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U.S. economic growth is projected to be a steady 2%

Real GDP Percent Change from Preceding Quarter
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Constant 2025 Dollars

Real interest rates have a relationship to farmland values.

Real Kansas Cropland Value
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Conctant 2025 Dollarc

Real Kansas Cropland Value and Real 1-year Interest Rate
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Factors impacting the Fed’s decision on interest rates

* Labor market
* Softening? Resilient?

* Inflation

* Definitely rising but, is it elevated?
* Economic growth

* Sustainable?

* Market expectations
* CME 0% chance rate in July 2026 and 50% chance rate cut in September 2026
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The Federal Reserve’s dual mandate is at target level for full
employment, but trending above the target for stable prices.

Federal Reserve’s Inflation and Unemployment Rate Metrics
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Nominal retail sales are rising, while inflation adjusted retail
sales edging up, which suggests consumer demand is resilient.

Billion Dollars

Nominal and Inflation Adjusted Retail Sales
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Credit card debt and delinquency rates are back to pre-
Pandemic levels, and credit card interest rates are surging.

Inflation Adjusted Consumer Loans: Credit
Cards and Other Revolving Plans
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K-Shaped economy? E-Shaped economy?

Retail spending by household income, cumulative
growth since 2020 (New York Fed)

The K-Shaped Economy
Share of personal cutlay's by income group, %
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Source: Economic Heterogeneity Indicators, Federal Reserve Bank of New York.
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Today, the labor market is more balanced, but what about
the future?

Unemployed-to-Job Opening Ratio Labor Force Participation — 55 Years & Over
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Could the future of US labor force could decline significantly?

U.S. Employment Level by Birthplace
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What led up to the stagflation of the 1970s? Why the
drop in interest rates and then massive increase?

* Government budget deficits
* Today: Yes
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In 2025, U.S. federal deficit spending was projected to
continue, and federal debt is expected to rise...

Percentage of GDP Percentage of GDP
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10-year U.S. treasury yields are elevated (farm interest rates?)...

FRED s = Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis
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...term premiums on 10-year treasuries is rising (risk).

FRED /i = Term Premium on a 10 Year Zero Coupon Bond
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What led up to the stagflation of the 1970s? Why the
drop in interest rates and then massive increase?

* Government budget deficits
* Today: Yes
* Repeal of Bretton Woods (“gold standard”)
* Today: Zero bound interest rates and quantitative easing?
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The Federal Reserve’s balance sheet is shrinking...what does
that mean for the economy?

Billion Dollars
10,000 - W Fed Agency Debt Mortgage-Backed Securities Purchases

W Liquidity to Key Credit Markets

9,000 -

M Lending to Financial Institutions
8,000 -

W Long Term Treasury Purchases
7,000 - M Traditional Security Holdings

6,000 -

5,000 -

4,000 -

3,000

2,000

1,000

0

R R R R N R R N R R N R R R R R R
Source: Federal Reserve Bank of Cleveland AGRICULTURAL ECONOMICS

Arthur Capper Cooperative Center

What led up to the stagflation of the 1970s? Why the
drop in interest rates and then massive increase?

* Government budget deficits
» Today: Yes
* Repeal of Bretton Woods (“gold standard”)
* Today: Zero bound interest rates and quantitative easing?

* Crude oil prices surged
* Today: Rising
* US embargoed oil from Iran
* Today: War
* Confidence in the Fed waned and inflation expectations were no

longer well anchored
* Today: Not at the moment

* Wage-cost spiral

» Today: No spiral but saw the beginning B B
AGRICULTURAL ECONOMICS
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After a period of exceptionally low interest rates, the Fed quickly
raised interest rates, lowered rates, and now is ‘wait and see’

Percent Effective Federal Funds Rate
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Source: Federal Reserve Board of Governors

However, will the Federal Open Market Committee (FOMC)
maintain higher interest rates into the future?

FOMC Average Mid-Point Longer Term Interest Rate Projection
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How has the Federal Reserve performed relative to its dual

mandate over time?
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Today’s stagflation index risk level is moderate
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Implications of FOMC mid-point longer term interest rate
projections for agricultural producers

* Traditional interest rate setting rules of thumb
* Projected mid-point: =3%
* Prime rate: =6%
 Loan/borrower adjustment: 1% to 4%

* Borrower default risk

* Industry risk
* Loan size

* Longer term agricultural interest rates range from 7% to 10%
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Using the FOMC projection for future agricultural interest rates

FOMC Average Mid-Point Longer Term Interest Rate Projection

Percent
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How well does the FOMC projection predict future agricultural
interest rates?

FOMC Average Mid-Point Longer Term Interest Rate Projection

Percent
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10-year treasury yields are correlated with farm real estate
interest rates

> Using 10-year Treasury Yields to Forecast Farm Real Estate Interest Rates
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Key takeaways

* Elevated real interest rates are a headwind on farmland value gains

* The Fed has held interest rates steady...will this continue?
* Could the Fed raise their 2% interest rate target? Should they raise it?

* While there are signs pointing to a possible stagflation U.S. economy, the
risk level is moderate

* Will farm real estate interest rates rise along with potential increases in 10-
year U.S. Treasury Yields or hold steady?
* Elevated default risk compensation (term premium 10-year zero coupon)

* Interest rate movements are outside of your control. So, what can you do?
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How should farms and agribusinesses respond?

* Create a budget and stress test it

* Build your balance sheet
* Increase liquidity
* Use debt wisely

* Be extremely efficient
* Pore over your operation to increase efficiency
* Control costs
* Know your breakevens

* Still look for opportunities to expand or improve your operation

* Opportunities will emerge
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