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Texas Banks and Fixed Versus Variable 
Interest Rates on Agricultural Loans

Fluctuation in interest rates during 
the past few years has resulted in more 
adjustable-rate agricultural loans. 
Comparatively rare five years ago, 
adjustable-rate loans now account for 
roughly two-thirds of all agricultural 
loans by Texas banks. Interest rates 
have risen sharply for several months, 
making adjustable-rate loans more at
tractive than fixed-rate loans from a 
banker’s perspective. What distin
guishes banks using adjustable-rate 
loans, and how different are the rates 
on the two types of loans? Survey data 
show that compared with banks that 
extend variable-rate agricultural loans, 
banks that extend only fixed-rate loans 
are generally smaller in terms of 
assets and make less use of managed 
liabilities (such as large certificates of 
deposit and federal funds). The interest 
rate differential between variable- and 
fixed-rate loans is small on a 
statewide-average basis, but there are 
large regional variations.

Why Variable Rates?

Using short-term liabilities to fund 
longer-term, fixed-rate loans is a 
significant banking risk when interest 
rates are rising. The risk can be passed 
from the lender to the borrower by 
allowing the loan rates to fluctuate 
over the life of the loans according to 
market conditions. Because this flex
ibility reduces bank risk, adjustable 
rates are usually lower than fixed rates 
on comparable loans. For example, in 
late July the national average spread 
between fixed- and variable-rate mort

gages, as reported by the Federal 
Home Loan Mortgage Corporation, 
was 1.34 percentage points.

Comparing Agricultural Loans

To compare fixed and adjustable- 
rate agricultural loans, data from the 
Federal Reserve Bank of Dallas 
Quarterly Survey of Agricultural Credit 
Conditions were analyzed for feeder 
cattle loans, a common type of 
agricultural loan. Just over half of 
these loans have variable-rate provi
sions. The average Texas bank exten
ding variable-rate feeder cattle loans 
has six times the assets of a bank ex
tending only fixed-rate loans in this 
category. Banks making variable-rate 
feeder cattle loans are more likely to 
fund such loans with large certificates

The Ogallala aquifer, source of vir
tually all water in the High Plains of 
Texas, has been subject to depletion 
for a number of years. Farmers, who ir
rigate about half the area’s cropland, 
are the major water users. By 1990, 
groundwater yields may drop to two- 
thirds of their current level, requiring 
significant reductions in irrigation. If 
the forecasts are accurate, the 
resulting lower productivity of dryland 
farming could cause cash receipts to 
drop considerably below current 
receipts from irrigated farming.

of deposit and other large time 
deposits, and their usage of federal 
funds is three times that of banks that 
make only fixed-rate feeder cattle 
loans. This suggests that, in general, 
larger banks making greater use of 
managed, interest-sensitive liabilities 
are more likely to have variable-rate 
loan provisions.

The rate differential between the 
statewide averages for fixed- and 
variable-rate feeder cattle loans from 
banks was only 0.2 of a percentage 
point, possibly reflecting the short
term naure of the loans. However, the 
spread between the minimum and max
imum interest rates charged across 
the state for fixed- and variable-rate 
feeder cattle loans was 3.5 percentage 

(Continued on back page)

Current High Plains Groundwater Use

About 95 percent of ground water 
from the Ogallala aquifer is used for ir
rigation, the amount of which varies 
annually depending on the weather 
and crop patterns. Normally, about 6 
million acre-feet of water are used to ir
rigate approximately 5 million acres of 
Texas High Plains cropland. The prin
cipal irrigated crops in the High Plains 
are cotton, sorghum, wheat, and corn. 
Although only 42 percent of the plant- 

(Continued on back page)

Declining Water Supplies Threaten High Plains 
Irrigated Farming



PRIME INDICATORS OF THE TEXAS AGRICULTURAL ECONOMY

TEXAS CASH RECEIPTS
INDEX OF
PRICES RECEIVED: TEXAS PRICES RECEIVED/PRICES PAID'
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1. Prices received by farmers in Texas divided by prices paid by farmers 

nationwide (No separate series exists for prices paid in Texas). 
SOURCES: U.S. Department of Agriculture.

Federal Reserve Bank of Dallas.

TEXAS FARM REAL ESTATE VALUES’
i— 12 HUNDRED DOLLARS PER ACRE -------------

DRYLAND CROPLAND

1981 I 1982 I 1983 I '84
1. 3 quarter centered moving average.
SOURCE: Quarterly Survey of Agricultural Credit Conditions,

Federal Reserve Bank of Dallas.

INTEREST RATES ON TEXAS FARM LOANS’
I— 23 PERCENT ------------------------------------------------------ -----

1981 I 1982 I 1983 I TM
1. FLBA rates are for farm real estate loans.
SOURCES: Quarterly Survey of Agricultural Credit Conditions,

Federal Reserve Bank of Dallas.
Federal Credit System.

ELEVENTH DISTRICT AGRICULTURAL LOANS

DEMAND FOR LOANS

Bankers report whether the variable is “ greater,” “ the same,” or “ less” than a year ago. 
Percent reporting “ greater”  or “ less” are depicted below.

AVAILABILITY OF FUNDS *
|— 60 PERCENT OF BANKS REPORTING

\  LESS

55 PERCENT OF BANKS REPORTING

— 45

— 35

— 25

1981 I 1982 I 1983 I >84

COLLATERAL REQUIRED *
I— 80 PERCENT OF BANKS REPORTING

1981 I 1982 I 1983 I ”84
* SOURCE: Quarterly Survey of Agricultural Credit Conditions,

Federal Reserve Bank of Dallas.

RENEWALS OR EXTENSIONS *
80 PERCENT OF BANKS REPORTING

1981 I 1982 I 1983 I '84



AGRICULTURAL BRIEFS
More Texas cattle and drought, higher interest rates and land values.

The drought has had a dramatic effect on cattle 
feeding in Texas. The July “ Cattle on Feed’’ 
report reveals that the number of cattle on feed 
in the United States dropped 4 percent from 
July 1,1983. But the number of cattle on feed in 
Texas as of July 1—the largest number for that 
date during July since 1973—was 23 percent 
higher than in 1983. This large increase was 
brought about by poor range conditions be
cause of the drought. Unable to pasture their 
cattle, many ranchers placed them on feed dur
ing the first half of the year. Despite the large 
Texas increase, overall national red meat pro
duction will decline causing steady to slightly 
rising beef prices in the second half of 1984. 
The middle third of Texas remains gripped by 
drought, some of it severe as measured by 
meteorological drought indexes. For example, 
the average yield for oats, a crop that is produc
ed almost exclusively in the drought zone, is 
down 38 percent from 1983. The heavy cotton 
production areas in the High Plains have re
ceived rain, sending cotton futures markets 
tumbling.

Interest rates on agricultural loans by Eleventh 
District banks continued to move upward in the 
second quarter, according to the July 1 Quarter
ly Survey of Agricultural Credit Conditions. The 
average bank interest rate reported for 
agricultural operating loans increased 74 basis 
points from the first quarter to the second 
quarter, rising from 14.08 percent to 14.82 per
cent. Because variable-rate loans account for 
over 60 percent of District agricultural bank 
loans, recent upward movements in interest 
rates in national credit markets have been 
swiftly incorporated in changes in District 
average loan rates.
District land values increased during the sec
ond quarter, according to the agricultural credit 
survey. Average ranchland values in the 
Eleventh District rose 4.7 percent from the first 
quarter to the second quarter. Over the same 
period the average values of irrigated land and 
dryland rose 1.7 percent and 1.1 percent, 
respectively. These aggregate numbers mask 
some continuing declines in ranchland and 
dryland values in the drought area of Texas.

TEXAS COMMODITY MARKET PRICES
UPLAND COTTON
r -  72 CENTS PER POUND-
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SOURCE: U.S. Department of Agriculture.

ALL WHEAT
-  4.4 DOLLARS PER BUSHEL
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-  3.8 1982

SOURCE: U.S. Department of Agriculture.

GRAIN SORGHUM
i— 6.5 DOLLARS PER HUNDREDWEIGHT —  

-  5 7  1983

SOURCE: U.S. Department of Agriculture.

SLAUGHTER STEERS
75 DOLLARS PER HUNDREDWEIGHT —

SOURCES: Texas Department of Agriculture.
Federal Reserve Bank of Dallas.
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SOURCES: Texas Department of Agriculture.
Federal Reserve Bank of Dallas.

CORN
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’ j ' f ' m ' a ' m ' j ' j ' a ' s ' o ' n ' d '

SOURCE: U.S. Department of Agriculture.



Texas Banks (cont.)
points. The large difference in rates 
charged could be due to many factors, 
including the banks cost of funds and 
any locational advantages banks may 
or may not have. But clearly, the high- 
quality agricultural borrower should 
not assume that the rates and terms at 
any one bank or within one region are 
representative.

The trend in banking is definitely 
toward increased use of variable-rate 
loans, as evidenced by preliminary 
responses to the July agricultural 
credit survey. The use of variable-rate 
loans by Texas banks has jumped at 
least 6 percentage points, to 63 per
cent from 57 percent, in the past six 
months. If interest rates keep rising, 
the upward trend in the number of 
agricultural banks offering variable- 
rate loans is likely to continue.

—Hilary H. Smith

Water Supply (cont.)
ings are irrigated, the irrigated plant
ings account for 63 percent of the cash 
receipts from these four crops—illus
trating the greater productivity of ir
rigated cropland.

The flow into the aquifer, or 
recharge, is only about 400,000 acre- 
feet per year, leading to an overdraft 
situation. Eventually, the groundwater 
yields will fall. This phase is rapidly ap
proaching for the Ogallala aquifer, with 
a significant decline in groundwater 
yields expected by 1990.

Effects on Crop Production

The extent of the decline and the 
overall effect on crop production will 
depend on the ability of farmers to 
maintain current crop yields with less 
water. Recent results with high- 
yielding wheat show that innovation in 
crop varieties can offer water savings 
without reducing yields. Further gains 
could come from developing new crops 
and drought-resistant varieties of ex
isting crops. Another factor is the 
adoption of water conservation techni
ques. Texas High Plains farmers earn
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above-average farm incomes, giving 
them the means to invest in water- 
conserving irrigation equipment. More 
efficient water use could mitigate the 
expected decline in irrigation.

The impact on the High Plains of the 
decrease in irrigated cropland can be 
analyzed at the limit by estimating the 
loss of crop production caused by a 
return to dryland farming. Using June 
1984 prices, for example, the drop in 
groundwater yields in 1990 would 
reduce cash receipts from crops by 
$175 million annually. This estimate 
also assumes that there is no improve
ment in crop varieties or water usage, 
admittedly a restrictive case. Assum
ing, however, some cutback in water 
requirements and use of higher 
yielding crops, the monetary loss will 
likely be reduced. What the estimated 
loss points out is the significance of 
the problem facing irrigated farming in 
the High Plains. Some decline in 
groundwater yields is a virtual certain
ty, but the magnitude of the effect will 
depend on the response of farmers.

—Roger H. Dunstan
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