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Loan Volumes Continue Rising as Lower Farm Incomes Persist
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April 21,2015

Loan volumes for almost all farming purposes rose at commercial banks, as many producers contended with tighter profit
margins. Persistently low crop prices and elevated input costs continued to increase farmers’ short-term financing needs.
High prices for feeder cattle further boosted loan volumes in the livestock sector. Agricultural input costs were expected to
decline in 2015, but cash receipts were expected to drop further, keeping profit margins tight for many producers.

Conclusion

As profit margins on farms tightened, producers borrowed more and reduced capital spending in late 2014 and early 2015.
However, farm income has yet to fall below long-term historical averages, and recent data have shown only minimal declines
in credit conditions. Relatively strong credit conditions have been partially supported by extraordinary profits among crop
producers the last several years and, more recently, record profits for cow/calf producers. If the declining trend in farm income

persists, however, agricultural credit conditions could weaken more noticeably in the future.

Commercial bank call report data showed that farm sector lending at commercial banks has, in fact, continued to rise and
profitability at both agricultural and other small banks has remained relatively strong. In the fourth quarter of 2014, farm
debt outstanding at commercial banks grew 8.3 percent from 2013 (Chart 11). Loan growth was driven by a 6.8 percent
increase in the volume of loans secured by farm real estate and a 9.9 percent increase in the volume of loans to finance
agricultural production. At the same time, the percentage of nonperforming farm loans and net charge-offs declined.
Improved farm sector loan performance supported a slight rise in profits at agricultural banks. At the end of the fourth
quarter, the return on assets at banks with an above-average share of loans made to the agricultural sector rose from 1.09

percentin 2013 to 1.13 percent in 2014 (Chart 12).
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Depressed farm incomes have begun to put downward pressure on farmland values, particularly in areas devoted to crop
production. Farmland values declined in states throughout the Corn Belt due to lower crop prices, while values rose in states
relatively more dependent on cattle, oil and natural gas production (Map). In the Dallas Federal Reserve District for example,
farmland values strengthened for all types of farmland, while dryland and irrigated farmland values declined or increased at a
slower rate in the Minneapolis and Kansas City Districts. Ranchland values continued to climb in all districts, as feeder cattle
prices supported strong profit margins for cow/calf operations. As demand remained high and supply became more limited for
good-quality land, the range of prices between good and marginal land also increased. A majority of survey respondents,

however, expected farmland values to remain steady or decline in 2015.

Livestock loan volumes increased in the first quarter of 2015 as profit margins in the cattle sector reacted to another quarter of
strong prices for feeder cattle. Profit margins tightened for feedlot operators, while cow/calf producers experienced better
margins due to high cattle prices and low feed costs. Lending for feeder livestock increased more than 20 percent as producers
rebuilt their herds and feedlot operators dealt with increasing costs (Chart 5). Following several years of herd liquidation, in
2014, cattle operations switched from liquidation to expansion and the U.S. cattle herd grew by 2.1 percent. As cattle
inventories rebounded slightly, feeder cattle prices softened in the first quarter of 2015 but remained historically high. High

feeder cattle prices continued to sustain livestock loan volumes but could moderate.

In the hog sector, loan volumes rose as declining hog prices resulted in reduced profit margins. The drop in hog prices over the
last two quarters was primarily the result of a growing U.S. hog herd. Hog inventories began rebounding in the second half of
2014, following massive reductions during the porcine epidemic diarrhea virus outbreak (Chart 6). Since June 2014, hog prices
have dropped 40 percent, causing hog producers to depend more on lending to maintain inventories and cover operating

expenses.

Although farm sector lending has continued to rise, the share of farm loans made with fixed interest rates increased notably in
the first quarter of 2015. Between the first quarters of 2013 and 2015, the share of all non-real estate farm loans with fixed
interest rates rose from 26 percent to 40 percent, respectively (Chart 7). This shift from floating to fixed interest rates was most
pronounced for livestock loans, excluding feeder livestock, and farm machinery and equipment loans (Chart 8). Interest rates
on non-real estate farm loans increased modestly in the first quarter of 2015, after declining steadily since 2007, and this

uptick could have prompted more farmers to further “lock-in” at historically low rates.
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Section A - First Quarter National Farm Loan Data

Agricultural lending continued to grow in the first quarter of 2015. The national Survey of Terms of Bank Lending to Farmers,
conducted during the first full week of February, indicated the total volume of non-real estate farm loans was $8.1 billion more
than in the same period in 2014 (Chart 1). Overall growth in loan volume was driven by increased borrowing for current
operating expenses and livestock purchases. Current operating loan volumes grew for the third year in a row following several
quarters of depressed crop prices (Charts 2 and 3). Demand for operating loans could remain elevated as futures markets for fall

crops show prices are expected to remain low due to the possibility of another record harvest.

The USDA projected plantings report showed soybean acreage could rise to record levels in 2015. Corn acreage was expected to
decline for the third consecutive year, but the corn crop was still projected to be the third largest in history. Asin 2014, large
corn and soybean harvests could keep crop prices comparatively low, which would further weaken cash receipts for fall crops
(Chart 4). This year, input costs were expected to decline less than crop cash receipts, which could put additional downward

pressure on farm income and further increase the need for financing to cover expenses.

Section B - Fourth Quarter Call Report Data

Despite declines in farm income over the last several quarters, delinquency rates on both farm real estate and non-real estate
loans declined in late 2014 (Chart 9). Although incomes have dropped substantially from recent highs, they were not yet
expected to fall below the average of the past 40 years (Chart 10). In addition, extremely low incomes (i.e., 50 percent below the
long-run average) have not been observed since 1983 and, in the four years prior to 2015, incomes were extraordinarily high.
Multiple years of historically high incomes helped strengthen balance sheets and better prepare producers for the effects of
declining prices seen more recently. As a result of borrowers’ strong financial positions, credit conditions have remained solid,

even as debt in the farm sector has increased.

Section C - Fourth Quarter Regional Agricultural Data

Although loan delinquency rates remain low, Federal Reserve District agricultural survey data showed slight deteriorations in
some credit conditions across some regions. In most districts, demand for operating loans increased, loan repayment rates
declined and more requests were made for loan renewals and extensions (Chart 13). Declines in farm income also pushed down
household and capital spending in all districts. Survey respondents indicated that funds were available for farm loans but
noted a slight increase in collateral requirements. Looking ahead, bankers in the Chicago and Dallas Federal Reserve Districts
expected lending to increase for cattle and operating expenses next quarter, while loan volume was expected to decrease for

crop storage and farm machinery.
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Cortney Cowley serves as Oklahoma City Branch Executive and Assistant
Vice President for the Federal Reserve Bank of Kansas City. Cowley joined
the Bank in 2015 as an economist and was promoted to senior economist
in 2021. In 2025, Cowley began her role as Branch Executive.As Oklahoma
City Branch Executive, Cowley is the Bank's lead officer and economist in
Oklahoma. She recruits and works closely with the Oklahoma City Branch
Board of Directors and is responsible for briefing Kansas City Fed
President Jeff Schmid, a member of the Federal Open Market Committee,
on economic trends in the state. She also serves as a special advisor on
agriculture to Governor Miki Bowman at the Federal Reserve Board of
Governors. Cowley's team conducts research and surveys on key regional
issues such as energy, manufacturing and migration.Cowley holds a Ph.D.
in Agricultural Economics from Oklahoma State University, as well as a
master’s degree in Civil Engineering from Colorado State University and a
bachelor’s degree in Biosystems Engineering from Oklahoma State
University, where she was named a Harry S. Truman Scholar. She is a
member of the Economic Club of Oklahoma, Downtown Club of Oklahoma
City, the Agricultural and Applied Economics Association and serves as an
economic advisor on the campaign cabinet of the United Way of Central
Oklahoma. Cowley, along with her husband and eight-year-old twins, lives
on a small farm northwest of Oklahoma City.
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Chart 7: Shares of Non-Real Estate Bank Loans
with Floating and Fixed Interest Rates Made to
Farmers

Chart 8: Shares of Non-Real Estate Farm Loans
with Fixed Interest Rates by Purpose

Chart 9: Delinquency Rates on Farm Loans
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