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Interest Rates Rise and Farm Lending Softens
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Growth in farm lending activity at commercial banks was limited in the first quarter of 2023 as interest rates climbed higher.

Growth in farm lending activity at commercial banks was limited in the first quarter of 2023 as interest rates climbed higher.
Alongside additional increases in the federal funds rates, interest rates on farm loans rose sharply. The rapid rise has shifted
the range of rates offered to borrowers upward considerably. Non-real estate farm loan volumes decreased about 10% from the
previous year in the first quarter of 2023, following average growth of 15% in 2022. Lending activity was pushed down by

fewer new loans and smaller-sized operating loans.

The outlook for farm finances remained favorable alongside elevated commodity prices, but higher interest rates, increased
production costs and drought remained key ongoing concerns. Remarkably strong farm income during recent years has
bolstered liquidity for many producers and supported historically strong farm loan performance. The availability of credit at
agricultural banks remained ample and while higher expenses could increase borrowing needs for some operations,

substantially higher interest costs could also put downward pressure on demand for credit.

First Quarter National Survey of Terms of Lending to Farmers

Interest rates on agricultural loans rose alongside further increases in benchmark rates. The average rate charged on all types of
farm loans increased for the fifth consecutive quarter and reached the highest level since 2007 (Chart 1). Rates on both
non-real estate and real estate loans have risen quickly and were nearly 4.5 and 3.5 percentage points higher than the end of

2021, respectively.
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Chart 1: Average Interest Rates by Loan Type
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The range of interest rates available to borrowers has also shifted rapidly. In contrast to the average over the past two decades,

three fourths of new loans in the first quarter had an interest rate above 7% (Chart 2). In comparison, more than half of farm

loans had rates below 5% on average from 2011 through 2020.
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Chart 2: Distribution of Interest Rates on Farm Loans
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Asinterest rates increased, non-real estate farm lending at commercial banks declined in the first quarter of 2023 according to
the Survey of Terms of Lending to Farmers. The volume of non-real estate farm loans decreased about 10% in the first quarter
and most of the decline was attributed to operating loans (Chart 3). While costs for farmers remained elevated, the price of
some key inputs such as fertilizer and fuel were notably lower than a year ago and likely reduced credit needs for some

producers.
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Chart 3: Volume of Non-Real Estate Farm Loans
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Sources: Survey of Terms of Lending to Farmers and Federal Reserve Bank of Kanszas City

A fewer number of loans and a lower average size reduced lending for operating expenses. The average size of operating loans

decreased from a year ago and was near the recent average while the number of loans remained at a historic low (Chart 4). The

softening in lending activity kept total operating loan volumes about 15% below the average over the past decade.
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Chart 4: Farm Operating Loans

Number and Average Loan Size, Q1

Index (2010=100)

160

150 -
2010-2020

140 1 Average

130 - !

120 -

110 -

100

90 -

80 - —Number

—Average Size (2023 §)

70
=T o I T TP =T a - = T~ B o
L T T e e T e T T T T T e T . IO . O . O |
[ — I — N — I — T — I — I — T — I — I — I — I — ]
Lae T o IO o IO o B o O o I o B o IO o o IO o IO o O ol I o |

Sources: Survey of Terms of Lending to Farmers and Federal Reserve Bank of Kansas Ciry

90

80

70

60

50

40

30

20

Billion dollars, 2023 S

Volume

2010-2020

Average

._,,.-!l

Four-quarter moving average

2010

2011

20127

20137

Data and InformationNational Survey of Terms of Lending to Farmers Historical Data

National Survey of Terms of Lending to Farmers Tables
About the National Survey of Terms of Lending to Farmers

Interest Rates Rise and Farm Lending Softens

https:/ /www.kansascityfed.org/agriculture/agfinance-updates/interest-rates-rise-and-farm-lending-soft

ens/

2014 7

20157

2016 7

2017

2018 7

2019 7
2020 7
20217
2022 7

2023


https://www.kansascityfed.org/agriculture/agfinance-updates/interest-rates-rise-and-farm-lending-softens/
https://www.kansascityfed.org/agriculture/agfinance-updates/interest-rates-rise-and-farm-lending-softens/
https://www.kansascityfed.org/documents/NationalSurveyofTermsofLending_HistoricalDataQ12026.xlsx
https://www.kansascityfed.org/documents/NationalSurveyofTermsofLendingTablesQ12026.xlsx
https://www.kansascityfed.org/documents/about_survey_terms_lending_to_farmers_updated.txt

Authors

Nate Kauffman

Senior Vice President, Economist, and Omaha
Branch Executive; Executive Director of the Center
for Agriculture and the Economy

Nate Kauffman is Senior Vice President and Omaha Branch Executive at the
Federal Reserve Bank of Kansas City. In his role as the Kansas City Fed's
lead economist and representative in the state of Nebraska, Nate provides
strategic direction and oversight for the Omaha Branch, regional research,
and economic outreach throughout the state. He serves as a local
connection to the nation’s central bank and is responsible for briefing the
Kansas City Fed's president - a member of the Federal Open Market
Committee - on regional economic and business activity.In addition, Nate
serves as Executive Director of the Bank's Center for Agriculture and the
Economy. He is a leading voice on the agricultural economy throughout the
seven states of the Tenth Federal Reserve District and the broader Federal
Reserve System. Nate oversees several Bank and Federal Reserve efforts to
track agricultural economic and financial conditions. He also speaks
regularly on the agricultural economy to industry audiences and the news
media, including providing testimonies at both U.S. Senate and U.S. House
Agriculture Committee hearings.Nate joined the Federal Reserve in 2012.
He received his Ph.D. in economics from lowa State University. Prior to
receiving his Ph.D., Nate spent three years in Bosnia and Herzegovina
coordinating agricultural economic development projects.Nate lives in
Omaha with his wife and four children.

Ty Kreitman
Associate Economist

Ty Kreitman is an associate economist in the Regional Affairs Department
at the Omaha Branch of the Federal Reserve Bank of Kansas City. In this
role, he primarily supports the Federal Reserve Bank of Kansas City and
the Federal Reserve System efforts surrounding agricultural economics
research, analysis and outreach. His responsibilities include co-authoring
the Tenth District Survey of Agricultural Credit Conditions and Agricultural
Finance Updates.Ty joined the Bank in 2015 as an assistant bank examiner
in the Examinations & Inspections Department at the Omaha Branch and
transferred to his current position in 2018. He holds a B.A. degree in
Economics and Finance from the University of Nebraska-Lincoln and a M.A.
degree in Financial Economics from Youngstown State University.

Interest Rates Rise and Farm Lending Softens
https:/ /www.kansascityfed.org/agriculture/agfinance-updates/interest-rates-rise-and-farm-lending-soft

ens/


https://www.kansascityfed.org/agriculture/agfinance-updates/interest-rates-rise-and-farm-lending-softens/
https://www.kansascityfed.org/agriculture/agfinance-updates/interest-rates-rise-and-farm-lending-softens/

