1.45) (-4.61) (-1.85)

Male dummy 0.324 0.448*** -0.0995

(1.03) (4.60) (-0.83)

Size -0.186** -0.0820** 0.0900**

(-2.87) (-2.84) (2.61)

Breusch–Pagan test of independence (χ2) 108.447*** 75.756*** 30.736***

Observations 28691 30579 9730

Notes: *, **, *** denote significance at the 10%, 5%, 1% confidence levels, 

respectively. Standard errors in parentheses

Conclusion

Measures

Profit margin

Retention ratio

Asset turnover

Financial leverage

Sustainable growth rate -0.7122

(34.9307)

Younger Farmers Middle-aged Farmers Older Farmer

(25.1696)

0.2889

(0.5445)

1.9918

(5.0588)

0.3733

(505.2980)

-0.0912

(1.1018)

-0.5919

(21.7968)

0.4912

(1.1930)

2.8314

(7.4237)

-0.0194

(64.1959)

(16.1848)

1.8728

(9.0282)

5.0921

(17.8524)

0.1632

(0.5918)

-0.9537

-0.1198

(1.3100)

-0.7813

Table 1. Mean Values of Financial Performance and Sustainable Growth Measures, Three Age Groups

➢ The Sustainable Growth Paradigm

➢ Seemingly Unrelated Regression

Results

➢ Favorable liquidity and asset productivity conditions

increase profit margins of younger and middle-aged

farmers. Higher profit margins are also associated with

younger white and female farmers as well as non-white,

male middle-aged farmers. Larger farms across all age

groups register better profit margins.

➢ Large middle-aged farmers, white older farmers, and

middle-aged farmers with higher non-farm income

contributions to gross revenues are able to realize

higher earnings retention ratios.

➢ Lower liquidity and financial leverage ratios (except for

older farmers) are associated with higher asset

productivity ratios. Non-white, male middle-aged and

older farmers also register higher ATs while farm size

positively influence AT levels across all age groups.

➢ Lower liquidity ratios lead to higher financial leverage ratios

for all farms. White, male middle-aged farmers, large farms of

older farmers, and small farms of younger and middle-aged

farmers also tend to register higher financial leverage ratios.

➢ Results of the Breusch Pagan test for all three AGE GROUP

models are all highly significant.

➢ On average, younger farmers have higher profit margins,

financial leverage, and proportions of assets to equity, lower

earnings retention ratios. However, older farmers, relative to

younger farmers registered a lower sustainable growth rate.

This study establishes through the sustainable growth paradigm

that farms operated by younger farmers usually have higher

potentials for realizing higher rates of business growth. A

decreasing trend in sustainable growth rates is observed as the

farmers' age group progresses.

The breakdown of such growth potentials can elucidate the

drivers of growth. Younger farm operators may seem to be

more aggressive and bold in their business decisions aimed at

increasing profitability and financial efficiency. They are also

conservative in their earnings retention behavior whereby they

minimize withdrawals to prioritize business growth.

On the other hand, older farmers perhaps have more need for

withdrawals for their own needs and their operating decisions

may have been more motivated by non-optimal business goals.

This study’s results have important implications for lenders, A

deeper understanding of the age effect on business decisions

will also be crucial for the farm sector that now confronts

structural changes affected by, among others, an aging farmer

population.
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