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Implications of persistent high
interest rates for ag producers in 2024

gn each of the last two years, RightRisk News has discussed the implications of rising and/or
high interest rates on farm decisions (May 2022 and April 2023). As we progress through
2024, the agricultural sector faces significant economic pressures from persistently high borrowing
costs.
In the crop sector, smaller cash buffers
and the need to preserve working
capital due to tightening profit margins
resulting from lower crop prices and
higher input costs contributed to an
increase in farm operating loan activity
in the first quarter of 2024 (Kansas City
Federal Reserve). Farm machinery and
equipment costs also rose considerably
in the last few years. As a result, loans
to purchase such equipment are larger
and the higher interest rates only *% 2004 2005 2005 2007 2008 2008 2010 2001 2012 2015 201 2005 2086 2017 2018 2019 2020 2021 2022 2023 2026
complicate the purchase decisions even gt Varae neret Rates:Operaig Luars =—Agrcutural et s el st ovns
Source: https://www.kansascityfed.org/agriculture/ag-credit-survey/.
further. Farmers may find themselves - e area of the tentn Federal Reserve disrit includes Colorado, kansas, Nebraska, Okiahom,
prioritizing essential investments in Wyoming, the northern half of New Mexico, and the western third of Missouri.
equipment and postponing or scaling back on machinery upgrade and expansion plans.
Furthermore, in the cattle industry, herd liquidation of
the last three years due to drought conditions has resulted in
high cattle prices coupled with recoveryin pasture conditions
and a desire to rebuild the beef cow herd. Likewise, as with
the machinery and equipment situation for crop producers,
a high price tag coupled with high financing rates will likely
prolong the rebuilding task for many producers.

Figure 1: Average Interest Rates on Agricultural Loans in the Tenth Federal Reserve District*.
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Historical Perspectives

A low interest rate environment persisted for the better part
of fourteen years from early 2008 through early 2022 with
interest rates ranging from 7 percent down to 4.5 percent.
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https://rightrisk.org/news/2022/05/25/rightrisk-news-may-2022/
https://rightrisk.org/news/2023/04/19/rightrisk-news-april-2023/

The Federal Reserve began increasing interest
rates two years ago to combat high inflation.
Figure 1 shows the average interest rates paid by
agricultural producers over 20 years from the
beginning of 2004 through the first quarter of §
2024 in the Tenth District of the Federal Reserve *
Bank. Variable interest rates on operating loans
topped out above 9 percent from mid-2006
through mid-2007. That was followed by the
subprime mortgage crisis which led to the 2008
stock market and housing market crashes. The Federal Reserve reacted to the subsequent Great
Recession with unprecedented full percentage point slashes to interest rates to stimulate the economy.

Recent increases in interest rates are dramatic from an historical perspective--the result of a
combination of the current high rates and the historical lows which we came from only a couple of
years ago. Is this type of interest rate volatility common? The short answer is no, but it has certainly
grabbed people’s attention.

What the next year holds for interest rates will largely be determined by what happens in the general
economy. The Federal Reserve’s target inflation rate is 2 percent. The annual inflation rate in April
2022 was 8.3 percent and it peaked at 9.1 percent in June 2022. The Federal Reserve responded by
increasing interest rates to get inflation under control. That has worked for the most part with the
current inflation rate hovering in the mid-three percent range. However, the persistence in that
hovering has frustrated many and resulted in interest rates remaining high to continue the effort to
lower inflation to target rate. A soft landing would be nice but at this point there is a lot that remains
unknown.

Are Interest Rates the Real Problem?

As the preceding discussion suggests, high interest rates cause problems, but are they the problem?
Most business owners desire stability allowing them to earn a competitive advantage through hard
work and ingenuity. What agricultural producers, in particular, have seen over the last four years
is a lot of instability. The aforementioned drought negatively affected production. The COVID-19
pandemic interrupted marketing
channels and supply chains. Government
policy reactions over a period of several
months drove up the money supply.
The result was inflation that we are still
dealing with today. Higher costs are the
real culprit producers need to stay on top

Figure 2: Interest expense as a percentage of total farm production expense — United States
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Figure 2 shows the latest data for farm interest expense as a percentage of total farm production
expenses. One can see that since 2012, interest expense as a percentage of total production expenditures
have stayed in the range of two to three percent. In the eight years prior to that it remained consistently
well above three percent. More importantly, we see in 2022 it dropped to two percent even as interest
rates were rising considerably. This speaks to the offset of increasing production costs that hit hard
in 2022. Data is not yet available for the 2023 calendar year but logic and forecasts indicate this ratio
of interest expense to total production expense will increase in 2023. However, looking at the past
twenty years, it is unlikely that it will spike to anything out of the ordinary.

Summary and Conclusions

Strong cash flow is still king. Liquidity in the agricultural sector has been strong in recent years but
increases in production costs combined with lower revenue projections may leave some producers
with tough decisions to make in 2024-25. Producers who are holding cash reserves in high yielding
short-term investments are likely in good shape.

Operators who rely on short-term financing at variable interest rates to cover a majority of their
operating expenses are bearing the brunt of the impact of high interest rates. For those producers,
now is the time to focus on controlling expenses, as short-term debt can easily turn into long-term
problems. In periods of high interest rates, credit-type solutions are rarely the best option to address
liquidity problems. Interest rates are largely a risk that is out of the control of the individual borrower
but interest expenses are a risk they can control with good business decisions keeping input costs
under control and limiting capital purchases to those with high return on investment.
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~OTHER RIGHTRISK NEWS ~

NEWS RELEASE - APRIL 18 | RIGHTRISK
Federal Reserve Beige Book Summary on the Ag Sector

OVERALL ECONOMIC activity expanded slightly, on balance, since late February. Ten
out of twelve Districts experienced either slight or modest economic growth—up from eight
in the previous report, while the other two reported no changes in activity. The economic
outlook among contacts was cautiously optimistic, on balance . . .

For more see: RightRisk.org\News
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HIGHLIGHTED COURSE:

EVALUATING RISK STRATEGIES

Not all uncertainty is created equal. Risk might be described as a case where the uncertainty
matters; if the outcome did not matter there would be no risk. Strategies for managing risk
or the consequences of a negative event, vary by source of risk and level of protection al-
ready in place. Making decisions about strategy are the process by which the strategy is im-
plemented. The free Evaluating Risk Strategies course offers an: Introduction to Risk, Risk
Management Strategies, and Evaluating Strategies along with recorded presentation, application examples, an ebook and much more.

To access the publication, see: RightRisk.org > Courses > Evaluating Risk Strategies
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