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Strong Farm Economy  
Supports Ag Credit Conditions

longside a sharp turnaround in agricultural economic conditions 
and lasting support from government programs related to pan-

demic relief, farm income and loan repayment rates both increased from a 
year ago at the fastest pace on record. The improvement in farm finances 
eased credit issues and contributed to softer demand for farm loans. With support from a strong farm 
economy and historically low interest rates, farm real estate values rose 10 percent from a year ago, 
which was the largest increase since 2013.
   The outlook for profit opportunities in 2021 remained strong for most agricultural producers as 
commodity prices remained well above recent years. Conditions in the cattle industry remained some-
what weaker, however, and drought continued to hinder conditions for farmers and ranchers in some 
areas of the District. Nearly all banks reported that production expenses for both crop and livestock 
producers increased and cash rental rates in the District also increased, which could pressure margins 
going forward. Despite potential headwinds, bankers indicated they expected improvement in farm 
income and credit conditions to continue in the months ahead.

Farm Finances and Credit Conditions
Strong prices for key agricultural commodities brought additional support to farm income in 
the Tenth District in the second quarter. Alongside multi-year highs in farm commodity prices, 
about 80 percent of bankers surveyed in June reported that farm income was higher than the 
previous year (Figure 1). Bankers’ optimism about farm income was greater than the previous 
quarter and corresponded with the strongest year-over-year turnaround in farm income since 
the survey began collecting that information in 2002.
   Farm capital spending also continued 
to increase with higher incomes. More 
than half of survey respondents re-
ported capital spending was higher 
than a year ago among farm bor-
rowers, matching the survey record 
(Figure 2). The share reporting an 
increase was slightly higher than the 
previous quarter in all states except 
the Mountain States of Colorado, Wy-
oming and New Mexico, and remained 
well above the average of recent 
years.
   Production expenses also increased 
alongside higher commodity prices 
and increases in spending. A large 
majority of bankers reported that 
planned expenses for both crop and 
livestock producers increased relative 
to a year ago. Increased costs were slightly more prevalent for crop farmers in nearly all states 
but, on average, 80 percent of all lenders indicated that expenses for all producers were at least 
modestly higher than a year ago.
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Figure 1. Tenth District Farm Income and Commodity Prices.
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   Despite the rise in expenses, opportunities 
for profit remained significantly improved from 
recent years and continued to promote easing 
of agricultural credit stress. Similar to farm in-
come, loan repayment rates increased from the 
previous year at the fastest pace on record while 
renewal and extension activity continued to de-
cline. Dropping considerably from recent years, 
bankers also reported that only 15 percent of 
farm loans had repayment problems, including 
just 5 percent with major or severe issues.
   Alongside better prospects for farm finances, 
demand for farm loans continued to soften and 
bank liquidity remained ample. Throughout the 
District, farm loan demand declined at a quicker 
rate than the previous quarter while the avail-
ability of funds increased at a faster pace. With 

lower demand for agricultural lending, deposits also increased from a year ago at most banks.

Interest Rates and Bank Financial Performance
In addition to improved income and credit conditions, interest rates on farm loans declined further. 
Throughout the District, both fixed and variable rates on all loan types decreased slightly from the previous 
quarter and reached all-time lows. In contrast to recent increases in costs of some inputs, low interest rates 
have limited interest expenses for many producers.
   The slight decline in interest rates over the quarter was consistent across nearly all states in the District. 
The average fixed and variable rate on both farm real estate and operating loans was slightly less than the 
previous quarter in all states except Nebraska. The average rate for both types of loans also remained at 
least 80 basis points less than the average from 2015 to 2019 in all states.
   The combination of low demand for farm loans and historically low interest rates has contributed to 
compressed interest margins for many agricultural lenders, but several factors have provided support to 
banks’ financial performance. Returns for commercial agricultural banks improved markedly from the end 
of 2020, and the most common source of support cited by respondents was the Small Business Administra-
tion Paycheck Protection Program (PPP). Stronger financial conditions for borrowers, demand for non-agri-
cultural loans and improved liquidity were the next most common sources of support.

Farmland Values and Cash Rents
Historically low interest rates and strength in 
the agricultural economy continued to support 
farm real estate values. The value of all types of 
land throughout the District was about 10 per-
cent higher than a year ago, the largest increase 
since 2013 (Figure 3). As of the second quar-
ter, non-irrigated farmland values were about 
14 percent higher than the beginning of 2019, 
offsetting the decline of about 12 percent from 
2014 to 2018.
   Cash rents on all types of land also increased, 
but at a slightly slower pace than farmland val-
ues. Cash rents on non-irrigated and irrigated 
cropland rose about 7 percent from last year, 
while rents for ranchland increased slightly less 
than 1 percent. Similar to land values, the in-
crease in cash rents for non-irrigated and irrigated farmland was the largest since 2013.
   Increases in non-irrigated farmland values outpaced increases in cash rents in most states and bankers 
expected a similar trend in coming months. The annual percent change in the value of non-irrigated land 
was slightly higher than the change in cash rents in nearly all states. Similarly, a smaller share of banks 
indicated they expected increases in cash rents than land values in the next three months in most states.

For more information:
To access the complete Federal Reserve Agriculture Ag Credit Survey report, see: https://www.kansascityfed.org/agriculture/ag-credit-survey/

Figure 2. Share of Banks Reporting Higher Farm Capital Spending.

Figure 3. Farm Real Estate Values in the Tenth District.


