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Ag Lending Update: Farm Economy Rebounds Sharply

FEDERAL RESERVE BANK of KaNsas CrTy

i ,rospects for farm income and agricultural credit conditions rebounded

sharply in the fourth quarter of 2020. The average price of corn, soy-
beans and wheat increased more than 20 percent from the previous quarter,
and reached six year highs in December. Livestock prices, while still less than
a year ago, also improved from lows reached earlier in the year. Govern-
ment payments provided broad support through the year and, together with
recent price increases, the near-term outlook for the farm sector improved

dramatically.
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For example, the share of bankers that re-
ported higher income than a year ago was far smaller in Oklahoma and the Mountain States, where
drought conditions intensified and less revenue is attributed to crop production (Chart 2). In fact, about
30 percent of respondents in those states
indicated that incomes were lower than a
year ago, compared with only 8 percent
in all other states.

Chart 2: Farm Income and Drought Conditions
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Chart 3: Tenth District Credit Conditions Agricultural lenders expected farmers to
strengthen their balance sheets and make

capital purchases with incomes larger than
initially expected. About 60 percent of re-
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Much like farm income, borrower liquidity rebounded notably in all states except Oklahoma and the Mountain
States. With improvement in cash flows and incomes, a majority of bankers in the region reported that farm bor-
rower liquidity was higher than a year ago and that they
expected conditions to remain similar in the next quar-
ter (Chart 4). However, a majority of bankers in Oklaho-
ma and the Mountain States indicated that liquidity was
slightly less than the previous year.

Chart 4:Tenth District Farm Borrower Liquidity
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Farmland Values and Interest Rates
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A decrease in interest rates and a modest increase in demand for farmland strengthened farm real estate markets.
Demand for farmland increased, with producers accounting for a slightly higher share of land purchases than the
prior two years (Chart 5). Lower interest rates likely also supported farm real estate markets by reducing financing
costs and making farmland a more attractive investment opportunity. Interest rates continued to decline in the
fourth quarter at a faster pace than the return to farmland ownership, or capitalization rate, suggesting a relatively
greater incentive to own land and generate returns through leasing.

Agricultural real estate markets also were supported by a slightly lower volume of farmland sales in most states.
Compared with a year ago, the volume of farmland sales declined slightly in the region overall and decreased or
remained steady in all states except Nebraska. Fewer sales have limited the supply of farmland on the market and
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Chart 5: Tenth District Farm Real Estate Demand

Share of Farmland Purchased Interest Rates and Capitalization
by Farmers Rates for Farm Real Estate
90 Percent* Percent™ 90 0 Percent Percent
8 Capitalization Rate -
80 1 r 80 i Nonirrigated Cropland**
7 A —Interest Rates on Farm =
70 1 - 70 p Real Estate Loans
60 - - 60
5 | |
50 - 50 4 - L
40 + + 40 3 T T T T T T T T T T T T
2008 2010 2012 2014 2016 2018 2020 2008 2010 2012 2014 2016 2018 2020

*Land purchased by farmers. according to the Tenth District Survey of Agricultural Credit Conditions.
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nonirrigated cropland.

have put upward pressure on prices that
buyers have been willing to pay.

The combination of factors supporting farm
real estate markets led to a notably more
optimistic outlook for farmland values than
in previous years. Less than 15 percent of
bankers expected nonirrigated cropland
values to decline in the next year, while
over 40 percent expected an increase. The
outlook at the end of 2020 was in stark con-
trast to previous years when a similar share
expected values to decline.

Conclusion

Increases in commodity prices at the end of
2020 and robust support from government
payments boosted economic conditions in
the agricultural sector in the fourth quarter.

A majority of bankers in the District indicated
that farm income was higher than a year

ago for the first time in eight years, boosting liquidity and loan repayment capacity, and providing renewed support
for farm real estate. Overall, agricultural conditions in the first quarter of 2021 in the Kansas City Fed region were

poised to remain strong for the first time since 2013.

For more information:
To access the complete Federal Reserve Ag Credit Survey report, see:

https://www.kansascityfed.org/research/indicatorsdata/agcreditsurvey/articles/2021/2-11-2021/farm-economy-rebounds-sharply

Banker Comments from the Tenth District

https://www.kansascityfed.org/research/indicatorsdata/agcreditsurvey/articles/2021/2-11-2021/banker-comments-10th-district-2-11-2021
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