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Kansas Bankers Association

Date: August 12, 2020

To: 2020 Special Committee on Economic Recovery

From: Alex Orel, SVP-Government Relations
Kansas Bankers Association

Re: Impact of COVID-19 on Business

Madam Chair and Members of the Committee:;

I am Alex Orel appearing on behalf of the Kansas Bankers Association (KBA), which was
organized in 1887 and whose membership includes 99% of the 220 banks and savings & loans
headquartered in Kansas. Our membership also includes 19 out-of-state commercial banks
operating in Kansas. The Kansas banking industry employs more than 14,700 Kansans that
provide financial services across the state. Qur organizational mission statement is:

“Together we support our member banks and bankers with leadership, advocacy and
education to benefit the communities and customers they serve.”

I am here today to speak to the impact the pandemic and associated shutdowns and restrictions
have had on the businesses that are financially served by the banking industry. While we do not
have an economist on staff, I think I can provide relevant information by reviewing what we
have been hearing from our KBA-member banks and the challenges they see for their customers
and the communities they serve.

e Kansas currently ranks 6th nationally in new Chapter 12 farm bankruptcies with filings
increasing nationally 23% from the previous year-to-year data provided by American
Farm Bureau. This marks the 5th consecutive year of increased farm bankruptcy filings.’

¢ We have been communicating regularly with bank CEOs from across Kansas and have
heard that the range of ag producers with negative cash flows now will range from 15%
10 40%.

¢ The Paycheck Protection Program has served its purpose of providing short-term
financial aid to many small businesses in Kansas as $5 billion was deployed to 53,000
businesses which has helped preserve more than 500,000 jobs. However, that program
does not address the long-term financial needs of business borrowers. PPP was also not
conducive for the majority of many ag producers.

610 S.W. Corporate View 66615 | P.O. Box 4407 | Topeka, KS 66604-0407 | 785- 232-3444 | Fax (785) 272-7836
kbaoffice @ ksbankers.com | www.ksbankers.com



¢ Kansas City Federal Reserve President Esther George stated back in May that the
restaurant and hospitality sector may take up to 3-5 years to fully recover.

e Downtown storefronts designated as “non-essential” were shuttered while their larger
competitors continued to operate as they offered services deemed “essential” or had an
internet presence. Many of these businesses will not re-open.

e Commercial real estate values have become volatile with many small businesses
shuttered and the expectation that remote working habits will cause a glut in the market
for office space.

e The aviation industry is struggling as people continue not to travel due to health
precautions and/or fear that they will be quarantined after they return.

¢ The tourism industry and local convention & visitors bureaus are doing everything they
can to survive as large gatherings, conferences and sports events are being cancelled.

On May 12th, Federal Reserve Board Chairman Jay Powell was quoted, “There is a sense,
growing sense I think, that the recovery may come more slowly than we would like.” Chairman
Powell also stated, “The loss of thousands of small and medium-sized businesses across the
country would destroy the life's work and family legacy of many business and community
leaders and limit the strength of the recovery when it comes. These businesses are a principal
source of job creation—something we will sorely need as people seek to return to work. A
prolonged recession and weak recovery couid also discourage business investment and
expansion, further limiting the resurgence of jobs as well as the growth of capital stock and the
pace of technological advancement. The result could be an extended period of low productivity
growth and stagnant incomes.”

The Federal Reserve Bank of Kansas City is an amazing resource that we rely on for data for
economic activity. We would encourage the members of this committee to look at the
attachments of this testimony produced by the Fed and to also sign up for their alerts on their
website www.kansascityfed.org . You can receive information and data on agriculture,
manufacturing, energy, housing and so much more.

There is no doubt that the uncertainty caused by the pandemic has changed behaviors. The
pandemic has chosen winners and it has chosen losers. We are here to let this committee know
that the banking industry has capital available and stands ready to assist business customers.
That said, bankers across the state tell us that there are not many businesses today that are in a
position to take on more debt. The SPARK Committee’s advancement of a business grant idea is
very appealing to these businesses and the banking industry also stands ready to assist in
deploying those dollars to customers.
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Agricultural Lending Consistently Slower https://www.kansascityfed.orgfresearch/indicatorsdata/agfinanceda...

FEDERAL RESERVE BANK OF KANSAS CITY | JULY 16, 2020

kFED Ao Finance DATABOOK

Agricultural Lending Consistently Slower

and

Farm lending slowed alongside the initial effects of the pandemic and a more pessimistic outlook for
agricultural economic conditions. The volume of total non-real estate farm loans continued into a
yearlong trend of declines during the second quarter of 2020. The slowdown in lending generally
was consistent across all types of loans. Delinquency rates on farm loans increased at a steady pace
through the first quarter and agricultural credit conditions remained weak. Recently implemented
government lending programs (Paycheck Protection Program (PPP) and Economic Injury Disaster
Loans) likely supplemented the financing needs of some producers while direct aid payments may
help offset declines in farm revenues in 2020.

Data & Information

Historical Data | Tables | About | Archive

Conclusion

Agricultural lending at commercial banks appeared to soften further in the second
quarter amid the ongoing pandemic. Financing secured through recent government
lending programs likely supported the borrowing demands for some producers.
However, a weak outlook for agricultural sector amid low commodity prices in the
second quarter likely also weighed on lending activity. Delinquency rates on farm ioans
trended higher at a steady pace and there have been some signs of further liguidity
stress among farm borrowers. Government payments in the agriculturat sector appear
likely to limit the severity of financial stress among farm borrowers in the coming
months, but uncertainty about longer-term prospects is likely to remain elevated.

1 All outstanding agricultural loans previously held by Rabobank N.A. no longer are
included in commercial bank reporting as of Sept. 31, 2019. Above charts exclude
Rabobank N.A. from all previous periods. Data reported in Section B of Agricultural
Finance Databook are not adjusted.
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Agricultural Lending Consistently Slower https://www.kansascityfed.org/research/indicatorsdata/agfinanceda...
Section A - Second Quarter National Farm Loan Data

Agricultural financing activity slowed in the second quarter, according to the Survey of
Terms of Lending to Farmers. The volume of total non-real estate loans declined for
the fourth consecutive quarter, decreasing about 13% from a year ago (Chart 1}. Over
the past year, lending activity has declined at an average rate of over 15%. This
measure of farm lending excludes loans provided to producers through the Small
Business Administration (SBA) PPP, which may have replaced traditional financing for
some borrowers and supplemented existing operating lines for others.

Chart 1: Total Non-Real Estate Farm Loans

Percent change from previous year

80 - 80
60 - 60
40 - 40
20 - 20
0 0

-20 -20
-40 -40
Four Quarter Moving Average

-60 -60
2010 2012 2014 2016 2018 2020

Source: Agricultural Finance Databook. Table A 3.
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The overall reduction in lending was driven by a decrease in loans for nearly all
purposes. While operating loans accounted for the largest share of the total decline in
volume, the decrease in feeder livestock loans, in percentage terms, was notably more
than other types of loans (Chart 2). Alongside sharp declines in cattle and hog prices
during recent months, feeder livestock loans declined more than 40% from a year ago,
compared with a 10% decrease in operating loans.

Chart 2: Change in Non-Real Estate Loans by Purpose,
Second Quarter

15 Billion dollars Percent change from previous year 4s
10 - |2017 2018 30
- 2019 @2020 15
4 ]_TI 0
-5 -15
-10 - \ -30
-15 A 2020 Percent Change (Right) -45
20 —— e -60
Total Feeder Other  Operating Machinery All Others
Livestock Livestock &
Equipment

Source: Agricultural Finance Databook. Table A3
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The decline in non-real estate lending also was attributed to a drop in the total number

and average size of loans, The overall decrease in the number of loans was due largely
to fewer operating loans being originated (Chart 3). In contrast to other types of loans,
the number of loans for feeder livestock increased from a year ago. However, the
average size of feeder livestock loans was nearly 50% less than a year ago.

Chart 3: Non-Real Estate Farm Loans, Second Quarter

Change in Number of Loans Change in Loan Size
by Purpose by Purpose
150 Thousand loans 75 Percent change from previous year
100 - 2019 02020 50 w2019 02020
50 - 25 -
0 B qj*f‘ 0
-50 - -25
-100 - -50
150 75
o' 0"‘ 0& g G es® \9\ ¥ o % gﬁ" P
“ ‘)\ " S\ ‘;‘\l Qe‘ ﬁ ““QQ 'L“ "o ‘)\qes‘. \,\435‘00?6’@“\;\99 P»o‘.“
g 0% = B gt ¥
we ﬁ w@
W W

Source: Agricultural Finance Databook, Tables A 1. and A 2.
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Agricultural Lending Consistently Slower
Interest rates on non-real estate loans decreased a

rates. The average rate charged on all types of non-real estate loans neared historical
lows in the second quarter (Chart 4). The rate charged on operating notes and loans for
other livestock dropped at a slightly faster pace than other types. Overall, the average
effective rate on non-real estate loans decreased by more than 150 basis points when

Sof 13

ongside a decline in benchmar

including loans for unspecified purposes, which typically garner lower rates,

Chart 4: Interest Rates on Non-Real Estate Farm
Loans by Purpose, Second Quarter

65 !’_t_e_r_'t_:gnf_ Percent 65
6.0 u2015 m=2016 w2017 2018 ®m2019 =2020 L 6.0
5.5 I 55
5.0 - 5.0
4.5 4.5
4.0 - 4.0
35 [ 35
30 30
2.5 - 2.5
2.0 += -k - =5 20
Total Feeder Other Current  Machinery All Other
Livestock  Livestock  Operating and

Expenses Equipment

Source: Agricultural Finance Databook, Table A.5
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eligible expenses.

Table: Paycheck Protection Program (PPP) Loans in

Survey of Terms of Lending to Farmers

PPP Loans Reported in First Quarter Survey
During week of May 4, 2020

Share of Total Loan Volume 22%
Share of Total Number of Loans LY
Share of Participating Banks Reporting PPP Loans 9%
Number of States Receiving PPP Loans 39
Average Loan Size $98,000
Median Loan Size $26,000

Source. Survey of Terms of Lending to Farmers

https:/fwww kansascityfed.org/research/indicatorsdata/agfinanceda...
A portion of loans reported during the weeklong survey period in early May were

secured through the PPP. Banks participating in the survey reported PPP loans totaling

about $90 million to nearly 1,000 individual borrowers in 39 states (Table). The volume

of PPP loans captured in the survey represented less than 2% of the total approvals for

the agricultural sector reported by the SBA as of June 30. While some producers that

had secured annual borrowing lines prior to implementation of the program likely

were unable to qualify for the program, others likely were able to utilize the funds for

8/11/2020, 4:47 PM
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Section B: First Quarter Call Report Data

Ahead of a slowdown in new lending activity during the second quarter, first quarter
Call Report data also pointed to signs of reduced farm debt at commercial banks. The
rate of growth in farm real estate loans continued to slow and non-real estate loans
declined more than 2%, leading to a slight decline in total farm debt outstanding (Chart
6). Excluding Rabo N.A. from all previous periods, this marked the third consecutive
quarter of decline in non-real estate debt and the first decline in total agriculture loans
in any quarter since 2011

Chart 6: Farm Loans Outstanding at Commercial Banks*

12 Percent change from previous year

10 - ‘Real Estate
—Total

—Non-Real Estate |°

2010 2012 2014 2016 2018 2020

*Excludes Rabobank, N_A. from all previous periods (See footnote 1)
Source: Agricultural Finance Databook, Table B.1.
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In contrast to trends in farm debt at commercial lenders in total, balances grew steadily
at agricultural banks. Among agricultural banks in the first quarter, farm real estate
and non-real debt increased by about 5% and 3%, respectively (Chart 7). Compared
with all banks, all other types of loans increased at a slower rate for farm lenders.
While nearly all depository institutions likely benefitted from customers seeking to hold
larger amounts of assets in highly liquid forms, total deposits at agricultural banks
grew at half the rate of all commercial banks.

Chart 7: Loans & Deposits at Commercial Banks,
First Quarter

Percent Change from a year ago

1
® Ag Banks* 5
O Highly Concentrated Ag Banks**

10 - m All Banks 10
5 5
0 1 T r T T 0

I
‘S | = = ‘5
Farm Real Non-Real All Other  Total Deposits
Estate Loans Estate Farm Loans

Loans

*Banks with agncultural loans totaling at least 25% of total loans

**Banks with agricultural loans totaling at least 300% of total capital

Note: Based on banks meeting above criteria as of March 31, 2020 that also met criteria as of March 31, 2019
Source Federal Reserve Board of Governors.
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Alongside continued weaknesses in the agricultural economy and the initial effects of
the pandemic, farm loan delinquency rates continued to edge higher. Excluding Rabo
N.A. from ali previous periods, the volume of delinquent farm real estate and non-real
estate loans increased about 17% and 13%, respectively (Chart 8). The volume of loans
past due more than 90 days continued to represent the smallest share of total
delinquencies, but increased at a comparably faster rate, an indication that previously
past due loans remained delinquent.

Chart 8: Delinquent Farm Loans at Commercial Banks*

Delinquency Rate Total Delinquent Balances, First Quarter
5.0 Percent, four quarter moving average 100 Percent change from previous year
—Total m 2015
4.5 1 -Real Estate 02016 -
4.0 —Non-Real Estate 75 1 B 2017
2018
3.5 50 {  m2019
3.0 - m2020
2.5 - L
2.0
0
1.5 4
1-0 T ¢ T 1T 11 T 1T T 0 1T 1 LI LI | LI | -25 d
2000 2004 2008 2012 2016 2020 Total 30t0 89 90+ Days Nonaccrual
Days Past Past Due
Due

*Excludes Rabobank, N.A_ from all previous periods (See footnote 1)
Note: Delinquency Rate includes the share of all past due and nonaccruing loans
Source: Federal Reserve Board of Governors.
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In contrast to the large increases in loan loss reserves among many commercial
lenders, allowances at agricultural banks increased at a substantially lower rate. In

anticipation of potential repayment issues resulting from a broad economic
contraction and implementation of new accounting methodology, many banks

bolstered accounts reserved for loan losses, contributing to large decreases in income
(Chart 9). With less exposure to other types of lending and already strengthened
allowances, agricultural banks increased reserves at a slower rate, which supported a

slight increase in net income among those lenders.

Chart 9: Loan Loss Allowance and Net Income,
First Quarter

Percent Change from a year ago

75

50 -

25 -

0 ] T —
25 @ Ag Banks*
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-50 1 m All Banks
75
Allowance for Loan and Lease Net Income
Losses

*Banks with agricultural loans totaling ai least 25% of total loans

**Banks with agricultural loans totaling at least 300% of total capital

Note: Based on banks meeting above criteria as of March 31, 2020 that also met criteria as of March 31, 2019
Source: Federal Reserve Board of Governors.
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Agricultural Lending Consistently Slower https://www kansascityted.org/research/indicatorsdata/agfinanceda...
Section C: First Quarter Regional Agricultural Data

Alongside increases in farm loan delinquency rates, agricultural credit conditions
remained weak in the first quarter. According to Federal Reserve District Surveys, farm
loan repayment rates deteriorated at a steady pace across all regions in late March
(Chart 10). Farm Income also remained weak in all reporting Districts and expectations
about the coming months were slightly more pessimistic.

Chart 10: Agricultural Credit Conditions, First Quarter

Farm Loan Repayment Rates Farm Income

Diffusion Index * Diffusion Index *

Expected in next three months \'

120

—— 120

100 100

80 80

60

40 40

B Chicago ® Dallas m Kansas City N
20 # Kansas City  ® Minneapolis 20 + 4 o Minneapolis
0 u St. Louis = St. Louis
0
2014 2015 2016 2017 2018 2019 2020 2014 2015 2016 2017 2018 2019 2020

*Bankers responded to each item by indicating whether conditions during the current quarter were higher than,

lower than or the same as in the year-earlier period.  The index numbers are computed by subtracting the percentage of bankers
who responded "lower” from the percentage who responded "higher” and adding 100.

Sources: Agricultural Finance Databook, Tables C.1. and C.7.
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regions, farm loan demand continued to grow in all Districts except Dallas (Chart 11).
As deposits at many commercial banks increased, liquidity at agricultural banks across

all Districts was higher than a year ago.

https:/fwww.kansascityted.org/research/indicatorsdata/agtinanceda...
Similar to national trends, demand for farms loans at agricultural banks remained
steady and fund availability increased. While the pace of increase slowed in some

Chart 11: Demand for Farm Loans and Funds

Availability, First Quarter

Loan Demand

160 Diffusion Index *

- 160
140 - 140
120 4 - 120
100 + 100

Chicago B Dallas
80 = Kansas City ® Minneapolis 80
= St. Louis

60 60

2017 2018 2019 2020

130

120

110

100

80

Funds Availability

Diffusion Index *

Chicago m Dallas
# Kansas City ®Minneapolis
a St. Louis

T |

90

130

- 120

- 110

- 100

2017 2018 2019 2020

*Diffusion Index 15 calculated by subtracting the percentage of respondents who indicated “lower” from the percentage

of respondents who indicated “higher” and adding 100,

Source: Agnculral Finance Danabook, Table C.1,

80
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Despite a more pessimistic environment for farm income and credit conditions,
farmland values remained relatively steady in the first quarter. Compared with the
previous year, the value of nonirrigated cropland changed by less than 5% in all
reporting states except Texas (Map). In states where values were lower than a year ago,
the average decline was about 2%. Across all other states, values increased about 4%
on average.

Map: Value of Nonirrigated Cropland, First Quarter

Percent change from previous year

North Dakota' Minnesota
4% 1%

. South Dakota
-2%

Southern
] ‘Wisconsin
: 3%
Northern

e Indiana
Mountain : oy

Western
Missouri
5%

Sources: Federal Reserve District Agricultural Credit Surveys (Chicago, Dallas, Kansas City and Minneapolis)
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