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Rise in Texas Cropland Values Staves Off 
Financial Crisis—for Now

Average Texas cropland values have 
generally increased through the 1970s 
and early 1980s. This increase is in 
striking contrast to the movement of 
farmland values in the Midwest; those 
values shot upward during the 1970s, 
peaked in 1981, then dropped sharply. 
Average Texas cropland values have 
been buoyed by nonagricultural de
mand for land. Not coincidentally, the 
first manifestations of the current farm 
financial crisis occurred in midwestern 
states. Compared with the crash of 
average farmland values in the 
Midwest, the post-1981 increase in 
average Texas cropland values has 
helped postpone the agricultural finan
cial crisis in Texas.

Value of Farmland Crucial to 
Financial Health of Farm Sector

The movement of farmland values 
largely determines the severity of a 
farm region’s 1985 financial crisis. 
Almost all land purchases involve debt 
financing, and many operating loans 
are collateralized by farmland. When 
land values fall substantially, lenders 
may find that a farmer’s loans are 
undercollaterlized and refuse to extend 
further credit. Without credit, most 
farmers have to leave farming.

The value of agricultural land is 
determined both by its use as an input 
to agricultural production and by its 
likely nonagricultural uses, such as 
development. Farmland is valued by its 
expected return, the growth rate in that 
return, and the relevant discount rate. 
Needs for food and fiber generate the 
derived demand for farmland as a pro

duction input. Population and general 
economic growth drive nonagricultural 
demand for farmland.

In the late 1970s and early 1980s, 
farmland markets were booming. But 
the nonagricultural demand for land in 
midwestern states was probably small 
as their populations grew slowly. Thus, 
the 93-percent rise in average Iowa 
farmland values between 1976 and 
1981 is attributable to demand for 
farmland as an agricultural input.

During 1976-81, the Texas economy 
rapidly expanded and immigration was 
high. That resulted in heavy nonagri
cultural demands for farmland. Thus, a 
significant portion of the 60-percent 
rise in average Texas cropland values

Wool production has been a declin
ing industry in both the United States 
and Texas since 1943. Overlaying the 
long-term facto rs  causing the 
decline—for example, changing con
sumer meat preferences and the in
creasing use of man-made fibers— 
are important short-run forces. Some, 
such as the possible elimination of 
government subsidies, would speed up 
the exodus of ranchers from sheep 
raising. Others, such as resurgent con
sumer demand for lamb and wool, may 
slow the rate of decline. The near- 
term outlook for Texas wool producers 
is mixed, but in the long run the in
dustry will have to adapt to lower 
government payments and increased

in that period was likely fueled by 
nonagricultural demand for farmland.

Agricultural Demand for 
Farmland Drops

Since 1981, adverse agricultural con
ditions have exerted downward 
pressure on farmland values. For Iowa, 
that has meant a 36-percent decline in 
farmland values and severe financial 
stress for many of the state’s farmers. 
For Texas the growth in average 
cropland values slowed, rising 22 per
cent in the years 1981-84. Largely 
because of that rise, the farm financial 
crisis in Texas is much more localized 
than widespread.

(Continued on back page)

foreign competition.

Long-term forces shaping 
the wool industry

The production of wool is very sen
sitive to developments in the lamb and 
mutton market. Changing consumer 
preferences and relative price in
creases have resulted in a gradual 
decrease in per capita consumption of 
lamb and mutton in the United States. 
That has led to decreases in the 
number of sheep and lambs and in 
wool production.

The demand for wool has also 
diminished because of the emergence 
of relatively inexpensive man-made 

(Continued on back page)

Texas Wool Producers Face 
Difficult Times



PRIME INDICATORS OF THE TEXAS AGRICULTURAL ECONOMY
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ELEVENTH DISTRICT AGRICULTURAL LOANS
Bankers report whether the variable is “ greater,” “ the same,” or “ less” than a year ago. 

Percent reporting “ greater” or “ less” are depicted below.
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AGRICULTURAL BRIEFS
Farmers and ranchers having a rough spring

• A recent survey of Eleventh District agricultural 
banks shows the extent of the agricultural 
financial crisis. Fifty-nine percent of the 
bankers reported that they had denied oper
ating credit in 1985 to customers they had 
funded in previous years. On average, these 
agricultural banks turned away 9.4 percent of 
their old customers. In the same survey, 52 per
cent of the bankers reporting had farm custo
mers who left agriculture in 1984, and 59 per
cent expected some borrowers to quit farming 
or ranching in 1985. At the banks experiencing 
farm or ranch liquidations, 6.4 percent of their 
agricultural customers liquidated in 1984 be
cause of financial difficulties, and 7.9 percent 
were expected to do so in 1985.

• Preliminary estimates show that average 
agricultural land values in the District fell dur
ing the first quarter of 1985 compared with the 
fourth quarter of 1984. Ranchland dropped 3.2 
percent to $588 per acre, dry cropland fell 1.9 
percent to $748 per acre, and irrigated cropland 
declined 3.2 percent to $973 per acre.

• The cattle market behaved unexpectedly during 
the first third of 1985. Slaughter levels so far in

1985 have been similar to or below last year’s 
levels, but cattle prices have been much lower 
in 1985 than in 1984. Hog supplies have had 
little influence on that difference because 1985 
hog slaughter levels are similar to those of last 
year. The two likely causes for the beef price 
decline are consumer substitution of chicken 
for beef, because of a fall in the relative price of 
chicken, and possibly a decrease in per capita 
total meat consumption from 1984’s record 
level of 211 pounds.

• The Texas crop-price pattern through the first 
third of 1985 is not encouraging for farmers. 
Cotton prices now are lower than they were in 
1983 or 1984. Wheat prices are the lowest since 
1979. Both sorghum grain and corn prices are 
lower than the 1983 or 1984 figures. Since these 
prices are not adjusted for inflation, the 
farmer’s buying power is even lower than these 
price levels would suggest. Assuming average 
weather worldwide, the price outlook calls for 
minor seasonal price increases before harvest 
but no sharp upward movements toward 
greater farm profitability.

TEXAS COMMODITY MARKET PRICES
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Cropland Values (cont.)
Conclusion

The agricultural areas in Texas 
marked by considerable nonagricul- 
tural demand for farmland are likely to 
continue to be immune to the financial 
crisis. Farmers in Texas with little 
nonagricultural demand for their land, 
especially those whose crops are 
heavily export-dependent, have suf
fered significant declines in land 
values. For example, in the Southern 
High Plains of Texas, an area around 
Lubbock where the major crop is 
export-dependent cotton, cropland 
values fell 13.9 percent from 1981 to 
1984.

Cropland values in many areas of 
Texas peaked in early 1984 and have 
declined for several quarters. Should 
that trend continue, Texas could easily 
get more than just a sample of the 
Iowa farm financial experience.

—Hilary H. Smith

Texas Wool (cont.)
fibers, such as nylon and polyester. 
With prices of fine wool approximately 
three times higher than those of man
made fibers, U.S. consumers have in
creasingly switched to synthetic fibers 
in place of, or in combination with, 
wool.

Short-term Shocks 
Compound Problems

Harsh weather has caused sharp 
reductions in the sheep and lamb in
ventory during the past two years. As 
of January 1, 1985, the U.S. stock of 
sheep and lambs was 9 percent lower 
than a year earlier. More important, 
however, has been the rapid increase 
in imports of raw wool and wool 
textiles. Over the past two years, 
as the appreciating U.S. dollar made 
foreign wool cheaper, raw wool im
ports rose 27 percent and the wool con
tent of textile imports went up 33 
percent.

Outlook for Texas Wool Producers
Several recent developments should 

benefit wool producers in the short run. 
Current U.S. consumption of lamb and 
mutton has shown a slight rebound 
over the record-low levels prevalent 
during the mid-1970s, and further 
voluntary cuts in sheep flocks are not 
expected. Another encouraging 
development is the fashion trend 
demanding higher levels of wool in tex
tile blends. The Reagan administration 
has proposed changing the current 
wool subsidy program, however, so 
that producers receive lower govern
ment payments. Such a move would 
outweigh the short-term factors and 
result in an immediate one-third drop 
in income for Texas wool producers. In 
the long run, wool producers will have 
to rely more on their own production 
and marketing expertise, and less on 
government programs.

—Eric J. Weigel

The views expressed are those of the authors and do not necessarily reflect the positions of the Federal 
Reserve Bank of Dallas or the Federal Reserve System.____________________________________________
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