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FARMLAND VALUES PAUSE AT MID YEAR 
Over 400 agricultural bankers responded to our most recent 
quarterly survey of farmland values and credit conditions. 
The results indicate a lull has hit farmland markets in the 
Seventh Federal Reserve District. As of July 1, farmland 
values were unchanged from three months ago but still up 5 
percent from 12 months earlier. 

District farmland values—on average—failed to show 
a quarterly gain for the first time in nearly two years. But 
the situation in farmland markets was by no means uniform 
among the individual District states. Indiana and Wiscon-
sin each registered a modest gain of 1 percent from three 
months earlier, while farmland values were unchanged in 
Iowa. In contrast, there was a 1 percent decline in both Illi-
nois and Michigan during the spring quarter. But despite 
the recent sluggishness, farmland values were up from a 
year earlier in each District state as of July 1. The 12 month 
gains in Illinois, Iowa, Michigan and Wisconsin were clus-
tered in a rather narrow range of 3 to 5 percent. Indiana 
farmland values registered a more substantial year-over-
year increase, rising 8.5 percent. 

The survey respondents expect that farmland values 
in the Seventh District will remain steady in the near term. 

Nearly three quarters believe that farmland values will be 
flat in the third quarter, while about a fourth anticipate an in-
crease. This notion that farmland values are stabilizing was 
fairly uniform across District states. However, in line with 
the recent pattern of gains, the proportion of bankers in Indi-
ana and Wisconsin that foresee an increase in farmland val-
ues was somewhat higher than in the other District states. 

The recent sluggishness in District farmland values is 
partly due to a rise in farm mortgage loan interest rates that 
increased the cost of borrowing over the past year and a half. 
Despite indications of a leveling off, the most recent survey 
shows the average farm mortgage interest rate for the Sev-
enth District is approximately 175 basis points above the level 
reported by District agricultural bankers in early 1994 (see 
chart). Furthermore, an increase in the returns from compet-
ing investments—such as the stock market and certificates of 
deposit—over the past several months have drawn the atten-
tion of investors away from the market for farmland. 

Despite recent upward revisions, forecasts of net farm 
income may also have begun to weigh on the farm real estate 
market. The latest USDA projection indicates that net cash 
farm income is still vulnerable to a decline this year after reg-
istering a substantial decrease in 1994. Despite recent price 
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strength, net returns to pork producers are expected to be 
down this year. Beef and dairy producers have also been 
burdened by weaker prices during the current year and face 
a decline in net returns. Furthermore, late planting of corn 
and soybeans has materially reduced production prospects 
for this fall, especially when compared to the record har-
vests of last year. 

The uncertainty that surrounds the current farm bill 
debate also affects those considering an investment in farm-
land. A reduction in federal government outlays for farm 
income and price support programs appears to be a forgone 
conclusion of most observers. Since it is generally believed 
that farm program benefits are capitalized into farmland 
values, some analysts have suggested a reduction in fund-
ing for farm programs will result in a decline in land values. 
Moreover, a recent USDA analysis suggested farmland val-
ues would have averaged 13 percent lower from 1950 to 
1993 in the absence of farm program benefits. This implies 
that a moderate level of funding cuts would not have a se-
vere impact on farmland markets. That would be especially 
true if domestic and foreign market expansion provided ad-
ditional support to prices. 

Mike A. Singer 

CREDIT CONDITIONS AT AGRICULTURAL BANKS 
The agricultural bankers that responded to the July 1 survey 
also provided an updated assessment of the credit condi-
tions they face. A sizable portion of the bankers noted that 
farm loan demand continued above year-earlier levels dur-
ing the second quarter. Moreover, total loan growth contin-
ued to outpace deposit growth, pushing loan-to-deposit 
ratios still higher. Despite the implied tightening in liquidi-
ty, the bankers noted that the funding available for their ag-
ricultural lending was unchanged from a year earlier and 
that the interest rates they charged on farm loans edged 
nominally lower this spring. Farm loan repayment rates 
varied across the District but, on balance, were down slight-
ly from last year. 

The overall measure of farm loan demand for the sec-
ond quarter was 124 (see table on page 3). That reading im-
plies moderate year-over-year gains, and is calculated as a 
base of 100, plus the share of bankers that noted farm loan 
demand was up from a year ago (37 percent), less the share 
(13 percent) that noted a decline in farm loan demand. The 
remaining share of the bankers (50 percent) indicated that 
farm loan demand was unchanged from a year ago. 

Several factors could have contributed to the continu-
ing strength in loan demand this spring, including lower 
farm earnings, modestly higher input prices, and further 
year-over-year gains in purchases of new farm tractors and 
combines. In addition, a sizable paydown on CCC price 
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support loans on corn and soybeans no doubt affected the 
cash flows of Midwest farmers which may have added to 
their borrowings from commercial lenders. 

In addition to the continuing strength in farm loan de-
mand, the latest survey also implies that growth in total 
loans among the responding banks continues to outstrip de-
posit growth. In 1994, for example, total loans at a typical 
agricultural bank in this District rose 11 percent while total 
deposits rose only 4 percent. With that trend continuing 
this year, the average of the reported loan-to-deposit ratios 
among the surveyed banks rose further, reaching 66.1 per-
cent as of mid-year. This marks an increase of 3.6 percent-
age points from a year ago and a rise of more than 17 
percentage points from the cyclical low in 1987. The aver-
age ratios among banks for individual District states vary 
widely, ranging from a low of 58.1 percent among banks in 
Illinois to a high of 75.2 percent among banks in Wisconsin. 
For each District state, the average ratio was either at a new 
high (Indiana, Michigan, and Wisconsin) or else the highest 
in 15 years. 

Rising loan-to-deposit ratios can imply less liquidity 
which, in turn, may cause slower loan growth in the future. 
However, in the current environment, other factors may off-
set some of this tendency. For example, the continuing 
merger and acquisition activity among banks is contributing 
to a larger average size among banks. In general, larger 
banks tend to rely on a higher mix of non-deposit sources to 
fund loans and investments. As a result, larger banks tend 
to operate with higher loan-to-deposit ratios than smaller 
banks. In any event, the share of the surveyed banks that 
are currently operating at a "higher than desired" loan-to-
deposit ratio is small compared to the situation in the late 
1970s and early 1980s when agricultural banks last experi-
enced such unusually high ratios. Currently, only about one 
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• Credit conditions at Seventh District agricultural banks 

Loan 
demand 

Fund 
availability 

Loan 
repayment rates 

Average loan-to- 
deposit ratio' 

Interest rates on farm loans 

Operating 
loans' 

Feeder 
cattle' 

Real 
estate' 

1991 

(index)' (index)? (index)2  (percent) (percent) (percent) (percent) 

Jan-Mar 128 127 98 56.5 11.40 11.37 10.57 

Apr-June 130 122 74 58.1 11.19 11.17 10.43 

July-Sept 113 122 81 58.5 10.88 10.89 10.15 

Oct-Dec 109 132 69 57.4 10.06 10.08 9.39 

1992 
Jan-Mar 129 128 77 57.3 9.77 9.80 9.19 

Apr-June 123 123 79 58.1 9.57 9.56 8.99 

July-Sept 111 123 90 59.3 9.18 9.16 8.63 

Oct-Dec 107 127 93 58.7 9.12 9.13 8.59 

1993 
Jan-Mar 108 131 102 58.0 8.85 8.83 8.29 

Apr-June 103 129 95 59.2 8.77 8.74 8.16 

July-Sept 110 122 90 59.2 8.63 8.59 7.99 

Oct-Dec 125 126 95 59.7 8.50 8.50 7.88 

1994 
Jan-Mar 136 121 94 59.9 8.52 8.48 7.97 

Apr-June 139 107 90 62.5 8.98 8.95 8.48 

July-Sept 132 96 94 64.5 9.38 9.30 8.86 

Oct-Dec 112 102 111 63.8 9.99 9.93 9.48 

1995 
Jan-Mar 122 96 98 64.8 10.33 10.26 9.68 

Apr-June 124 104 93 66.1 10.24 10.20 9.64 

'At end of period. 
'Bankers responded to each item by indicating whether conditions during the current quarter were higher, lower, or the same as in the year-earlier period. The index numbers are computed by 
subtracting the percent of bankers that responded "lower" from the percent that responded "higher" and adding 100. 

• 

out of every six of the surveyed banks have a higher than 
desired ratio. The comparable ratios of the late 1970s and 
early 1980s left about half of the banks feeling they had 
higher than desired ratios. 

The high ratios do not appear to be restricting the 
flow of bank lending to farmers. The bankers' views re-
garding the availability of funds for making farm loans dur-
ing the spring quarter implied there was no deterioration 
from the conditions that prey fled a year ago. And the lat-
est reports show that the portfolio of farm loans among 
banks in District states continues to expand. As of the end 
of March, total farm loans at banks in District states was up 
3.6 percent from the year before. 

Farm loan repayment rates are apparently holding 
about even with year-ago levels in most areas of the District. 
In Iowa, however, there appears to be some slowing at sever-
al banks. Some 28 percent of the Iowa banks reported that 
farm loan repayment rates in the second quarter lagged year-
ago levels while only a tenth of the banks noted an increase. 
Elsewhere, there was a much closer balance between the 
share of the bankers noting a slower repayment rate and the 
share indicating a faster repayment rate. The comparatively 
dominate role of hogs in the Iowa farm economy and the 
stress on earnings of hog farmers over the past 15 months or 
so may account for the slower loan repayments in that state. 

Interest rates on farm loans charged by District agricul-
tural banks leveled off this spring but remain above the rising 
levels of a year ago. The average for both feeder cattle loans 
and for farm operating loans was about 10.2 percent, down 
nominally from three months earlier but up about 125 basis 
points from a year ago. Among individual District states, the 
average of the reported rates on farm operating loans ranged 
from a low of 10.0 percent among banks in Illinois to a high 
of 10.8 percent among banks in Michigan. 

Gary L. Benjamin 

AgLetter (ISSN 1080-8639) is published monthly by the Research 
Department of the Federal Reserve Bank of Chicago. It is prepared by 
Gary L. Benjamin, economic adviser and vice president, Mike A. Singer, 
economist, and members of the Bank's Research Department, and is 
distributed free of charge by the Bank's Public Information Center. The 
information used in the preparation of this publication is obtained from 
sources considered reliable, but its use does not constitute an endorse-
ment of its accuracy or intent by the Federal Reserve Bank of Chicago. 

To subscribe, please write or telephone: 
Public Information Center 
Federal Reserve Bank of Chicago 
P.O. Box 834 
Chicago, IL 60690-0834 
Tel. no. 312-322-5111 
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SELECTED AGRICULTURAL ECONOMIC INDICATORS 

Latest 
period Value 

Percent change from 

Prior 
period 

Year 
ago 

Two years 
ago 

Prices received by farmers (index, 1990-92=100) July 102 2.0 5 1 
Crops (index, 1990-92=100) July 114 1.8 12 12 

Corn ($ per bu.) July 2.67 6.4 17 20 
Hay ($ per ton) July 80.60 -3.9 -2 5 
Soybeans ($ per bu.) July 5.93 4.4 0 -10 
Wheat ($ per bu.) July 4.24 10.1 39 49 

Livestock and products (index, 1990-92=100) July 91 1.1 -1 -9 
Barrows and gilts ($ per cwt.) July 47.50 10.0 10 2 
Steers and heifers ($ per cwt.) July 62.00 -2.1 -5 -17 
Milk ($ per cwt.) July 12.20 0.8 0 -5 
Eggs (0 per doz.) July 60.9 5.4 4 6 

Consumer prices (index, 1982-84=100) July 153 0.0 3 6 
Food July 148 0.1 3 6 

Production or stocks 
Corn stocks (mil. bu.) June 1 3,416 N.A. 45 -8 
Soybean stocks (mil. bu.) June 1 792 N.A. 43 16 
Wheat stocks (mil. bu.) June 1 510 N.A. -10 -4 
Beef production (biL lb.) June 2.28 4.3 6 11 
Pork production (bil. lb.) June 1.46 -4.0 4 6 
Milk production* (biL lb.) July 11.4 -0.4 1 N.A. 

Receipts from farm marketings (mil. dol.) April 13,211 -17.8 -1 -11 
Crops"" April 6,074 -5.0 22 17 
Livestock April 6,299 -17.1 -11 -18 
Government payments April 838 -59.8 -37 -59 

Agricultural exports (mil. dol.) May 4,231 -6.2 19 26 
Corn (mil. bu.) May 207 25.3 186 69 
Soybeans (mil. bu.) May 45 -44.0 64 31 
Wheat (mil. bu.) May 81 -12.1 -6 -27 

Farm machinery sales (units) 
Tractors, over 40 HP July 4,548 -18.2 6 12 

40 to 100 HP July 3,460 -15.5 8 15 
100 HP or more July 1,088 -25.7 2 5 

Combines July 858 10.9 7 46 

N.A. Not applicable 
*22 selected states. 
**Includes net CCC loans. 	 Aganer is printed on recycled paper 

using soy-based inks 
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