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 Crop producers use booming incomes to pay 
off debts and boost capital spending. 

 Big cash flows cut loan demand and spur 
competition for loans. 

 Farmland values surge as rising incomes are 
capitalized. 

 Is this a “New Golden Era” or fool’s gold? 

 It depends on leverage. 
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Is there a farmland bubble? 
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 Higher interest rates … 

 boost debt service costs, 

 can trigger lower farm incomes 
if the value of the dollar rises 
and exports fall, and  

 raise capitalization rates, which 
lowers farmland values. 
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Assumption corn yields 200 bushels per acre 

Net Present Value = 30% of Expected Gross Revenue 

Expected Capitalization Rate 
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 Booming farm incomes allowed farmers to 
pay off debts and boost capital spending. 

 Competition for loans intensifies amid weak 
loan demand and liquidity. 

 Surging farm land values raise concerns 
about interest rate risk.  

 How farmers respond to tighter margins will 
determine if leverage turns today’s  
“New Golden Era” into fool’s gold? 

 



To Receive an Invitation to the  
Federal Reserve Bank of Kansas City’s  

2012 Agricultural Symposium 
July 16-17, 2012 

Please email  
AgSymposium@kc.frb.org 


