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FARMLAND VALUES AND CREDIT CONDITIONS

Summary

In the third quarter of 2018, farmland values for the Seventh
Federal Reserve District were up 1 percent from a year ago.
However, according to the 188 agricultural bankers who
responded to the October 1 survey, District farmland values
were 1 percent lower in the third quarter of 2018 than in
the second quarter. This was the first quarterly decline for
District agricultural land values since the fourth quarter
of 2016 (nearly two years ago). Almost two-thirds of survey
respondents expected the District’s farmland values to be
stable during the fourth quarter of 2018, but 32 percent of
them expected a decrease in farmland values in the final
quarter of this year and only 2 percent expected an increase.

Agricultural credit conditions for the District deterio-
rated again in the third quarter of 2018. For the fifth quarter
in a row, the availability of funds for lending by agricultural
banks was down relative to a year ago. Yet, for the third
quarter of 2018, the demand for non-real-estate farm loans
was higher than a year earlier. These results helped explain
how the average loan-to-deposit ratio for the District
established a new record of 79.4 percent. Moreover, repay-
ment rates for non-real-estate farm loans were lower in the
third quarter of 2018 relative to the same quarter last year,
and loan renewals and extensions were higher. Average

CONFERENCE REMINDER
Agricultural Technology’s Impacts on
Farming and the Rural Midwest

On November 27, 2018, a Chicago Fed conference will be held
to explore the prospects and challenges for implementing new
agricultural technologies in the rural Midwest. To register, go to
https://www.chicagofed.org/events/2018/ag-conference.

interest rates on agricultural loans moved up some during
the third quarter of 2018.

Farmland values

District farmland values saw a year-over-year increase of
1 percent in the third quarter of 2018 (see map and table
below). The District did not experience a year-over-year
decrease or increase in its agricultural land values greater
than 1 percent for the eighth consecutive quarter. Further-
more, after being adjusted for inflation with the Personal
Consumption Expenditures Price Index (PCEPI), District
farmland values were down 1 percent in the third quarter
of 2018 relative to the third quarter of 2017. The latest results
were in line with recent trends: While nominal farmland
values had remained fairly stable during the past few
years, real farmland values had been eroding since the
third quarter of 2014 (see chart 1 on next page).
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1. Year-over-year real changes in Seventh District farmland values,
by quarter
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Note: All values are adjusted by PCEPI.

Sources: Author’s calculations based on data from Federal Reserve Bank of
Chicago surveys of farmland values; and U.S. Bureau of Economic Analysis,
Personal Consumption Expenditures Price Index (PCEPI), from Haver Analytics.

Agricultural land values would have experienced
more downward pressure in the absence of exceptional
crop yields. In 2018, District-wide corn and soybean yields
jumped to all-time highs (198 bushels per acre for corn
and 59 bushels per acre for soybeans). According to U.S.
Department of Agriculture (USDA) forecasts, the five District
states” harvest of corn for grain in 2018 would increase by
1.5 percent from 2017, and their soybean harvest would
surge by 8.7 percent from the previous year, setting a new
record. The size of the corn crop, according to USDA
projections, would be slightly smaller than the record set
in 2016 because 5.6 percent less acreage was harvested in
2018 than in 2016. The USDA expected the country’s corn
harvest in 2018 to be the second largest on record; moreover,
the national soybean harvest was forecasted to set another
record. The nation’s corn output in 2018 would be 0.2 percent
higher than in 2017. And U.S. soybean output this year
would be up 4.7 percent from last year’s level.

For the third quarter of 2018, corn prices were 1.9 per-
cent higher than a year ago, based on USDA data. But
soybean prices were 5.6 percent lower than a year earlier.
Accounting for larger supplies of crops and trade tensions,
the USDA revised its price estimates for the 2018-19 crop year
to a range of $3.20 to $4.00 per bushel for corn and a range of
$7.60 to $9.60 per bushel for soybeans. When calculated with
the midpoints of these price intervals, the projected revenues
from the 2018 District corn and soybean harvests would be
up 8.8 percent and 0.1 percent from 2017, respectively.

Key livestock prices were lower in the third quarter of
2018 relative to the same quarter of last year. Compared with a
year earlier, cattle, hog, and milk prices were down 2.6 per-
cent, 17 percent, and 9.8 percent in the third quarter of 2018,
respectively. Hence, livestock operations—particularly
dairies—faced some challenges, according to several
survey respondents. For instance, one Michigan agricultural

banker reported that “dairy enterprises have been hard
hit by milk prices.”

Credit conditions

Once more agricultural credit conditions for the District
seemed worse relative to a year ago. The availability of
funds for lending by agricultural banks was lower than a
year earlier for the fifth quarter in a row. At 82, the index
of funds availability was last this low in the third quarter
of 2000. Agricultural banks in the District had less funds for
lending in the third quarter of 2018 than a year ago; 3 percent
of the survey respondents indicated their banks had more
funds available to lend, while 21 percent indicated their
banks had less. In the third quarter of 2018, demand for
non-real-estate farm loans was again stronger compared
with a year ago. The index of loan demand edged higher
to 128, as 41 percent of survey respondents noted higher
demand for non-real-estate loans than a year earlier and
13 percent noted lower demand. The combination of
decreased funds availability and elevated loan demand
helped boost the District’s average loan-to-deposit ratio
to a new record of 79.4 percent (see chart 2). (The previous
peak had been in the third quarter of 2006.) Nevertheless,
the average level desired by the responding bankers was
3.4 percentage points higher.

For the July through September period of 2018,
repayment rates on non-real-estate farm loans were yet
again lower than a year ago. The index of loan repayment
rates was 63 in the third quarter of 2018, as 2 percent of
responding bankers observed higher rates of loan repayment
relative to a year ago and 39 percent observed lower rates.
Furthermore, loan renewals and extensions on non-real-
estate agricultural loans were higher in the third quarter
of 2018 relative to the same quarter of 2017, with 43 percent
of the responding bankers reporting more of them and just
1 percent reporting fewer. Collateral requirements for loans
in the third quarter of 2018 tightened relative to the same
quarter of last year, as 25 percent of the respondents
reported that their banks required more collateral and none
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2. Quarterly average loan-to-deposit ratio for Seventh District
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Source: Author’s calculations based on data from Federal Reserve Bank of Chicago
surveys of farmland values.
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Credit conditions at Seventh District agricultural banks

Interest rates on farm loans

Loan Funds Loan Average loan-to- Operating Feeder Real
demand availability repayment rates deposit ratio loans? cattle? estate?
(index)® (index)® (index)® (percent) (percent) (percent) (percent)
2017
Jan-Mar 129 101 57 74.4 513 5.27 4.80
Apr-June 119 104 68 744 5.20 5.25 4.86
July-Sept 120 95 60 774 5.16 5.25 4.84
Oct-Dec 128 99 53 76.6 5.34 5.44 493
2018
Jan-Mar 130 97 53 75.6 5.53 5.62 5.14
Apr-June 123 91 64 774 5.69 5.75 5.28
July-Sept 128 82 63 794 5.86 5.93 5.46
2At end of period.

"Bankers responded to each item by indicating whether conditions in the current quarter were higher or lower than (or the same as) in the year-earlier quarter. The index numbers are computed by
subtracting the percentage of bankers who responded “lower” from the percentage who responded “higher” and adding 100.
Note: Historical data on Seventh District agricultural credit conditions are available for download from the AgLetter webpage, https://www.chicagofed.org/publications/agletter/index.

reported that their banks required less. As of October 1, 2018,
the District’s average interest rates on new operating loans,
feeder cattle loans, and farm real estate loans had risen to
5.86 percent, 5.93 percent, and 5.46 percent, respectively.

Looking forward

Nearly two-thirds of survey respondents predicted farmland
values to be stable in the fourth quarter of 2018, while
32 percent of responding bankers expected farmland values
to decrease in the October through December period of
2018 and just 2 percent expected farmland values to increase.
Also, more respondents anticipated weaker rather than
stronger demand by farmers and nonfarm investors to
acquire farmland this fall and winter compared with a year
earlier. Still, on the whole, respondents expected an uptick
in transfers of available properties for sale. Twenty-six
percent of the responding bankers forecasted an increase in
the volume of farmland transfers relative to the fall and
winter of a year ago, and 21 percent forecasted a decrease.

For the sixth year in a row, crop net cash earnings were
expected to contract over the fall and winter from their levels
of a year earlier, based on the predictions of survey respon-
dents. Only 5 percent of survey respondents anticipated crop
net cash earnings to rise over the next three to six months
relative to a year ago, while 82 percent anticipated these
earnings to fall. According to the responding bankers, hog,
cattle, and dairy farmers were yet again expected to encounter
diminished net cash earnings over the fall and winter relative
to a year ago. Just 3 percent of the survey respondents
predicted higher net earnings for hog and cattle operations
over the next three to six months relative to a year earlier,
while 65 percent predicted lower net earnings. Similarly,
1 percent of survey respondents anticipated higher net earn-
ings for dairy operations this fall and winter compared with
a year ago, while 66 percent anticipated lower net earnings.

Additionally, survey respondents expected loan re-
payment rates to decline this fall and winter from a year ago;
only 2 percent of the responding bankers forecasted a

higher volume of farm loan repayments over the next three
to six months compared with a year earlier, while 57 percent
forecasted a lower volume. Moreover, forced sales or liqui-
dations of farm assets owned by financially distressed
farmers were anticipated to increase in the next three to
six months relative to a year ago, according to 61 percent
of the responding bankers (only 1 percent anticipated a
decrease). District non-real-estate farm loan volume in the
October through December period of 2018 was expected
to be higher compared with the same period of 2017,
mainly because of increases in the volumes of operating
loans and loans guaranteed by the Farm Service Agency
of the USDA.

An Iowa respondent emphasized the “concern from
row crop farmers regarding interest rate increases next year
and low commodity prices.” This concern was echoed by
livestock operators. So, there was a decidedly downcast
outlook for agriculture based on the latest survey responses.

David B. Oppedabhl, senior business economist
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SELECTED AGRICULTURAL ECONOMIC INDICATORS

Percent change from
Latest Prior Year Two years
period Value period ago ago
Prices received by farmers (index, 2011=100) September 88 -1.5 -5 2
Crops (index, 2011=100) September 88 -2.0 —2 5
Corn ($ per bu.) September 3.39 0.9 4 5
Hay ($ per ton) September 163 1.2 19 27
Soybeans ($ per bu.) September 8.77 2.1 -6 -7
Wheat ($ per bu.) September 5.15 -2.8 11 48
Livestock and products (index, 2011=100) September 88 -1.1 -7 0
Barrows & gilts (§ per cwt.) September 43.70 -2.2 -11 -9
Steers & heifers ($ per cwt.) September 110.00 -1.8 3 1
Milk (§ per cwt.) September 16.70 5.0 -6 —4
Eggs ($ per doz.) September 0.94 -14.1 -14 56
Consumer prices (index, 1982-84=100) September 252 0.1 2 5
Food September 254 0.0 1 3
Production or stocks
Corn stocks (mil. bu.) September 1 2,140 N.A. -7 23
Soybean stocks (mil. bu.) September 1 438 N.A. 45 122
Wheat stocks (mil. bu.) September 1 2,379 N.A. 5 -7
Beef production (bil. Ib.) September 2.16 -11.2 -3 -1
Pork production (bil. Ib.) September 2.01 -13.1 -7 -5
Milk production (bil. Ib.)* September 16.4 -4.8 2 3
Agricultural exports (§ mil.) September 10,315 -6.1 -2 -7
Corn (mil. bu.) September 207 -10.0 49 -17
Soybeans (mil. bu.) September 119 -4.0 -30 -14
Wheat (mil. bu.) September 67 -12.9 —22 -35
Farm machinery (units)
Tractors, 40 HP or more September 6,225 -5.8 1 )
40 to 100 HP September 4,485 -13.7 -7 -10
100 HP or more September 1,740 23.0 32 7
Combines September 522 1.3 9 16

N.A. Not applicable.
*23 selected states.
Sources: Author's calculations based on data from the U.S. Department of Agriculture, U.S. Bureau of Labor Statistics, and the Association of Equipment Manufacturers.




