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KC Federal Reserve: Farm Lending Pullback Continues

gricultural debt at commercial banks eased further at the end of 
2020, and loan repayment problems moderated slightly. General 

improvement in the agricultural economy likely drove the pullback in 
farm lending activity and strengthened credit conditions. Higher crop prices and 
an influx of government payments in 2020 also contributed stronger growth 

in depos-
its, which supported a sharp increase in  
liquidity at agricultural banks.

Fourth Quarter Commercial Bank Call 
Report Data
Agricultural loan balances at commercial 
banks reached a five-year low in the 
fourth quarter and continued to shift 
toward farm real estate. Although the ac-
cumulation of farm debt remained higher 
than the average of the past ten years, 
the total value of farm loan portfolios fell 
5 percent  from the previous year. More-
over, loans to purchase farmland account-
ed for 57 percent  of total loan volumes, 
which was the highest allocation for real 
estate loans on record.

Total farm debt decreased at the fastest 
pace since the 1980s, with continued declines in both farm real estate and production loans. In the 
fourth quarter, the drop in total farm debt was driven by a 9 percent  decline in non-real estate loans 
and a 1 percent  decline in real estate loans 
(Chart 1). Although the decline in loans to 
finance farm real estate remained small, it 
was the first time farmland loans decreased 
for three consecutive quarters since 1981.

Alongside better farm financial conditions 
and lower debt levels, delinquency rates on 
agricultural loans declined from a year ago. 
From 2014 to 2019, delinquency rates on 
farm loans grew by about 0.2 percentage 
points per year in the fourth quarter, on av-
erage. (Chart 2). However, the share of real 
estate and non-real estate loans past due 
fell 0.16 and 0.24 percentage points, re-
spectively, from the previous year in 2020, 
which was a notable reversal of the previ-
ous trend.
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In contrast to recent years, liquidity at 
agricultural banks surged in 2020. Total 
deposits at agricultural banks increased 
almost 3 percent  from the previous year 
in the fourth quarter. In addition, total 
loans outstanding decreased nearly 8 per-
cent . The strong growth in deposits com-
bined with the decline in loan balances led 
to a significant decline in loan-to-deposit 
ratios (Chart 3).

Agricultural banks remained financially 
strong, despite a historically low net in-
terest margin. Interest income decreased 
more than interest expense and asset bal-
ances increased at agricultural banks in 
2020, driving a sharp decline in the net 
interest margin (Chart 4). A tighter mar-
gin likely put some downward pressure 
on income and the ability to grow capi-
tal stocks. However, the return on assets 
and the equity capital ratio at agricultural 
banks remained historically high.

Conclusion
Farm debt outstanding at commercial banks continued to decline through the end of 2020. The pace of decline 
increased slightly from the previous quarter and agricultural loan balances dropped closer to the ten-year average. 
Alongside general improvement in the farm economy and a pullback in lending, bank liquidity surged, support-
ing a stronger outlook for loan performance. Moving 
forward, the pace of lending to farmers may remain 
slower than in previous years, as 2020 government 
payments and recent strength in crop prices have im-
proved borrower liquidity and farm balance sheets.

For more information:
To access the complete Federal Reserve Commercial Bank Call Report report, see: 
https://kansascityfed.org/agriculture/agfinance-updates/farm-lending-pullback-continues/

Ag Finance Updates from the Tenth District
https://kansascityfed.org/agriculture/agfinance-updates/
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