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Federal Reserve Bank of Chicago - -
August 2, 1963

FARMLAND VALUES in the Seventh Federal Re-

ing much of 1963. The value of ‘‘good /farmland’’—

according to a recent survey of country ;‘bankersgycgo
4 ud
1963

creased about 2 per cent since April when jthe last
vious survey was conducted (see back of Letter).

CURRENT SERIAL RECORDS

Gains in land values were widespread; ‘only. 2 areas

out of 17 reported declines from October 1962. The de-

creases in these 2 areas, southern Iowa and southern
Indiana, possibly reflect lower farm income in 1962.
Most . country bankers expect stable land values but.a
~sizable number of country bankers—about one in four—
consider the current trend in land values to be up. Only
3 per cent of the bankers expect values to decline soon.

The long-run tendency toward larger farm units re-
mains the major factor behind the continued strong de-
mand for farmland: since 1950, the proportion of all farm
transfers to enlarge farms has about doubled and now
accounts for 46 per cent of all land transfers. The de-
mand for this purpose probably will remain active as
farmers continue to mechanize and need additional land
to provide full-time work.

Credit now plays an increasingly important role in
the purchase of farmland. The U. S. Department of Agri-
culture estimates that 71 per cent of all farmland pur-
chased during the year ending March 1962. involved the

use of some form of credit. In contrast, the proportion of .

farmland purchases financed in whole or in patt by credit
was 67 per cent in each of the four preceding yeats.

Individuals can turn to four major sources for long-
term credit. Federal land banks supply about 20 per
-.cent;_life insurance companies,-23.per cent; commercial
banks, 13 per cent, and individual and miscellaneous
sources supply about. 44 per cent of the farm mortgage
credit. Most loans extended by the institutional lenders,
however, are used to refinance farm mortgages and such
other indebtedness as operating expenditures rather than
for acquisition of real estate.

REAL ESTATE FARM LOANS OUTSTANDING
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The enlargement of farms and the rise of land values

.-have boosted the total investment required for land ac-

quisition and improvements during the past decade.
Mortgage funds available from commercial lenders gen-
erally have been in adequate supply. Many prospective
buyers, of course, cannot muster the required down pay-
ment. Federal land banks can lend up to 65 per cent of
the appraised value and other major institutional lenders
have similar restrictions. As a result, farmers have
tumned increasingly to individual lenders willing to ex-
tend high risk loans. During the period from 1955 to
1962, the proportion of farm purchases involving credit
extended by individual lenders increased from 43 per
cent to 48 per cent of the purchases requiring the use of
credit. At the same time, the proportion of such pur-
chases financed by insurance companies and the Federal
land banks declined 5 per cent and 1 per cent, respec-
tively,

Low-equity financing methods have been largely
responsible for the upsurge in financing by individual
lenders. Individual lenders typically require the small-
est down payments. Buyers’ equities—already low where
financing was supplied by the seller—edged even lower
in 1962. The average initial payment made by buyers
last year was only 26 per cent of the purchase price—
down 1 per cent from 1961. This compares with an aver-
age down payment of 45 per cent for farm purchases fi~
nanced by insurance companies and 44 per cent for those
handled by Federal land banks last year.

Net farm income in the United States during the first
half of 1963 was at an annual rate of $12.2 billion, some
4 per cent below the rate for the corresponding period of
1962. Gross income, however, was estimated to be
slightly higher than last year—$40.6 billion compared
with $40.5 billion in 1962. The slight improvement in
gross income in the first half of 1962 reflected the con-
tinued high rate of Government payments, higher prices
for crops and increased volume of farm marketings.

Country bankers reported that most cattle feeders
in the Corn Belt had returns well below average on ani-
mals sold during the first half of the year. Many bankers
commented that farmers made slightly below normal re-
turns during the first quarter but experienced sharp
losses in cattle sold at the low prices prevailing the
second quarter.

Roby L. Sloan
Agricultural Economist




Per cent change in dollar value per acre of **good’’ farms

TOP: April 1, 1963 to July 1, 1963
BOTTOM: October 1, 1962 to July 1, 1963

(based on reports of identical banks)
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Current trend in farm land values based on opinions of
country banks as reported in July 1963

Per cent of banks reporting trend is:

TOP: Up
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Michigan
Wisconsin

SEVENTH DISTRICT. .




