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Energy Price Decline Likely to Lower Income 
of Texas Farmers and Ranchers

Plummeting energy prices are likely 
to be a mixed blessing for Texas 
agriculture. Production costs for crop 
farmers should fall significantly as a 
result of declining energy prices, but 
this beneficial effect is expected to be 
more than offset by declining oil and 
gas royalty payments. The net loss to 
Texas farmers and ranchers is likely to 
exceed $500 million annually if the 
price of oil stabilizes at $15 per barrel, 
thus aggravating the financial stress 
of many in agriculture.

Falling Energy Prices Reduce Costs

Energy is an important input to 
agricultural production, although 
livestock production is less energy- 
intensive than crop farming (see Chart 
1). For most dryland farming, the com
bination of petroleum products, 
natural gas, and electricity accounts 
for about 10 percent of cash expenses, 
and for approximately 20 percent for ir
rigated farming. Because energy is 
also intensively used in the production 
of agricultural chemicals, the price 
of chemicals is likely to decline. For 
crop production, this will affect that 
portion of cash expenses—about 
20-30 percent—devoted to purchases 
of agricultural chemicals.

Farmers and ranchers will save more 
in buying petroleum products than in 
agricultural chemicals. If the price of 
oil stabilizes at $10 to $15 per barrel, 
this would mean savings of about 
20-30 percent on petroleum product 
purchases—about 80 percent of agri
culture’s energy expenditures. Oil 
price reductions can also be expected

to bring down the price of substitute 
energy sources.

Agricultural chemical prices are not 
likely to fall as much as energy prices, 
however, because petroleum and other 
energy sources make up a smaller pro
portion of total costs in the production 
of agricultural chemicals.

Falling Oil Prices Likely Negative

Unfortunately for Texas farmers and

Many Texas farmers and ranchers 
pinched by low prices and heavy debt 
loads are scaling back by selling farm 
assets to improve their cash flow. If 
downsizing frees up operator work 
time, new off-farm employment is a 
possibility. But in areas of Texas most 
affected by farm financial stress, such 
as the Southern High Plains, farmers 
and ranchers face a very weak labor 
market. Thus, new off-farm employ
ment is unlikely to relieve much of the 
farm cash crunch.

Off-Farm Employment Helps Shield 
Farmers from Agricultural Downturns

For selected regions of Texas, the 
percentage of farm operators that farm 
full time and the percentage of trou
bled farm loans at agricultural banks 
are shown in Table 1. As indicated in 
the table, only about one-fourth of the 
farm operators in Northeast Texas 
(Tyler-Texarkana) are full time, while in 
Central Texas (Waco-Austin), it is just

ranchers, their losses from falling oil 
and gas royalties are likely to more 
than offset crop production savings 
from lower energy prices. If oil prices 
were to stabilize at $15 per barrel, oil 
royalties paid to agricultural land- 
owners would be expected to fall by 
$500 million annually. If the proportion 
of total natural gas revenues paid as 
royalties to farmers and ranchers is 

(Continued on back page)

over half. Financial stress levels 
among farmers in these two regions, 
as measured by loan-repayment prob
lems, are below the Texas average. Off- 
farm employment has served to cush
ion farm operators from the downturn 
in farm-sector prosperity.

In the Southern High Plains, an area 
around Lubbock, over 90 percent of the 
farmers work full time at farming. 
These operators are relatively un
shielded from adverse agricultural 
developments, which is reflected in the 
high level of financial stress. South 
Texas (San Antonio-Brownsville) fits in 
between the polar cases of Northeast 
Texas and the Southern High Plains.

Opportunities for Off-Farm 
Employment Vary Widely

Off-farm employment depends joint
ly on the supply of jobs provided by the 
economy and the job qualifications 
farmers can present to potential 

(Continued on back page)

New Off-Farm Employment 
Unlikely to Ease Farm Financial Stress



Table 1
RESULTS FROM JANUARY AND APRIL 1986 
QUARTERLY SURVEYS OF AGRICULTURAL BANKERS

Regional
indicators

Southern
High Central

Texas

North-
South
Texas Texas-

Full-time farmers 
(percent) ..................... 91.0 51.9 24.8 67.2 63.4

Agricultural loans 
with repayment 
problems (percent)....... 53.6 36.7 33.3 37.9 41.1

Sales at farm 
equipment dealers’ . . . . -12.1 -12.5 -6.7 -5.3 -8.5

Retail sales' ................... -5.4 2.7 4.8 3.0 4.44
Part-time employment2 ... 12.9 63.3 52.6 24.1 43.4
1. Percentage changes from 1984 to 1985.
2. Percentage of bankers who described part-time employment prospects in their

area as being “good” or “ fair.”
3. Texas estimates are rough approximations, except for retail sales.
4. Calculated for 1984-85 from Census data.
SOURCES: U.S. Bureau of the Census.

Federal Reserve Bank of Dallas.

SELECTED INDICATORS OF THE

TEXAS FARM REAL ESTATE VALUES
i-  850 DOLLARS PER A CRE-----------------------------------

(THREE-QUARTER CENTERED MOVING AVERAGE)

*— 650 ,------------------------1------------------------.---------------
I 1984 I 1 9 8 5 I 1986

SOURCE: Quarterly Survey of Agricultural Credit Conditions,
Federal Reserve Bank of Dallas.

Chart 1
TOTAL ENERGY AND AGRICULTURAL 
CHEMICAL COSTS AS A PROPORTION 
OF TOTAL CASH EXPENSES, 1984
r- 32 PER C EN T -------------------------------------------

27 ■  ENERGY YSj  CHEMICALS

■ —Cm --------mm.—//<--------- bbb— ----------mm.___
CORN WHEAT COTTON COW-CALF

NOTE: Corn and cotton expenses are for irrigated farming. 
SOURCES: U.S. Department of Agriculture.

Federal Reserve Bank of Dallas.

TEXAS AGRICULTURAL ECONOMY

PRICES RECEIVED/PRICES PAID
[— 100 (1977 = 100)--- --- ----------------------------

NOTE: Index is constructed by dividing prices received by farmers in Texas 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.

DEMAND FOR LOANS
i-  60 PERCENT OF BANKS REPORTING

I 1984 I 1985 I 1986
SOURCE: Quarterly Survey of Agricultural Credit Conditions,

Federal Reserve Bank of Dallas.

NONPERFORMING LOANS 
AT AGRICULTURAL BANKS
r-  5 PERCENT OF TOTAL LO A N S-

I 1983 I 1984 I 1985
SOURCES: Board of Governors, Federal Reserve System.

Federal Reserve Bank of Dallas.

INTEREST RATES ON TEXAS FARM LOANS
l— 17 PERCENT-------------------------------------

-  15

-  13

-  11

BANKS
FIXED

VARIABLE
PCAs .. 

FLB

9 I 1984 I 1985 I 1986
NOTE: Starting with the first quarter of 1985, bank rate is decomposed into fixed 

and variable rates for agricultural loans.
RCA rate is for farm operating loans at production credit associations. 
FLB rate is for farm real estate loans at the Federal Land Bank. 

SOURCES: Farm Credit Banks of Texas.
Quarterly Survey of Agricultural Credit Conditions,

Federal Reserve Bank of Dallas.

FARM DEBT OUTSTANDING IN TEXAS
i— 4.5 BILLION DOLLARS----------------------
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-  2.5 FLB

-  1.5
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1984 I 1985 I 1986 I

SOURCES: Farm Credit Banks of Texas.
Federal Reserve Bank of Dallas.



AGRICULTURAL BRIEFS
Lower land values and interest rates; more loan repayment and bank credit problems.

Agricultural land values in the first quarter of 
1986 continued to decline because of current 
low prices for agricultural commodities and the 
outlook for still lower crop prices in the second 
half of the year. The fall in land values during 
the first quarter and the downward revisions of 
fourth-quarter 1985 estimates erased the 
previously held belief that the decline in land 
values was slowing. Preliminary estimates for 
the first quarter of 1986 compared with the 
revised data for the fourth quarter of 1985 show 
that ranchland fell 2 percent to $547 per acre; 
dry cropland, 1 percent to $688 per acre; and ir
rigated cropland, 3 percent to $854 per acre.
In the April 1 Quarterly Survey of Agricultural 
Credit Conditions, only 35 percent of the 
agricultural bankers responding believed that 
farm and ranch land values would bottom out in 
1986.
Average interest rates on all types of farm

loans at Eleventh District agricultural banks 
declined during the first quarter of 1986. In
terest on fixed-rate operating loans dropped to 
12.6 percent from 12.9 percent, while variable 
rates on similar loans dropped to 11.8 percent 
from 12.3 percent. Rates on long-term farm real- 
estate loans also moved downward. Fixed-rate 
provisions on these loans declined to 12.9 per
cent from 13.1 percent, while variable rates 
declined to 11.6 percent from 12.2 percent. 
Agricultural bankers reported that nearly one- 
third of their crop farmers would not be able to 
qualify for loans at their bank without the 
government farm program’s income main
tenance payments as collateral.
Repayment problems are increasing on 
agricultural loans at District banks. In April
1985, 36 percent of farm and ranch loans were 
having some repayment problems. For April
1986, that figure has increased to 42 percent.

TEXAS COMMODITY MARKET PRICES
UPLAND COTTON
i— 80 CENTS PER POUND

SOURCE: U.S. Department of Agriculture.

ALL WHEAT
r— 3.9 DOLLARS PER B U SH EL -

I . I „ I .. I"'"l ..7 . I . I . I _ I _ I .. I _ IL- 2.4
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SOURCE: U.S. Department of Agriculture.

GRAIN SORGHUM
6.0 DOLLARS PER HUNDREDWEIGHT—

i , i i i . i. i i . i— m —i—i—iL- 3.0
J ' f ' m ' a ' m ' j ' j ' a ' s ' o ' n ' d '

SOURCE: U.S. Department of Agriculture.

SLAUGHTER STEERS
i— 75 DOLLARS PER HUNDREDWEIGHT —

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

FEEDER STEERS
r-  80 DOLLARS PER HUNDREDWEIGHT—

L- 55
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SOURCES: Texas Department of Agriculture.
Federal Reserve Bank of Dallas.
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Energy Price (cent.) Employment (cont.)
assumed to be the same as oil, the 
overall income loss would increase to 
$800 million annually. By contrast, the 
annual savings to agriculture from 
energy purchases are expected to 
reach only $225 million. Although the 
savings from lower agricultural 
chemical prices are difficult to deter
mine, they will certainly be much 
smaller than those on energy pur
chases. The net reduction in income 
for farmers and ranchers thus can be 
expected to top $500 million.

A decline in energy prices will re
duce production costs but will aggra
vate the financial positon of those 
Texas farmers and ranchers receiving 
oil and/or natural gas royalties. The 
hardest hit area is likely to be the 
Southern High Plains, a major Texas 
energy-producing region that also has 
shown the highest incidence of farm 
financial stress.

—  Roger Dunstan

employers. Rural economies, more nar
rowly focused on agriculture and 
perhaps oil and gas extraction, are 
more affected by downturns than are 
diversified local economies. Thus, 
when agriculture turns down, the rural 
economy turns down as well, reducing 
the supply of available jobs. This in
teraction of agriculture and the local 
economy is shown in the lower panel of 
Table 1. Agriculture is represented by 
farm equipment sales, which are down 
across the board. Retail sales, how
ever, are down only in the Southern 
High Plains. The falloff in the local 
economy there is mirrored in estimates 
of the low demand by employers for 
part-time workers.

In terms of two important indicators 
of job applicant success—education 
and age—the evidence for farmers’ 
competitiveness is mixed. In all 
regions, farmers’ educational levels 
are similar to those in other nonprofes

sional occupations, but farmers are 
much older. If the 10- to 15-year age dif
ferential reflects relevant experience, it 
could be a plus. More likely, older job 
seekers will find their employment 
search more difficult.

New Off-Farm Employment Unlikely in 
Agricultural Regions

Farmers and ranchers in the heavily 
agricultural regions in Texas are at a 
disadvantage on both sides of the off- 
farm job market. The rural economies 
are generating fewer employment op
portunities compared with more diver
sified regions. Also, farmers are poten
tially less attractive as job candidates 
because they are older than other 
workers. Thus, new off-farm employ
ment is unlikely to be much help for 
farmers and ranchers in those areas of 
Texas that need it most.

—Hilary Smith

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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