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FARMLAND VALUES AND CREDIT CONDITIONS

Summary

In the first quarter of 2017, agricultural land values for the
Seventh Federal Reserve District were unchanged from a
year ago—the first pause in the current downturn since the
third quarter of 2015. Moreover, “good” farmland values
in the first quarter of 2017 were largely the same as in the
fourth quarter of 2016, according to the survey responses of
198 District agricultural bankers. Cash rental rates for District
farmland continued their decline in 2017, falling 7 percent
from 2016. The demand to purchase agricultural land in
the three- to six-month period ending with March 2017 was
lower than in the same period ending with March 2016.
Additionally, the amount of farmland for sale, the number
of farms sold, and the amount of acreage sold were down
during the winter and early spring of 2017 compared with
a year ago. The responding bankers leaned heavily toward
the view that farmland values would remain stable during
the second quarter of 2017—a shift from the sentiment that
farmland values would continue to decline held widely a
year earlier.

District agricultural credit conditions continued to
deteriorate during the first quarter of 2017. Again, repay-
ment rates for non-real-estate farm loans fell compared with
a year ago, and renewals and extensions of these loans were
higher than a year earlier. Demand for non-real-estate loans

SAVE THE DATE

On November 28, 2017, the Federal Reserve Bank of Chicago
will hold a conference to examine the importance of international
trade to the Midwest’s agricultural sector. Additional information
about the conference will become available in the coming
months on https://www.chicagofed.org.

in the first quarter of 2017 was up from that of a year earlier,
while the availability of funds to lend was pretty much at
the same level as a year ago. At 74.4 percent, the average
loan-to-deposit ratio was higher than a year ago, but lower
than in the previous quarter. Average nominal interest rates
on farm loans were up a bit in the first quarter of 2017
from the previous quarter, yet real rates were down.

Farmland values

District farmland values were unchanged in the first quar-
ter of 2017 relative to both the first and fourth quarters of
2016 (see table and map below). With no year-over-year
change in agricultural land values, the District saw an end
to five straight quarters of declines. One survey respon-
dent commented that “prices of farmland have stayed
surprisingly steady.” Also, lowa had its first year-over-year
increase in farmland values since the third quarter of 2013.
In contrast, Indiana experienced its sharpest year-over-year
decrease (-5 percent) of the current downturn. After
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1. Annual percentage change in Seventh District farmland
cash rental rates adjusted by PCEPI
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Sources: Author’s calculations based on data from Federal Reserve
Bank of Chicago farmland value surveys; and U.S. Bureau of Economic

Analysis, Personal Consumption Expenditures Price Index (PCEPI),
from Haver Analytics.

adjusting for inflation with the Personal Consumption
Expenditures Price Index (PCEPI), District farmland
values were down 2 percent for the first quarter of 2017
relative to the first quarter of 2016. This year-over-year
decline in the real values of District agricultural land was
the 11th in a row (stretching back nearly three years).

There was a slowdown in farmland markets in the
three- to six-month period ending with March 2017 com-
pared with the same period ending with March 2016. Given
12 percent of the survey respondents reported higher de-
mand to purchase farmland and 31 percent reported lower
demand, there seemed to be less interest on the part of
buyers. The supply of farmland for sale was down from a
year earlier as well: There was a decrease in the amount of
farmland for sale during the most recent winter and early
spring relative to a year ago, as 13 percent of the respond-
ing bankers reported more farmland was up for sale in
their areas and 38 percent reported less. Similarly, the num-
ber of farms and acreage sold declined in the winter and
early spring relative to a year ago. Survey participants,
on balance, observed farmers maintaining their share of
farmland acres purchased (relative to that of investors) in
the three- to six-month period ending in March 2017
versus the same period ending in March 2016 (11 percent
noted farmers increased their share and 13 percent noted
farmers decreased their share).

Around 80 percent of District farmland operated by
someone other than the owner was rented out on a cash
basis; 15 percent, on a crop-share basis; 2 percent, on a
bushel basis; and 3 percent, on other terms. Cash rental
rates for agricultural land in the District fell 7 percent for
2017 relative to 2016—somewhat less than the decline seen
a year ago. For 2017, average annual cash rates to lease farm-
land were down 6 percent in Illinois, 8 percent in Indiana,
8 percent in Iowa, 5 percent in Michigan, and 4 percent in

Wisconsin. After being adjusted for inflation using the
PCEPI], District cash rental rates decreased 9 percent from
2016 (see chart 1)—the fourth consecutive negative result
according to this measure (the longest streak of declines
since 1990-94).

The change in the index of inflation-adjusted farm-
land cash rental rates was larger than the change in the
index of inflation-adjusted agricultural land values for
the fourth year in a row (see chart 2). The result was that
2017’s real cash rental rates were 20 percent below their
level in 1981, while real farmland values were still 69 percent
above their 1981 level. In contrast, during the downturn
of the 1980s, real farmland values fell more rapidly than
did real cash rental rates. Given the implication that relatively
weaker demand to own farmland than to lease it existed
back then, the reverse would seem to hold true for the
current situation. Agricultural land values have not fallen
as much as the earnings potential of farmland (represented
by cash rental rates). Compared with prices in March 2016,
corn prices were down 2 percent and soybean prices were
up 13 percent in 2017, according to data from the U.S.
Department of Agriculture (USDA) (see final table on back
page). Real March corn prices have not been this low
since 2006, although real soybean prices were lower in
March 2016. So, for 2017, higher potential returns on
soybean acres led to expectations of a 5.2 percent increase
in soybean acres for the five District states and a 2.8 percent
decrease in corn acres, based on the USDA survey of
planting intentions.

Credit conditions

The District’s agricultural credit conditions slipped in the
first quarter of 2017 relative to the first quarter of 2016.
Falling from its value for the previous quarter, the index of
repayment rates for non-real-estate farm loans was 57 for
the first quarter of 2017, with 1 percent of responding
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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)
2016
Jan-Mar 156 105 32 73.3 4.91 5.01 4.65
Apr-June 126 108 48 72.6 4.89 5.05 457
July-Sept 132 103 48 75.3 4.87 4.95 457
Oct-Dec 114 105 65 75.0 5.03 510 4.7
2017
Jan-Mar 129 101 57 744 513 5.27 4.80

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.

bankers observing higher rates of repayment and 44 percent
observing lower rates. In addition, 45 percent of the sur-
vey respondents noted higher levels of loan renewals and
extensions over the January through March period of 2017
compared with the same period last year, while 2 percent
noted lower levels of them. Credit tightening continued
in the first quarter of 2017; 24 percent of survey respon-
dents indicated that their banks required larger amounts
of collateral for loans during the January through March
period of 2017 relative to the same period of 2016, while
none reported that their banks required smaller amounts.
There was only a small rise (to 6.0 percent, on average)
from a year ago in the share of loans guaranteed by the
Farm Service Agency (FSA) of the USDA in the portfolios
of reporting banks. These FSA guarantees assist banks in
lending to some farm operations that may not otherwise
hold adequate collateral.

Climbing from its value in the previous quarter, the
index of demand for non-real-estate farm loans was 129,
as 41 percent of the reporting bankers noted higher loan
demand compared with a year ago and 12 percent noted
lower demand. At 101, the index of funds availability in-
dicated there was practically no change in funding levels
from a year ago; 10 percent of the survey respondents re-
ported their banks had more funds available to lend and
9 percent reported their banks had less. The average loan-
to-deposit ratio for the District was higher in the first quar-
ter of 2017 than a year ago, yet decreased to 74.4 percent
from 75.0 percent in the fourth quarter of 2016. As of
April 1, 2017, there were increases from the end of the
previous quarter in the average nominal interest rates on
operating loans (to 5.13 percent), agricultural real estate
loans (to 4.80 percent), and feeder cattle loans (to 5.27 percent).
However, after being adjusted for inflation using the PCEPI,
agricultural interest rates actually fell in the first quarter
of 2017 as inflation moved higher: Real interest rates dropped
43 basis points for operating loans, 44 basis points for farm
real estate loans, and 36 basis points for feeder cattle loans.
In real terms, interest rates were last lower in the second

quarter of 2014 for operating and feeder cattle loans and
in the first quarter of 2012 for agricultural real estate loans.

Looking forward

Survey respondents anticipated agricultural land values
to remain stable in the second quarter of 2017: 69 percent
of responding bankers expected farmland values to be
steady, 29 percent expected a decline, and a few lowa bankers
expected an increase. Farm real estate loan volumes were
anticipated to decrease in the second quarter of 2017 rela-
tive to the second quarter of 2016, as 12 percent of survey
respondents predicted higher levels of lending for farm
real estate and 26 percent predicted lower levels.

In contrast, survey respondents projected that the
overall volume of non-real-estate farm loans would increase
during the April through June period of 2017 compared
with the same period of 2016. While responding bankers
forecasted lower volumes for grain storage loans, farm
machinery loans, dairy loans, and feeder cattle loans,
they forecasted higher volumes for operating loans and
FSA-guaranteed loans in the District.

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) March 95 3.4 2 -8

Crops (index, 2011=100) March 87 0.9 6 0

Corn ($ per bu.) March 3.49 15 -2 -8

Hay ($ per ton) March 132 4.8 -3 -16

Soybeans (§ per bu.) March 9.69 -1.7 13 -2

Wheat ($ per bu.) March 4.37 53 -1 -23

Livestock and products (index, 2011=100) March 101 47 1 -14

Barrows & gilts (§ per cwt.) March 53.70 -2.9 6 6

Steers & heifers (§ per cwt.) March 127.00 5.0 -7 =22

Milk ($ per cwt.) March 17.30 -6.5 13 4

Eggs (§ per doz.) March 0.78 25.7 -19 —49

Consumer prices (index, 1982-84=100) March 244 -0.2 2 3

Food March 238 0.5 -1 -1

Production or stocks

Corn stocks (mil. bu.) March 1 8,616 N.A. 10 11

Soybean stocks (mil. bu.) March 1 1,735 N.A. 13 31

Wheat stocks (mil. bu.) March 1 1,655 N.A. 21 45

Beef production (bil. Ib.) March 2.25 16.2 7 16

Pork production (bil. Ib.) March 2.27 141 6 7

Milk production (bil. Ib.)* March 17.5 12.2 2 4

Agricultural exports ($ mil.) March 12,428 10.2 20 2

Corn (mil. bu.) March 267 34.2 56 73

Soybeans (mil. bu.) March 115 -29.3 20 26

Wheat (mil. bu.) March 91 14.0 44 26
Farm machinery (units)

Tractors, 40 HP or more March 6,544 53.3 -2 -4

40 to 100 HP March 4,863 60.8 2 11

100 HP or more March 1,681 35.1 -1 -32

Combines March 300 42.9 11 -9

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.




