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Agricultural credit conditions in the Tenth District continued to deteriorate at a gradual pace in the third quarter.

Agricultural credit conditions in the Tenth District continued to deteriorate at a gradual pace in the third quarter. According
to responses from the Survey of Agricultural Credit Conditions, farm income in the region was sharply lower, loan repayment
was slightly slower and problem loan rates grew slightly. Loan demand increased as working capital declined and lenders
reported an increase in asset liquidation. Despite the moderation in credit conditions and interest rates remaining at

multi-decade highs, farm real estate values remained firm.

The outlook for the farm sector nearing the end of 2024 remained subdued alongside weak crop prices. Farm income and
credit conditions continued to weaken more in areas most concentrated in crop production while the strength of cattle prices
provided some support to other portions of the region. The considerable reduction in profits for crop producers has weakened
farm balance sheets, increased demand for financing and could put further pressure on agricultural credit conditions in the

months ahead.

Section 1: Farm Finances and Credit Conditions

The pace of decline in farm income intensified as crop prices remained weak. About 60% of respondents reported that farm
income was lower than a year ago and only 10% reported an increase, which was the lowest share since 2020 (Chart 1). Despite

strong cattle prices, incomes in the region have contracted alongside sharply lower crop prices.
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Chart 1: Tenth District Farm Income
and U.S. Commodity Prices
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*Bankers responded to each item by indicatng whether conditions dunng the current quarter were higher than, lower than or the same as in the year-earlier peniod.
The index murbers are computed by aiblracting the percentage of bankers who mspondad "lower™ from the perosntgs who respondsd “hughes® and adding 100,
=*Crop pnces index i5 caloulated as the average of individual indsces for spot pnices of com, soybeans and wheat.

Sources: Wall Straer Journal and Haver Analyvics

Farm incomes were comparably weaker in areas more concentrated in crop production. According to respondents, incomes
weakened the most in Kansas, Missouri and Nebraska (Chart 2). In Oklahoma, conditions were largely stable, with 30% of

lenders reporting incomes that were lower than a year ago and another 30% reporting that incomes were higher.
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Chart 2: Farm Income by State
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*Bankers respondad to each item by indicating whether conditions dunng the current quanter were higher than, lewer than or the sarme 35 in the vear-sariier penod.
The index numbers are computed by subtracting the percentage of bankers who mesponded. "lower” from the percen@ge who responded “higher” and adding 100,
=*Mountin States incduds Colorado, northern New Mexico and Wyoming, which are prouped becauss of limited survey responses Fom sach st

As farm finances softened further, the pace of decline in loan repayment rates picked up gradually. About 25% of respondents

reported that farm loan repayment rates were lower than a year ago and less than 5% reported an increase (Chart 3). Looking

ahead to the next three months, nearly 40% expected rates of repayment to decline.
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Chart 3: Tenth District Farm Loan Repayment Rates
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*Bankers responded to each item by indicating whether conditions during the current quarter were higher than, lower than or the same as in the vear-eariier period.
The index numbers are computed by subtracting the percentage of bankers who responded "lower” from the percentage who responded "higher™ and adding 100.

Deterioration in repayment was expected to be particularly notable for crop operations in the coming months. Respondents
anticipated a considerable deterioration in repayment rates for corn, soybean and wheat producers but expected conditions for
ranchers and feedlots to improve (Chart 4). For lenders with hog and dairy customers, loan repayment was expected to decline

slightly in the coming months.
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Chart 4: Expected Change in Loan Repayment Rates by
Operation Type, Q3
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*Bankers responded by indicating whether conditions during the next quarter were sxpected to be higher than, lower than or the sme a8 in the vear-saclier period. The
index numbers ase computed by subtracting the percentage of bankers who responded "lower” from the percentage who responded “higher™ and adding 100.
Note: Respondents wers askad the following question: For the following farmm operations, how are 10an repaviment rates sxpected to change over the next thres months?

Alongside tighter repayment capacity, loan quality weakened slightly across the region. On average, about 6% and 3% of
responding banks’ loan portfolios were on the watch and classified lists, respectively (Chart 5). Lenders in nearly all states

reported a slight increase in problem loan rates following historically strong loan quality in recent years.
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Chart 5: Problem Loan Rates, Q3
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Nate: Respondents wers asked o indicate the percentge of their bank’s farm loan pentfolio cerrendy on the “Watch™ and “Classifisd” lists.

*For purposes of this article, 2 “Watch List” loanis interpreted as a qualifying credit but is being dosely monitored for potential problems (deterioration in
bormower finandal conditions, management changes, etc.), A “Classified List” loanis a loan with a defined weakness (nadequate dabt sarvice, insolvent
collateral posifion, etc ) that requires speafic documentation and potential bank reserve adjustments.

** Mountain States include Colorado, northern New Mexico and Wyoming, which are grouped because of limited survev responses from each sate,

Assetliquidation also increased notably from recent years. About 60% of responding banks reported that at least a fraction of
farm borrowers planned to sell assets in the coming months to improve working capital or make loan payments (Chart 6).

About a fifth of respondents reported that more than 10% of borrowers had liquidation plans.
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Chart 6: Share of Borrowers Planning to
Sell Mid-to Long-Term Assets, Q3
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Note: Respondents were asked the following question: What percent of farm borrowers plan to sell mid-to-long term assets before the end of the vearin an
effort to improve avalable workang capital or make loan payments?

Section 2: Interest Rates, Lending Activity and Farmland Values

Interest rates on farm loans inched lower alongside recent cuts in benchmark interest rates. Lenders reported a modest 15 basis
point decrease in average interest rates for ag loans, following two quarters of virtually no change (Chart 7). The spread between

rates on operating loans and farm real estate reached 81 basis point, about twice as high as the average observed after 2010.
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Chart 7: Average Tenth District Interest Rates
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Despite fewer opportunities for profits in the crop sector, agricultural real estate values held firm. The value of nonirrigated
cropland was 5% higher than one year ago in the third quarter (chart 8). Irrigated cropland and ranchland values also increased
from a year ago but at a more modest pace of 0.3% and 1.6%, respectively. Cash rents on irrigated and nonirrigated cropland

were nearly unchanged from a year ago, while rents on ranchland increased about 4% and have been more volatile in recent

periods.
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Chart 8: Tenth District Farmland Values and Cash Rents
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*Percent changes are calculated using responses only from thos: banks reportmg in both the past and the current quartsrs.

Farm loan demand remained high, while fund availability continued to moderate. A higher share of lenders reported an

increase in demand for non-real estate ag loans from a year ago, and an even higher share expected growth in demand for loans

in the coming months (Chart 9). While more respondents reported a decline than an increase in fund availability, expectations

for the coming months were more balanced.
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Chart 9: Tenth District Loan Demand
and Fund Availability
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*Bankers responded to each item by indicating whether conditions dunng the corrent quarter were higher than, lower than or the same as in the vear-earlier pertod.
The index numbers are comparted by subtracting the percentage of bankers who responded “lower™ from the percentage who respondsd "higher” and adding 100,

Competition for deposits also remained high but less fierce than a year ago. More than 60% of respondents reported higher
competition for deposits this year, down from the more than 80% in 2023 (Chart 10). Almost 75% of banks in Western
Missouri indicated stronger competition for deposits, the highest among the states in the region, while a little more than half

of contacts in the Mountain States and Oklahoma indicated more competition for deposits.
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Chart 10: Share of Respondents Reporting Higher
Competition For Deposits, Q3
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Note: Respondents were asked the following question: What changes occurred in competition for deposits in vour business area in the previous three
meonths compared with the same months a vear ago?
*Mountain States incude Colorade, northern New Mexico and Wyoming, which are grouped because of limited survey responses from each state,

Banker Comments Q4 2023

“Input cost are too high to make the low grain prices profitable and dry weather has significantly impacted the ranchers and

farmers also.”- Colorado

“Current grain prices are putting continued pressure on margins and most farmers have recognized the lack of profitability

and have pulled back spending.” - Kansas

“Low commodity prices have driven demand for short term assets down, especially when combined with high interest rates.

But we are seeing customers with good size cattle herds doing well.”- Kansas

“Lower crop prices & increased family living expense have put pressure on farming operations.”- Kansas

“Low commodity prices have producers concerned about zeroing their lines of credit. Some are seeking off-farm jobs to assist

with higher insurance costs and living expenses and cash reserves are running on fumes for farmers and non-farmers.”-
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Missouri

“Inflation continues to impact farmers, businesses and consumers in our area.”- Missouri

“High calf prices are having a positive impact on cow/calf operations but are limiting the numbers of local feedlots willing to

purchase the cattle to put on feed.”- Nebraska

“Summer farm inspections almost all indicated deterioration of working capital with almost no exceptions.”- Nebraska

“Lower prices for corn and soybeans will hurt farm incomes, however, harvest is underway with very good yields to help offset

lower prices.”- Nebraska

“Cashflow and repayment are expected to be down due to the price of corn.”- Oklahoma

“If interest rates begin to go down, it should alleviate this stress borrowers had from the rapid increase we had.”- Oklahoma

A total of 135 banks responded to the Third Quarter Survey of Agricultural Credit Conditions in the Tenth Federal Reserve District—an
area that includes Colorado, Kansas, Nebraska, Oklahoma, Wyoming, the northern half of New Mexico and the western third of

Missouri. Please refer questions to Francisco Scott, economist or Ty Kreitman, associate economist at 1-800-333-1040.

Data: Credit Conditions | Fixed Interest Rates | Variable Interest Rates | Land Values
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