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Farm debt continues to rise, but delinquencies remain low
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Farm operating debt at commercial banks continued to increase at a rapid pace through mid-year.

Farm operating debt at commercial banks continued to increase at a rapid pace through mid-year. According to quarterly call
reports, outstanding non-real estate farm debt at commercial banks grew about 10% from a year ago during the second quarter.
The rise was even more substantial at agricultural banks where debt balances have rebounded to longer-term trends. A
moderation in the agricultural economy and lower farm sector liquidity has spurred higher financing needs and credit
conditions have also shown signs of tightening. However, despite inching slightly higher, delinquency rates on farm loans

remained limited through mid-year.

Second Quarter Commercial Bank Call Report Data

Growth in farm production loans stayed strong through mid-year as the agricultural economy continued to soften. The
outstanding balance of real estate and non-real estate (operating) loans at commercial banks increased about 2% and 10% from
ayear ago, respectively (Chart 1). The rapid increase in non-real estate debt pushed balances nearer to, but still below the
historical trend after adjusting for inflation. Growth in real estate debt, however, has remained subdued following a

substantial retraction in 2021.
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Chart 1: Farm Debt Outstanding at Commercial Banks

Change 1n Debt Outstanding Balance of Debt Outstanding, Q2
Percent change from previous yvear Billion 2024%
16 130 =T 130
120 ~ - 120
110 A - 110
100 A - 100
90 - 90
80 1 . g - 80
70 A L.

: 1 Towml i : ——Real Estate

-8 1 ===mReal Estate - - § L

10 4 X L 10 oL —Non-Real Estate o0

- ==Non-Real Estate -

'12 '11 '5{' T T T T T T T T T T T T 5{'
= B - - T — T B = - — T B 4 gg*ggﬁz:gﬁﬁn;
gE2gg8egszss=z=z22¢2 EEEE=E2==z=z==22¢&

Lae I o T o O o IO o IO o R o o I o BN o B o N o I o | Can B o I o O o B o IO O o O o o I o T o O B o |

Sources: Reports of Condition and Income and Federal Reserve Board of Governors

The increase in farm debt was notably more pronounced among agricultural banks. The outstanding balance of real estate and
non-real estate (operating) loans at commercial agricultural banks increased roughly 6% and 15% from a year ago, respectively

(Chart 2). For those lenders, real estate and non-real estate debt balances were near the long-term trend.
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Chart 2: Farm Debt Outstanding at Agricultural Banks

Change in Debt Outstanding Balance of Debt Outstanding, Q2
Percent change from previous year Billion 2024S
22 22 50
20 - 20
18 - 18 - 45
16 - 16 i
14 - 14 40
12 12 L 35
10 - 10
8 - 8 - 30
6 - 6
- 25
4 L 4 25
2 -2 - 20
0 0
22 - -2 - 15
-4 — - -4 —Real Estate
6 Total [ & L 10
8 - ==Real Estate L 8 5 i —=Non-Real Estate 5
-10 - ==Non-Real Estate - -10
'11 '11 {I T T T T T T T T T T T T ']'
FE T EEEEE LR gayumsavessax
8 g 8 g 8 — N — I — I — g E g L=~ g 3 g S Qo o o o o
Lo B o O o B o IO o TR o O o Do O o O o' I o I o BN o 1 =1 =~ &1 &1 &~15 =@ &1 & &= &85 &8 &~
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agricultural banks from Q2 2024 in every quares.
Sources: Repons of Condition and Income and Federal Reserve Board of Governors

Liquidity for agricultural lenders has tightened alongside recent loan growth. The loan-to-deposit ratio among farm lenders
increased to the highest level since 2020 (Chart 3). Agricultural bank liquidity has declined from record levels alongside strong
loan growth and elevated competition for deposits that hasled to increased use of alternative sources of funding at community

banks.
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Chart 3: Liquidity at Agricultural Banks
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Note: Agricultural Banks are defined as banks with total agricnltural loans comprising at least 2 5% of total loans.
Source: Reports of Condition and Income and Federal Reserve Board of Governors

Capital levels at agricultural banks improved slightly alongside steady earnings. The tier 1 leverage capital ratios increased
modestly from the previous quarter, remaining solid but below the 10-year average (Chart 4, left panel). The net interest

margin and return on assets at agricultural banks was mostly unchanged over the quarter as elevated funding costs kept

margins tight (Chart 4, right panel).
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Chart 4: Capital and Earnings at Agricultural Banks
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Note: Agricultural Banks are defined as banks with total agricultural loans comprising at least 23% of total loans.

Source: Reports of Condition and Income and Federal Reserve Boand of Governors

Credit conditions have tightened along with farm finances in recent months, but loan delinquency rates remained low. About
1% of real estate and non-real estate farm loans were past due at least 30 days in the second quarter, a slight increase from
record low levels a year ago (Chart 5, left panel). Roughly half of the increase was attributed to newly delinquent loans past due

30 to 89 days (Chart 5, right panel).
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Chart 5: Farm Loan Delinquency Rates at
Commercial Banks, Q2
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Sources: Reports of Condition and Income and F ederd Reserve Board of Governors.
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