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FARMLAND VALUES AND CREDIT CONDITIONS

Summary

For 2018, annual farmland values in the Seventh Federal
Reserve District were steady overall. Yet, values for “good”
agricultural land in the fourth quarter of 2018 were up 1 per-
cent from the third quarter, according to 183 survey respon-
dents representing agricultural banks across the District.
Although 75 percent of the responding agricultural bankers
expected farmland values to be stable during the January
through March period of 2019, nearly all of the rest expected
farmland values to move down.

Deteriorating agricultural credit conditions continued
to affect the District in the fourth quarter of 2018. Repay-
ment rates on non-real-estate farm loans decreased in the
October through December period of 2018 relative to the
same period of 2017, and rates of loan renewals and exten-
sions increased. Even so, about the same percentage (2.4 per-
cent) of current agricultural borrowers were not likely to
qualify for operating credit at the survey respondents’ banks in
2019 as in 2018. Non-real-estate loan demand in the fourth
quarter of 2018 climbed from the previous year’s level,
while funds available for lending were slightly lower than
a year ago. The average loan-to-deposit ratio for the District
(79.0 percent) was higher than a year earlier. Average inter-
est rates on farm operating loans and farm real estate loans
had moved up by the end of 2018 to levels not seen since
2010 and 2011, respectively.

Farmland values

For 2018, the District saw no annual change in “good” farm-
land values, on balance. That is, the District’s agricultural
land values in the fourth quarter of 2018 were largely the
same as a year ago (see table and map below). For the fourth
quarter of 2018, there were no year-over-year changes in
agricultural land values in Illinois, Indiana, and Wisconsin;
Iowa’s farmland values moved down from a year earlier,
while Michigan’s apparently moved up (too few Michigan
bankers responded to report a numerical change in farm-
land values). The District’s farmland values were up 1 per-
cent in the fourth quarter of 2018 relative to the third quarter.
Illinois’s and Indiana’s agricultural land values rose in the
fourth quarter of 2018 from the third quarter, but Wisconsin’s
fell and Iowa’s were unchanged.

After accounting for inflation, the District actually
experienced a yearly decrease of 2 percent in farmland values
for 2018 (see chart 1 on next page). This was the fifth straight
annual real decline in District farmland values—the longest
downturn since the 1980s. The District’s farmland values fell
13 percent in real terms from their peak in 2013 to the end
of 2018. But the decrease in agricultural land values over
this span was just 6 percent in nominal terms (see chart 2
on next page).

Stellar yields for District cropland supported farmland
values in 2018. Based on calculations using U.S. Department
of Agriculture (USDA) data, the District states’ corn yield
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set a record (195 bushels per acre in 2018, up 0.6 percent from
2017) for the third consecutive year. Moreover, the District
states” soybean yield bounced back to set a record (58.8 bush-
els per acre in 2018, up 7 percent from 2017). Harvested
acreage for both crops was also up relative to 2017. Thus,
corn and soybean production for the five District states
rose 0.9 percent and 7.5 percent, respectively, in 2018.

According to updated USDA data, national soybean
production in 2018 hit a record 4.54 billion bushels—3 per-
cent higher than in 2017. U.S. corn output of 14.4 billion
bushels for 2018 was the third largest ever, but down 1.3 per-
cent from 2017. Given plentiful crop supplies and ongoing
trade disputes, the USDA projected the following ranges
of prices for the 201819 crop year: $3.35 to $3.85 per bushel
for corn and $8.10 to $9.10 per bushel for soybeans. When
calculated with the midpoints of these price intervals, the
estimated revenues from the 2018 District harvest would
be up 9.6 percent for corn relative to 2017, but down 1.7 per-
cent for soybeans. This estimate for revenues from soybean
production would improve when taking government assis-
tance into account. An Iowa banker remarked, “The soybean
payment as a result of the tariffs is a big help.” Under the
Market Facilitation Program (MFP) administered by the
USDA's Farm Service Agency (FSA), soybean prices would
essentially be raised by $1.65 per bushel (whereas corn
prices would be bumped up only a penny per bushel).
Given that 40 percent of 2018 soybean production was
based in the District states, farm income in these five states
should get an outsized boost from MFP payments.

Dairy operations continued to struggle, according to
respondents primarily from Michigan and Wisconsin. One
Wisconsin banker said, “Dairy is the most stressed sector—
financial stress and the tough January weather have many
of our farmers ready to sell out.” Another Wisconsin banker
reported, “There was an increase in voluntary liquidations
this past year.” Milk prices and livestock prices in general
were down in November 2018 from a year earlier. Moreover,

the index of prices for livestock and associated products
in November 2018 was 10 percent lower than a year ago
(see final table). There were some trends, however, coun-
teracting the downward pull on farmland values from
declining livestock prices: Survey respondents mentioned
that available farmland for sale continued to be in limited
supply, plus nonfarm investors were bidding up farmland
values in some areas.

Credit conditions

District agricultural credit conditions deteriorated further
in the fourth quarter of 2018. Repayment rates in the final
quarter of 2018 were lower than in the same period of the
previous year, with 3 percent of survey respondents report-
ing higher rates of loan repayment and 44 percent reporting
lower rates. At 59 for the final quarter of 2018, the index
of non-real-estate farm loan repayment rates has remained
below 100 for five straight years. This means that repay-
ment rates have been weakening for half a decade. Further-
more, the share of the District farm loan portfolio indicated
as having “major” or “severe” repayment problems was
6.6 percent in the fourth quarter of 2018—the highest such
share since 1999. With a growing percentage of borrowing
encountering repayment problems, non-real-estate farm
loan renewals and extensions in the fourth quarter of 2018
were higher than in the fourth quarter of 2017, as 40 percent
of survey respondents reported more of them and just 2 per-
cent reported fewer.

Some bankers linked financial difficulties to pressures
from higher agricultural interest rates. An lowa banker said,
“The rising interest rate environment is beginning to cause
repayment problems.” As of January 1, 2019, the average
interest rates for farm operating loans (6.07 percent) and
feeder cattle loans (6.13 percent) were at their highest levels
since the second and third quarters of 2010, respectively.
The average interest rate for agricultural real estate loans
(5.61 percent) was last higher during the second quarter of
2011. Also, there was additional tightening of credit standards
I
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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 57 744 513 5.27 4.80
Apr-June 119 104 68 744 5.20 5.25 4.86
July-Sept 120 95 60 77.4 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 5.62 514
Apr-June 123 91 64 774 5.69 5.75 5.28
July-Sept 128 82 63 79.4 5.86 593 5.46
Oct-Dec 135 88 59 79.0 6.07 6.13 5.61
At 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.

relative to a year ago, as 44 percent of the survey respon-
dents reported their banks tightened credit standards for
agricultural loans in the fourth quarter of 2018 relative to
the fourth quarter of 2017 and 56 percent reported their banks
kept credit standards essentially unchanged. Likewise, 23 per-
cent of responding bankers noted that their banks required
larger amounts of collateral for customers to qualify for
non-real-estate farm loans during the October through
December period of 2018 relative to the same period of a
year ago, and none required smaller amounts.

Respondents indicated that demand for borrowing for
farm operations shifted higher during the October through
December period of 2018 relative to the same period of
2017. With 44 percent of survey respondents reporting an
increase in the demand for non-real-estate loans from a
year ago and 9 percent reporting a decrease, the index of
loan demand was 135 in the fourth quarter of 2018. Yet,
funds availability was below the level of a year ago for the
sixth consecutive quarter: The index of funds availability
stood at 88 in the final quarter of 2018, with funds avail-
ability higher than a year ago at 7 percent of the survey
respondents’ banks and lower at 19 percent. In line with
these results, the District’s average loan-to-deposit ratio was
higher than a year earlier; but at 79.0 percent, this ratio
was still 3.2 percentage points below the average level
desired by the responding bankers.

Looking forward

Somewhat surprisingly, at the start of 2019, survey respon-
dents indicated that only 2.4 percent (a bit lower than a year
ago) of their farm customers with operating credit in the
year just past were not likely to qualify for new operating
credit in the year ahead. Given record crop yields in Illinois
and Indiana, these states had lower percentages of borrowers
not likely to get new operating credit in 2019 (only 1.0 per-
cent in Illinois and 2.2 percent in Indiana); however, this
proportion was 2.8 percent in lowa, 2.8 percent in Michigan,
and 4.3 percent in Wisconsin. The struggles of dairies probably

inflated this percentage for Wisconsin. Responding bank-
ers expected non-real-estate agricultural loan volumes to be
higher in the first quarter of 2019 relative to the same quarter
of a year earlier, as volumes for operating loans and loans
guaranteed by the FSA were forecasted to grow. By contrast,
volumes for grain storage, farm machinery, feeder cattle, and
dairy loans (as well as farm real estate loans to a lesser extent)
were forecasted to be lower in the January through March
period of 2019 relative to the same period of 2018. Reflecting
this expected reduction in lending, as of the start of 2019, the
majority of survey respondents anticipated capital expen-
ditures by farmers would be lower in the year ahead com-
pared with the year just ended (for the sixth year in a row).

The bulk of responding bankers (75 percent) expected
farmland values to be stable in the first quarter of 2019,
while 24 percent expected them to decline and only 1 per-
cent expected them to rise. Hence, District agricultural
land values are likely to be little changed in the first
quarter of 2019.

David B. Oppedahl, 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) November 88 35 -4 6
Crops (index, 2011=100) November 84 5.0 3 4
Corn ($ per bu.) November 3.41 0.0 8 5
Hay ($ per ton) November 161 —0.6 17 28
Soybeans ($ per bu.) November 8.37 -2.4 -9 -12
Wheat (§ per bu.) November 5.23 0.2 11 35
Livestock and products (index, 2011=100) November 92 0.9 -10 7
Barrows & gilts ($ per cwt.) November 46.30 -8.9 -8 18
Steers & heifers (§ per cwt.) November 115.00 2.7 -5 8
Milk ($ per cwt.) November 17.00 -2.3 -7 -4
Eggs (§ per doz.) November 1.14 23.9 -17 93
Consumer prices (index, 1982-84=100) December 253 -0.1 2 4
Food December 256 0.4 2 3
Production or stocks
Corn stocks (mil. bu.) December 1 11,952 N.A. -5 -3
Soybean stocks (mil. bu.) December 1 3,736 N.A. 18 29
Wheat stocks (mil. bu.) December 1 1,999 N.A. 7 -4
Beef production (bil. Ib.) November 2.31 -4.7 1 3
Pork production (bil. Ib.) November 2.35 -4.2 5 5
Milk production (bil. Ib.)* November 16.4 -3.0 1 2
Agricultural exports (§ mil.) November 12,177 -0.1 -10 -15
Corn (mil. bu.) November 201 -10.3 97 28
Soybeans (mil. bu.) November 186 -9.2 —-44 -51
Wheat (mil. bu.) November 63 -9.7 23 -8
Farm machinery (units)
Tractors, 40 HP or more December 7,941 97 4 3
40to 100 HP December 5,968 90 4 4
100 HP or more December 1,973 123 4 -1
Combines December 616 188 30 26

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.




