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In this article, we continue our series examining the liquidity of Illinois grain farms, building upon our
recent analyses (see farmdoc daily, November 14, 2024, October 31, 2024, December 4, 2023). Liquidity
describes a farm business’s ability to generate sufficient cash or to quickly convert assets into cash to
meet its financial obligations as they come due, which include operational expenses, debt payments,
family living expenses, and taxes. Using data from the lllinois Farm Business Farm Management (FBFM),
we now focus our analysis on the annual working capital to gross farm returns ratio trends for grain farms.
This ratio measures the amount of working capital the farm has relative to its size in terms of farm returns.
Working capital is defined as the difference between current assets (i.e., cash and assets expected to be
converted into cash within the next 12 months, including accounts receivable, inventory, and prepaid
expenses) and current liabilities (i.e., obligations due within the next 12 months, such as accounts
payable, short-term loans, and upcoming taxes). Gross farm returns are defined as the total value of
agricultural output, including Government farm program payments. A farm with a working capital to gross
farm returns ratio of 0.4 means that it has enough “cash” to replace 40% of gross farm returns in that year.

Our analysis also presents the financial quality of the ratio. According to the Farm Financial Scorecard
developed by the Center for Farm Financial Management, a farm with a working capital to gross farm
returns ratio that is less than 0.1 is categorized as vulnerable, a ratio between 0.1 and 0.3 is categorized
as cautionary, and a ratio that is greater than 0.3 is categorized as strong.! Therefore, the higher the ratio,
the more liquid the farm is. Lastly, in our figures below, we use the color-coding system of the Farm
Financial Scorecard to indicate the category under which the median grain farm’s ratio belongs. The

1 The Farm Financial Scorecard adheres to the guidelines set by the Farm Financial Standards Council.
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region shaded in red indicates a vulnerable ratio, while yellow indicates a cautionary ratio, and green
indicates a strong ratio.

Figure 1. Working Capital to Gross Farm Returns Ratio Trend of lllinois Grain Farms
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Figure 1 shows the median value of current assets, current liabilities, gross farm returns, and the reported
working capital to gross farm returns ratio of grain farms in lllinois. Despite the notable decline during the
2014-2019 period, the overall ratio across all lllinois grain farms has trended upward over the past two
decades. In 2003, the reported working capital to gross farm returns ratio was 0.2212 (cautionary). In that
year, median current assets were $227,968, whereas median current liabilities were $140,491, and
median gross farm returns were $249,097. By 2012, median current assets had increased by 221.35% to
$732,583.50, median current liabilities had increased by 58.59% to $222,809, and median gross farm
returns had increased by 173.14% to $680,381. These underlying changes contributed to the reported
working capital to gross farm returns ratio improving significantly, increasing to 0.6502 (strong). The
strong growth in current assets over this period was due to increases in grain prices, which resulted in
higher ending inventory values.

However, from 2013 to 2019, the reported working capital to gross farm returns ratio declined
substantially but remained strong, falling from 0.6502 (strong) to 0.4773 (strong). During this period,
incomes decreased due to lower grain prices and higher costs. As a result, current assets declined while
current liabilities increased. However, incomes rebounded in 2020 and subsequent years. Median gross
farm returns and median current assets peaked in 2022 at $942,912 and $1,000,946, respectively.
Although gross farm returns fell in 2023, the median reported working capital to gross farm returns ratio
continued to improve, increasing from 0.6638 (strong) to 0.7134 (strong). This was because, at the
median, the decline in gross farm returns was larger than the decline in working capital.

Conclusion

Our analysis of lllinois grain farms' working capital to gross farm returns ratios reveals substantial
improvements in farm liquidity over the past two decades. Despite experiencing a notable decline
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between 2014 and 2019, the median ratio has shown resilience, progressing from a cautionary level of
0.2212 in 2003 to a strong level of 0.7134 in 2023. Overall, this trend reflects both structural changes in
farm balance sheets and the impact of market conditions on the liquidity of lllinois grain farms. As we
enter 2025, the continued monitoring of liquidity measures remains crucial as farms navigate evolving
market conditions, uncertainty, and cost pressures. In our upcoming articles, we will disaggregate our
sample of grain farms and examine how this ratio differs by region and farm size.
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