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The latest meeting of the Federal Open Market Committee (FOMC) on September 9, 2023, decided to
hold the federal funds target rate at the range of 5.25 to 5.50 percent. However, they left a possibility of
increase in the future. This was after rapid increases in its short-term federal funds rate since March of
2022 were implemented to tame down high and persistent inflation. The federal funds rate is the interest
rate at which depository institutions trade federal funds (balances held at Federal Reserve Banks) with
each other overnight (Federal Reserve Bank, 2023). There has been a total of 11 increases in the short-
term federal funds rate since the first increase in March 2022. This has resulted in the current target
funds rate of 5.25 to 5.50 percent, the highest in 22 years (Giri and Subedi, 2023).

Figure 1 shows the monthly seasonally unadjusted short-term federal funds rate from January 2000
through August 2023. The effective federal funds rate on August 1, 2023, was 5.33 percent, significantly
higher than during the pandemic. On March 13, 2020, the U.S. Federal government declared a
nationwide emergency due to COVID-19. The federal funds effective rate was 0.5 percent on April 1,
2020. The Federal Open Market Committee (FOMC) had been decreasing the short-term federal funds
rate before the pandemic. However, it decreased the rate significantly to record low levels, near zero
percent, throughout the pandemic until its first increase in March 2022. The short-term federal funds rate
was 1.58 percent on February 1, 2020, and was above 2 percent for most of 2019.
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Figure 1. Seasonally Unadjusted Short-term Federal Funds Effective Rate, 2000-2023
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The Federal funds rate is the interest rate banks charge each other for short-term lending. However, the
short-term Federal funds rate also directly influences interest rates, such as the prime rate that banks
charge customers, and indirectly influences longer-term rates, such as those for mortgages and savings
accounts. This affects all sectors of the economy, including the farm sector. More specifically, new loans
and loans with variable interest rates will incur higher interest expenses.

The Economic Research Service (ERS) of the USDA releases its Farm Income and Wealth Statistics data
product three times each year, usually in early February, late August/early September, and late
November/early December. The data product includes historical U.S. and State farm income and wealth
estimates, U.S. forecasts for the current calendar year, and financial ratios, along with the data underlying
those ratios. The most recent release (August 31, 2023) forecasted interest expenses to be the fastest
growing agricultural production cost because of the increase in the short-term Federal funds rate by the
Fed.

Debt and interest expense increases have implications for liquidity and solvency of the farm sector.
Liquidity refers to the ability of farms and ranches to meet short-term debt obligations. Solvency refers to
the ability of a farm or ranch to satisfy its long-term debt obligations. In this study, we examine the total
debt level for the sector and some of the key ratios used to measure liquidity and solvency, especially
those that use interest expenses or debt in the calculation, to examine the financial position of the farm
sector heading into a higher interest rate macroeconomic condition.

Total Farm Sector Debt

Total farm sector debt is forecast at $520.1 billion for 2023, which would be an increase of $7.1 billion, or
1.4 percent compared with 2022 in inflation adjusted dollars. Farm debt can be broadly classified into real
estate debt and nonreal estate debt (debt not secured by a mortgage). Farm real estate debt is expected
to reach $354.4 billion in 2023, a 2.3 percent increase in inflation-adjusted dollars. The farm non-real
estate debt is expected to reach $165.7 billion in 2023, a 0.6 percent decline from 2022 when adjusted for
inflation.
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Figure 2. Total Farm Sector Debt Forecast to Slightly Increase in 2023
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Interest Expense of the Farm Sector

About one-fourth of farm operations carry some debt (Giri and Subedi, 2023) and these operations,
especially with those that rely on new operating loans and those without fixed loan rate, are the ones to
be impacted the most by the higher interest rates. There was a steep increase in interest expenses since
2021 as the interest rate began to rise. The most recent (August 31, 2023) farm income release from the
Economic Research Service (ERS) of the USDA estimated the record high interest expenses for 2022 at
$24.9 billion and is forecast to increase further by 33.6 percent in 2023. Interest expenses are the fastest
growing production cost in 2023 compared to 2022 and are projected to be $33.3 billion in 2023 in
inflation adjusted dollars.
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Figure 3. Inflation Adjusted Interest Expenses from 2000 through 2023
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Liquidity and Solvency of the Farm Sector

Liquidity and solvency measures, in the form of ratios, provide insight into the effect of higher interest
rates and higher values of debt and assets. ERS provides data and 19 ratios in the Farm Income and
Wealth Statistics data product. Liquidity ratios are ratios of liquid assets and liabilities and are a way to
assess the farm sector’s ability to make scheduled financial payments. They can be early indicators of
elevated stress. Solvency ratios compare the amount of debt relative to equity or assets invested in the
farm sector.

Debt-service ratio: a liquidity ratio that measures the share of production revenue plus direct
Government payments used for debt payments. It is calculated by dividing the value of the principal
payments and interest expenses by the sum of Government payments and value of production. Lower
values indicate better financial position and performance (Giri et al., 2023). In 2000, the debt service ratio
was 0.25; it is forecast at 0.23 for 2023, which is also lower than the 23-year average (2000 through 2022)
of 0.24. The 2023 forecast is however slightly higher than the 2022 value of 0.21. This shows that even
though interest rate payments are expected to increase, they remain near long-run benchmarks.
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Figure 4. Debt-Service Ratio for 2023 Forecast Near Long Term Benchmark
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Times-interest-earned ratio: a liquidity ratio that measures the ability to cover debt payments,

specifically

interest payments. It is calculated by dividing the sum of net farm income and interest

expense by interest expense. For this ratio, a higher value is preferred. The 2023 forecast value for this
ratio is 5.32, which would be higher than the 2000 level (of 4.59) and below the 2022 level of 8.8. The
ratio is within the range seen from 2000 through 2020, but it is lower than the 22-year average (2000

through 20

22) of 6.50, indicating greater financial stress in 2023 than the average.

Figure 5. Times Interest Earned Ratio for 2023 Forecast Shows
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Debt-to-asset ratio: a solvency ratio that measures the proportion of assets owed to creditors to cover
outstanding debt obligations. This ratio is calculated by dividing debt by assets for a given year, and a
lower value is preferred. The 2023 forecasted value of this ratio is 12.72, lower than the 2000 level of
13.62 and the 23-year average of 12.92. This suggests that, at least in recent years, increases in asset
values mostly are offsetting increases in debt.

Figure 6. Debt-to-Asset Ratio for 2023 Forecast Slightly Below the Long-Run Average
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For 2023, ERS forecasts total farm sector assets to reach a historic high of more than $4 trillion. This
would be more than double the 2000 levels, after adjusting for inflation. Real estate assets account for
more than four-fifths of total farm sector assets, and their value is forecast to grow to $3.42 trillion in 2023.

Conclusion

In sum, total farm sector debt is forecast to increase to a record high $ 520.1 billion in 2023. The Fed has
increased the short-term federal funds rate rapidly since March 2022 to tame down persistent inflation.
This will result in higher interest rates for producers, especially those who take new loans and those with
existing loans at variable interest rates. For 2023, interest expenses for the sector are forecast at $ 33.3
billion, an increase of $8.4 billion, or 33.6 percent, compared with 2022. On an annual percentage basis
this would be a record high increase (over the period 2000-2023). However, examination of key solvency
and liquidity ratios shows that the potential impact of higher interest expenses, at least in the short term,
is minimal.
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