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Good morning Chairman Scott, Ranking Member Thompson, and other members of the
committee. Thank you for the opportunity to testify today. My name is Nate Kauffman, and I
serve as a Vice President and Economist with the Federal Reserve Bank of Kansas City. In my
role, I lead several Federal Reserve System efforts to track economic conditions in U.S.
agriculture, with a focus on farm finances and agricultural credit conditions. Because the
industry is vital to the region we serve, the Kansas City Fed is committed to understanding
developments in agriculture and including perspectives from rural America in discussions on the
national economy. I am here today to share an overview of credit conditions in the U.S. farm
sector. Before I begin, let me emphasize that my statement represents my views only and is not
necessarily that of the Federal Reserve System or any of its representatives.

Agricultural credit conditions have improved significantly the past two years alongside a
rebound in farm commodity prices that began in late 2020. Prior to the pandemic, the U.S. farm
economy had been in a prolonged downturn. From 2013 to 2016 farm income dropped by 50%
alongside sharp declines in commodity prices and elevated input costs. Although farm income
increased modestly from 2016 to 2019, profits generally remained low. Measures of agricultural
credit indicated that financial stress was building at a gradual pace through 2019, with increases
in loan delinquencies and farm bankruptcies during that time.

Despite disruptions associated with the pandemic, economic conditions in agriculture have
recovered dramatically since 2019. In the initial months of the pandemic in 2020, agricultural
prices had continued declining, but many of those prices began to recover later that year and
remained elevated even in advance of Russia’s invasion of Ukraine. By February of this year, the
price of corn, for example, was 65% higher than two years earlier. The prices of other major
crops also increased sharply alongside strengthening economic activity and reduced production
in several key growing areas. In addition to higher commodity prices, robust government aid
programs administered during 2020 and 2021 also provided substantial financial support for
many producers.

The recent rebound in farm incomes has eased much of the financial stress that had been
building prior to the pandemic. Through 2020, working capital increased substantially, and
borrowers remained in a strong financial position through 2021. By the end of last year, the rate
of delinquent farm loans held at commercial banks dropped to 1.3%, following steady increases

in prior years. The average value of farm real estate, a key indicator of financial health in the



U.S. farm sector, increased by nearly 30% from the end of 2019 to the end of 2021 across the
midwestern U.S.

Although agricultural prices have surged in recent years, input costs were also increasing
significantly even before the war. Prior to the invasion of Ukraine, U.S. farm production
expenses were expected to be 18% higher in 2022 than in 2019. The average cost of fertilizer
was expected to be 43% higher. Since the invasion in February, many of these costs have
continued to increase, highlighting a potential need for increased financing amid global concerns
about food shortages and food price inflation. In recent months, a modest increase in farm loan
interest rates has also contributed to higher production expenses, albeit to a lesser extent.

Despite growing concerns about intensifying cost pressures, agricultural credit conditions
have generally remained strong in recent months. Since the beginning of this year, the value of
farmland in the Kansas City Fed region has increased by an additional 5% through June. Most
lenders indicate that loan repayment rates have continued to rise, problem loans have remained
sparse, and credit is readily available to meet borrowers’ financing needs.

Although economic conditions in agriculture have recovered the past two years, and credit
conditions have remained solid, the pace of improvement may be slowing. Through 2021,
demand for farm operating loans declined steadily as profits expanded and producers required
less financial support from lenders. In the first quarter of 2022, however, lending activity at
commercial banks accelerated due to a significant increase in the size of operating loans.
Looking ahead, demand for farm loans in the Kansas City Fed District is expected to rise notably
and capital spending is expected to decline in the coming months for the first time since 2020.
Numerous contacts have pointed to large increases in costs associated with fertilizer, fuel, and
labor as primary drivers of higher expenses and a less favorable industry outlook.

To briefly summarize, uncertainty about the outlook for the U.S. agricultural economy is
high, and will depend significantly on global factors, particularly the war in Ukraine and the
strength of global economic activity. Overall, the U.S. farm sector appears to be well positioned
financially for the remainder of 2022, but some measures do appear to have softened in recent
weeks. While the strength of farm incomes these past two years is likely to sustain credit
conditions in agriculture for some time, some borrowers may face heightened financial stress in

the year ahead if costs continue to rise and commodity prices ease further.



This concludes my formal remarks and I would be happy to answer questions at the

appropriate time. Thank you.



