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AgLetter 	 
FARMLAND VALUES RISING FASTER 
Over 400 agricultural bankers from the Seventh Feder-
al Reserve District responded to our latest quarterly 
survey on farmland values and credit conditions. 
Their responses portray a much stronger land market 
and a continuation of recent trends in farm lending. 
The farmland values reported in the April 1 survey 
mark weighted-average gains of 4.1 percent for the 
first quarter and more than 9 percent for the last 12 
months. The first quarter rise represents a substantial 
acceleration from the 1.3 percent average gain during 
the prior 8 quarters and it is the largest rise for any 
quarter since 1980. The faster rise in land values no 
doubt reflects several factors, including very high grain 
prices and strong foreign markets for both grains and 
pork. Another factor may have been general expecta- 
tions—subsequently confirmed—for a new farm pro- 
gram that would provide fixed payments to farmers, 
irrespective of grain prices. Whether or not the faster 
rise in land values will be sustained is unclear. Some 
analysts suggest grain prices have shifted to a higher 
plateau. But long-time observers point out that agri-
culture remains a very cyclical industry and that the 
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optimism generated by an upswing can be easily wiped 
out by the realities of an unexpected cyclical downturn. 

The acceleration in land value gains was apparent in 
all areas of the District. Indiana bankers reported the larg-
est gains, noting a 6 percent rise during the first quarter 
and a 12 percent rise during the year ending with March. 
The increases reported for the District portion of Illinois 
were also substantial, averaging 5 percent for the quarter 
and 11 percent for the last 12 months. Elsewhere around 
the District, the quarterly rise in farmland values averaged 
3 percent in Michigan and Wisconsin and nearly 4 percent 
in Iowa. Compared to a year ago, the land values reported 
in those three states were up 8 to 9 percent. 

Cash rents on District farmland have also increased, 
but not nearly as much as the rise in land values. The typi-
cal cash rental rates reported by bankers throughout the 
District reflected an increase of slightly less than 7 percent 
from the rental rates of a year ago. Among individual 
District states, the increase in rental rates ranged from a 
low of 5 percent in Illinois to nearly 9 percent in Wiscon-
sin. The averages of both the rental rates and the cur-
rent land values translate into a rent-to-value ratio of 
6.2 percent for the entire District. The ratio was lowest 
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for Illinois,Indiana, and Michigan, clustering between 
5.2 percent in Illinois and 5.9 percent in Indiana. The rent-
to-value ratios for Iowa and Wisconsin were noticeably 
higher, averaging 7.2 and 7.8 percent, respectively. 

Cash rentals account for the majority of farmland 
rental arrangements throughout the District. In the most 
recent survey, the bankers indicated that cash rentals ac-
counted for nearly 64 percent of the farmland that is rented 
and operated by someone other than the landowner. An-
other large portion, 32 percent on average, is rented on a 
crop-share basis. The remaining 4 percent represents rent-
als that are based on other arrangements. The mix in farm-
land rental arrangements varies considerably among 
individual District states. In Illinois, crop-share rentals 
account for a slightly larger share than cash rentals, 50 per-
cent and 46 percent, respectively. At the other extreme, 
cash rentals account for 76 and 85 percent of the farmland 
rental arrangements in Michigan and Wisconsin. The dis-
tribution of farmland rental arrangements in both Indiana 
and Iowa closely parallels that for the overall District. 

The first quarter strengthening in the farmland mar-
ket apparently coincided with a very strong demand for 
farmland and only a modest rise in the amount of land 
available for sale. Nearly three-fourths of the bankers indi-
cated that the demand to acquire farmland during the last 3 
to 6 months was higher than in the same period a year ago. 
Only 3 percent reported a decline in demand, while the re-
maining bankers viewed demand as unchanged from a 
year ago. Conversely, in characterizing the amount of 
farmland available for sale, only 31 percent of the bankers 
reported an increase while 20 percent reported a decline 
from a year ago. In terms of the farmland transfers that 
were consummated during the fall and winter months, 
about a third of the bankers noted an increase—both in 
number and acreage—from the year before while 14 per-
cent indicated that transfers were down. The share of 
bankers noting an increase in farmland transfers was con-
siderably higher in Indiana and Wisconsin than in the 
other District states. The share of the farmland transfers 
that were acquired by farmers—as opposed to nonfarm-
ers—may have edged lower, especially in Wisconsin. 
Some 19 percent of the bankers noted an increase from 
last year in the share of the transferred farmland acreage 
that was acquired by farmers. A slightly larger share, 
26 percent, reported a decline. 

The credit conditions tracked in the most recent quar-
terly survey show little change from earlier trends. The mea-
sure of first-quarter farm loan demand was up somewhat 
from the fourth quarter of last year but little changed from 
the rate-of-growth implied a year ago. At 125, (see table on  

page 3) the measure of farm loan demand reflects a com-
posite reading of the 41 percent of the bankers who report-
ed a rise in first-quarter farm loan demand, net of the 16 
percent who reported a decline. The other 43 percent of 
the bankers indicated that farm loan demand was un-
changed from a year ago. Plans for a sizable boost in 1996 
crop plantings, less use of price support loans from the 
Commodity Credit Corporation this year, and a high level 
of farm capital expenditures probably account for the bulk 
of the continued strength in farm loan demand. 

The latest tabulations on farm loan repayment rates 
and the availability of funds for lending to farmers were 
little changed from the fourth quarter and noticeably 
above year-ago levels. The strongest indications of year-
over-year gains in farm loan repayment rates came from 
bankers in Illinois and Iowa. High crop prices—which 
have surged even more since the survey was taken—have 
helped to buoy repayments on loans to crop farmers 
throughout the District. On the surface, this advantage in 
Iowa presumably would have been offset by very low re-
turns to livestock farmers. However, to the extent the im-
proved loan repayments for Iowa reflect conditions 
among livestock farmers, it probably reflects even more 
distressed conditions among hog farmers a year ago fol-
lowing extraordinarily low hog prices during the fall and 
winter months of 1994/95. 

The interest rates charged on farm loans by District 
agricultural banks continued to trend downward during 
the early months of this year. The average of the typical 
rates reported both for farm operating and for feeder cattle 
loans as of the end of March was just over 9.6 percent. 
That marks declines of about 25 basis points from three 
months earlier and 60 basis points from a year ago. Rates 
on farm loans secured by real estate averaged about 8.7 
percent, also down 25 basis points from three months ago 
but nearly 100 basis points less than a year ago. The first-
quarter declines in interest rates on farm loans at banks ran 
counter to the uptrend that occurred in interest rates on 
government securities and in market rates of interest in 
general during that period. Reports that lenders within the 
Cooperative Farm Credit System have become much more 
aggressive in farm lending may account for the continuing 
decline in interest rates on farm loans at banks. 

In looking ahead, the consensus view of the bank-
ers points to continued strength in both the land market 
and in farm loan demand. An unusually large share of 
the bankers-69 percent—felt that farmland values 
would continue to trend upward during the next quar-
ter. The remaining 31 percent of the bankers were ex-
pecting land values to be stable. By the standards of the 



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 	Real 
cattle' 	estate' 

1991 

(index? (index)2  (indexy (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 
July-Sept. 123 104 98 67.3 10.16 10.14 9.27 
Oct-Dec 111 123 119 64.9 9.89 9.88 8.93 

1996 
Jan-Mar 125 125 117 65.0 9.62 9.63 8.66 

'At end of period. 
2Bankers 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. 

quarterly surveys conducted over the last 35-plus years, 
this is among the highest pluralities of bankers ever to 
project an uptrend in land values into the next quartet 
Even during the "1970s boom," the share of bankers pro-
jecting an uptrend in land values into the next quarter 
never exceeded 56 percent. In a similar vein, the propor-
tion of bankers expecting year-over-year increases in 
farm loan demand was also unusually high. In particu-
lar, over half of the bankers were looking for increases in 
farm operating loans and in farm machinery loans. 

The implied optimism for the land market and 
capital expenditures probably reflects several factors. 
In particular, the strong uptrend in grain prices since 
late 1994, capped by another surge upward this spring, 
clearly enhances the prospects for crop farmers over the 
next couple of years. In addition, the astonishing 
strength in crop and livestock exports in recent months 
also improves the fortunes of U.S. agriculture. Finally, 
the newly enacted Farm Bill that offers sizable payments 
to farmers despite very high crop prices, with a consider-
able portion of those payments scheduled to be made 
over the next 6 or 7 months, also adds to the optimism  

among crop farmers. At the same time, however, farmers 
and others should be cautious in their optimism. It is far 
too early to draw parallels between the current situation 
and the agricultural boom of the 1970s. Yet it is appropri-
ate to be mindful that the boom of the 1970s was viewed 
in a much different light with the hindsight perspective 
during the financial collapse of the 1980s. 

Gary L. Benjamin 
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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) Apri 	 110 0.9 11 8 
Crops (index, 1990-92=100) Apri 	 134 4.7 20 26 

Corn ($ per bu.) Apri 	 4.11 17.1 74 55 
Hay ($ per ton) Apri 	 90.30 8.3 5 -6 
Soybeans ($ per bu.) Apri 	 7.51 7.3 35 14 
Wheat ($ per bu.) Apri 	 5.41 6.9 55 52 

Livestock and products (index, 1990-92=100) Apri 	 93 0.0 3 -7 
Barrows and gilts ($ per cwt.) Apri 	 50.30 1.6 40 17 
Steers and heifers ($ per cwt.) Apri 	 58.80 -2.3 -12 -22 
Milk ($ per cwt.) Apri 	 13.60 -0.7 11 1 
Eggs (0 per doz.) Apri 	 77.0 -4.1 24 26 

Consumer prices (index, 1982-84=100) Apri 	 156 0.4 3 6 
Food Apri 	 152 0.5 3 6 

Production or stocks 
Corn stocks (mil. bu.) Mkch 1 	 3,799 N.A. -32 -5 
Soybean stocks (mil bu.) March 1 	 1,190 N.A. -13 16 
Wheat stocks (mil. bu.) March 1 	 826 N.A. -15 -20 
Beef production (bil. lb.) March 	 2.03 -0.7 -2 2 
Pork production (bil. lb.) March 	 1.42 0.3 -13 -7 
Milk production* (bil lb.) April 	 11.5 -1.6 0 2 

Receipts from farm marketings (mil. dol.) January 	 17,391 3.0 2 2 
Crops"* January 	 9,755 -4.0 4 15 
Livestock January 	 7,624 14.8 0 -3 
Government payments January 	 12 -84.8 -88 N.A. 

Agricultural exports (mil. dol.) February 	 5,297 -4.1 10 52 
Corn (mil. bu.) February 	 163 -23.6 -15 90 
Soybeans (mil bu.) February 	 83 -21.9 -9 22 
Wheat (mil. bu.) February 	 97 -0.5 -8 5 

Farm machinery sales (units) 
Tractors, over 40 HP April 	 8,219 37.5 13 15 

40 to 100 HP April 	 4,324 27.5 8 -5 
100 HP or more April 	 3,895 50.7 20 51 

Combines April 	 673 44.7 -14 16 

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

using soy-based inks 
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