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FARMLAND VALUES AND CREDIT CONDITIONS

Summary

Farmland values for the Seventh Federal Reserve District
were down 1 percent in the second quarter of 2019 from a
year earlier. However, values for “good” agricultural land
in the District were unchanged from the first quarter to the
second quarter of 2019, according to a survey of 157 bankers.
Excessive precipitation in the spring led to historic flooding
and widespread planting delays across most of the Midwest.
Reporting bankers indicated that 69 percent of their borrowers
were at least modestly affected by extreme weather events
in the first half of 2019. Despite concerns about the effects
on farming from adverse weather and trade disruptions,
83 percent of survey respondents expected District agricul-
tural land values to be unchanged during the third quarter
of 2019 (only 2 percent expected them to increase, while
15 percent expected them to decrease).

In the second quarter of 2019, agricultural credit
conditions for the District were weaker compared with a
year ago once again. Repayment rates for non-real-estate
farm loans were lower in the second quarter of 2019 than
a year earlier. The portion of the District’s agricultural loan
portfolio reported as having “major” or “severe” repayment
problems (6.2 percent) had not been higher in the second
quarter of a year since 1999. In addition, renewals and

CONFERENCE ANNOUNCEMENT
Improving Midwest Agriculture and the Environment

On November 20, 2019, the Federal Reserve Bank of
Chicago will hold a conference to examine environmental
issues related to Midwest agriculture. Details and registration
are available online, https://www.chicagofed.org/events/2019/
ag-conference.

extensions of non-real-estate farm loans in the District were
up from a year ago. For the April through June period of
2019, the demand for non-real-estate farm loans was higher
than a year earlier, but the availability of funds for lending
by agricultural banks was lower. For the second quarter
of 2019, the District’s average loan-to-deposit ratio was
80.2 percent. Average nominal interest rates for agricultural
real estate and operating loans moved down during the
second quarter of 2019, while the average rate for feeder
cattle loans edged up.

Farmland values

Overall, District farmland values were the same in the
second quarter of 2019 as in the first quarter. Yet, there was
a year-over-year decrease of 1 percent in District agricultural
land values (the first such decline since the third quarter
of 2017). Iowa and Michigan had year-over-year dips in
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1. Year-over-year real changes in Seventh District farmland values,
by quarter
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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.

their farmland values, but Illinois, Indiana, and Wisconsin
farmland values held steady (see map and table on front,
but note that too few Michigan bankers responded to report
anumerical change in farmland values). After being adjusted
for inflation with the Personal Consumption Expenditures
Price Index (PCEPI), District farmland values were down
2 percent in the second quarter of 2019 from the second quar-
ter of 2018; the streak of year-over-year declines in real farm-
land values was extended to five full years (see chart 1).

Muted expectations for farm income continued to be
a factor in sliding real farmland values. A significant portion
of Midwest farm income depends on the production of
two primary crops: corn and soybeans. Because of unusual
wetness, many farmers had to delay planting corn and soy-
beans this year, and a much higher share of fields than nor-
mal were not even planted in 2019. According to responding
bankers, 45 percent of their agricultural borrowers were
modestly affected by bad weather conditions in the first
half of the year and another 24 percent were significantly
affected. (Borrowers in Illinois, Indiana, and Michigan
faced the worst of the weather-related repercussions.) So,
corn and soybean yields are expected to drop this year to
well below their long-term trends. The expected loss of corn
and soybean output was made even worse by spotty early
summer precipitation. Based on U.S. Department of
Agriculture (USDA) data, District corn and soybean crop
conditions in June and July were inferior compared with
those of a year ago.

With lower yields expected across the Midwest, corn
and soybean prices should adjust upward. Indeed, corn
and soybean prices climbed 9.6 percent and 3.6 percent,
respectively, in June from May (see final table). However,
tariffs on agricultural exports are limiting how much these
crop prices can increase. It seems unlikely that these prices

will rise enough to compensate for lost output, so the
profitability of many corn and soybean farms will almost
surely fall from their 2018 levels—possibly by a lot for some.
Moreover, feed costs have risen enough to squeeze the
profitability of livestock producers. Many of them were
already facing prices for their products that were lower
than a year ago (with milk prices being an exception). The
USDA's June index of prices received for livestock products
was down 2 percent from a year earlier (see final table).
In response to falling exports due to the tariffs, the USDA
announced another iteration of the Market Facilitation
Program, which could provide up to $16 billion in payments
to farmers with eligible acres or livestock.

Credit conditions

Agricultural credit conditions in the second quarter of 2019
deteriorated relative to a year earlier, continuing a pattern
going back to the fourth quarter of 2013. Overall, repayment
rates for non-real-estate farm loans were lower in the second
quarter of 2019 compared with the second quarter of 2018,
yet their index was at its highest value since the third quarter
of 2014. The index of loan repayment rates was 74 for the
second quarter of 2019 (7 percent of responding bankers noted
higher rates of loan repayment than a year ago and 33 percent
noted lower rates). At 6.2 percent of the District loan port-
folio, the share of farm loans with “major” or “severe” repay-
ment problems was last higher in 1999 (as measured in the
second quarter of every year). Also, renewals and extensions
of non-real-estate farm loans during the April through June
period of 2019 were higher than during the same period of
a year ago, as 40 percent of survey respondents reported
more of them and 3 percent reported fewer of them.

In the second quarter of 2019, demand for non-real-
estate loans was still up from a year ago. With 34 percent
of survey respondents noting demand for non-real-estate
loans above the level of a year ago and 15 percent noting
I

2. Quarterly average interest rates on Seventh District farm
operating loans
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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)
2018
Jan-Mar 130 97 53 75.6 5.53 5.62 514
Apr-June 123 91 64 774 5.69 5.75 5.28
July-Sept 128 82 63 794 5.86 5.93 5.46
Oct-Dec 135 88 59 79.0 6.07 6.13 5.61
2019
Jan-Mar 141 86 52 78.6 6.04 6.11 5.53
Apr-June 119 93 74 80.2 5.98 6.14 5.39

aAt 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 online, https://www.chicagofed.org/publications/agletter/index.

demand below that of a year ago, the index of loan demand
was 119 for the second quarter of 2019. Notably, this index
value was somewhat lower than those of the past few quar-
ters. On the whole, District banks had less funds available
to lend in the second quarter of 2019 than a year ago. Given
that 8 percent of responding bankers reported their banks
had more funds available to lend and 15 percent reported
their banks had less, the index of funds availability was
93 for the second quarter of 2019. With demand for non-
real-estate loans up from a year ago and funds available
to lend down, the District’s average loan-to-deposit ratio
for the second quarter of 2019 set a record for the survey
at 80.2 percent (though it was still 2.7 percentage points
below the average level desired by the responding bankers).
Credit tightening continued unabated in the second quarter
of 2019, as 25 percent of the survey respondents reported
that their banks required larger amounts of collateral than
a year ago and none reported that their banks required
smaller amounts. As of July 1, 2019, the District’s average
nominal interest rate on new feeder cattle loans had risen
to 6.14 percent, while its average nominal interest rates on
farm operating and real estate loans had fallen to 5.98 percent
and 5.39 percent, respectively. After being adjusted for infla-
tion with the PCEPI, average interest rates on farm operating
and real estate loans decreased during the second quarter
of 2019 for the first time since the second quarter of 2018.
Indeed, since 2010, farm budgets have generally benefited
from historically low real interest rates on operating loans,
even though these rates, on average, have risen some from
last year (see chart 2).

Over the first half of 2019, District banks made a
higher-than-normal amount of farm operating loans, but
a lower-than-normal amount of agricultural real estate loans,
according to responding bankers. In the first six months of
2019, merchants, dealers, and other input suppliers reportedly
expanded their agricultural lending. According to survey
respondents, during the January through June period of
2019, there were nearly normal levels of farm loans issued
by the Farm Credit System and life insurance companies.

Looking forward

Even with crop output expected to fall, most survey respon-
dents anticipated District farmland values would be stable
in the short term, as 83 percent of responding bankers
projected no change in farmland values for the third quar-
ter of 2019 (15 percent projected them to decrease, while only
2 percent projected them to increase). Survey respondents
projected volumes of non-real-estate farm loans (notably,
operating loans and loans guaranteed by the Farm Service
Agency of the USDA) to increase in the third quarter of 2019
from year-earlier levels; however, they projected the volume
of farm real estate loans to decrease.

An Jowa respondent noted that “farmers are more
optimistic with the recent surge in prices and the govern-
ment payments.” Crop conditions in lowa were looking
much better than those in Illinois, Indiana, and Michigan,
which may help explain the positive commentary. In contrast,
an Illinois banker reported that the uncertainty surrounding
how much smaller this year’s harvest will be compared
with last year’s (along with the associated price responses)
“has everybody in wait-and-see mode.”

David B. Oppedabhl, senior business economist

AgLetter (ISSN 1080-8639) is published quarterly by the
Economic Research Department of the Federal Reserve Bank
of Chicago. It is prepared by David B. Oppedahl, senior
business economist, and members of the Bank’s Economic
Research Department. The information used in the preparation
of this publication is obtained from sources considered reliable,
but its use does not constitute an endorsement of its accuracy
or intent by the Federal Reserve Bank of Chicago or the Federal
Reserve System.

© 2019 Federal Reserve Bank of Chicago

AgLetterarticles may be reproduced in whole or in part,
provided the articles are not reproduced or distributed for
commercial gain and provided the source is appropriately
credited. Prior written permission must be obtained for any
other reproduction, distribution, republication, or creation of
derivative works of AgLetter articles. To request permission,
please contact Helen Koshy, senior editor, at 312-322-5830 or
email Helen.Koshy@chi.frb.org. AgLetter and other Bank
publications are available at https://www.chicagofed.org.


https://www.chicagofed.org
https://www.chicagofed.org/publications/agletter/index

SELECTED AGRICULTURAL ECONOMIC INDICATORS

Percent change from

Latest Prior Year Two years
period Value period ago ago
Prices received by farmers (index, 2011=100) June 93 1.0 -3 -6
Crops (index, 2011=100) June 88 5.4 -3 1
Corn ($ per bu.) June 3.98 9.6 11 16
Hay (§ per ton) June 177 -5.3 11 24
Soybeans ($ per bu.) June 8.31 3.6 -13 -9
Wheat (§ per bu.) June 4.81 0.6 -7 10
Livestock and products (index, 2011=100) June 97 -1.8 —2 -9
Barrows & gilts ($ per cwt.) June 60.00 -3.7 0 —4
Steers & heifers (§ per cwt.) June 115.00 -5.7 2 -14
Milk ($ per cwt.) June 18.10 0.6 11 5
Eggs (§ per doz.) June 0.72 50.2 -31 13
Consumer prices (index, 1982-84=100) June 255 0.1 2 5
Food June 258 0.0 2 3
Production or stocks
Corn stocks (mil. bu.) June 1 5,202 N.A. -2 -1
Soybean stocks (mil. bu.) June 1 1,790 N.A. 47 85
Wheat stocks (mil. bu.) June 1 1,072 N.A. -2 -9
Beef production (bil. Ib.) June 0.22 -90.4 -90 -90
Pork production (bil. Ib.) June 213 -4 6 4
Milk production (bil. Ib.) June 18.2 -4.7 -1 1
Agricultural exports ($ mil.) June 10,786 -5.4 -8 4
Corn (mil. bu.) June 121 -34.6 -57 -38
Soybeans (mil. bu.) June 117 24.8 -2 78
Wheat (mil. bu.) June 79 -21.9 41 -29
Farm machinery (units)
Tractors, 40 HP or more June 7,564 -2 -6 0
40 to 100 HP June 5,979 1 -5 -1
100 HP or more June 1,585 -13 -8 6
Combines June 355 27 -23 -20

N.A. Not applicable.
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.




