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Regional Federal Reserve Banks are important to
the structure of U.S. monetary policy.
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Commercial banks connected to agriculture are
concentrated in the region.

Agricultural Banks in the U.S.
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Outlook Themes

* US. economic growth has generally been steady,
providing support for a modest increase in interest rates.

* Export-oriented, commodity-dependent regions and
industries continue to face headwinds.

e The downturn in agriculture is in a 4™ consecutive year.
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The U.S. economy continues to grow at a modest,
yet somewhat sluggish pace.

U.S. Real GDP Growth
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Globally, economic growth has been positive,
but also somewhat sluggish.

Global Real GDP Growth
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Exports have weighed on U.S. GDP growth,

but consumers have driven further gains.

U.S. Real GDP Growth by Component
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Improved consumer confidence has continued to
boost personal consumption.

U.S. Consumer Sentiment and Vehicle Sales
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Equity prices and expectations for future corporate
dividends have increased since November.

S&P 500 Dividend Index Futures
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Unemployment 1s near its long-run level and
inflation 1s close to the FOMC target.

U.S. Unemployment Rate U.S. Inflation
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Interest rates have been projected to rise gradually.

U.S. Interest Rates
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Per capita incomes are still rising, but have slowed in
the central U.S., a commodity-dependent region.

Per Capita Personal Income
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Commodity prices, not just in agriculture,
have fallen sharply since 2013.
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Farm income has dropped from recent highs and
future projections have become more pessimistic.

U.S. Farm Income
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A strengthening dollar has been a
headwind for U.S. exporters.
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The dollar has also strengthened signiticantly against
the currencies of other key agricultural producers.

Currency Exchange Rates
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Last year’s crop production boosted cash flow for
some producers, but has weighed on prices.

Crop Yields: Deviation from Trend
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Multiple years of record production, and the drop

in commodity prices, have cut farm income.
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The decline in revenue has spanned across many
different industries.

Farm Sector Cash Receipts
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Some input costs have declined modestly.

Farm Sector Input Costs
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But profit margins have generally remained
low in both the livestock and crop sectors.
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U.S. Livestock Sector Profit Margins
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But profit margins have generally remained
low in both the livestock and crop sectors.

U.S. Crop Sector Profit Margins
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Reduced income has spurred demand for

financing, and loan repayment rates have softened.
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Collateral requirements have risen steadily
and fund availability has declined somewhat.

Agricultural Credit Conditions
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Interest rates have edged up,
particularly for variable rate loans.
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Farmland values have continued to decline from

their peaks 1n 2013-2014, but gradually.
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Farmland values are still expected to trend lower.
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If debt continues to grow and land values continue to

fall, significant problems may still arise, but slowly.

Farm Sector
Debt-to-Asset Ratio
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Ag and rural consolidation is a potential

implication of a prolonged downturn.

Number of Farms
by Economic Class
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Concluding Remarks

* Economic growth in the U.S. continues, driven largely by urban
areas concentrated in service-based industries.

* The recent downturn in the rural/ag economy would have been
more severe 1f farmland values dropped more significantly.

* Although the outlook for ag is not a crisis, there is potential for
further consolidation.




(Questions?

Nate Kauffman
Omaha Branch Executive and Economist
Federal Reserve Bank of Kansas City
Email: nathan.kauffman(@kec.frb.org
Website: http://www.kansascityfed.org/omaha/
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