
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


Agricultural 
Letter 

• 

THE FINANCIAL OUTLOOK for farmers 1jring 
1978 portends a continuation of many of the con 
ditions observed in recent months. Cash flows will 
likely remain tight as projections for another large 
crop harvest combined with this year's large stocks 
suggest continued downward pressures on prices. 
Cattle margins may show sufficient year-to-year im-
provement to hold total receipts to livestock producers 
above 1977 levels. Farm loan demand is expected to 
continue strong as farmers seek to finance increased 
production costs and refinance existing notes to ease 
problems generated by the projected tight cash flow 
situation. Farmland values will likely edge higher dur-
ing 1978 but at a slower rate than experienced during 
the past several years. 

Farm income prospects continue to reflect the 
likelihood that grain prices during 1978 may hover 
near the loan rates. Projections indicate the level of 
1978's net farm income may be very near the 1977 
preliminary estimate of $19.5 billion. Off-farm income 
is expected to register another slight increase next 
year, while net cash farm income is projected to 
decline slightly. The decline is expected to occur main-
ly on cash grain farms rather than on livestock 
operations. However, with numerous indications for 
increased hog and poultry production in 1978, most 
observers anticipate a general narrowing in profit 
margins for such producers as the year progresses. 

Farm real estate values are forecast to continue 
upward during 1978 but at a slower rate. Current es-
timates suggest that a 10 percent increase may be 
realized during 1977, followed by a 6 percent rise next 
year. Real estate assets comprise roughly three-
fourths of the total value of all farm assets. During 
1978 the value of real estate assets is projected to rise 
to nearly $580 billion, while the value of nonreal estate 
assets and financial assets are expected to increase to 
$167 billion and $36 billion, respectively—increases 
of approximately 13 and 4 percent, respectively. 

Total farm debt is expected to approach $119 
billion by the end of this year, marking an increase of 
nearly 16 percent—the largest annual rise in nearly 30 
years. Slower loan repayment rates and a 
simultaneous rise in renewals and extensions were 
major factors behind the unusually large increase. 
Nonreal estate debt—including Commodity Credit 
Corporation (CCC) loans—paced the overall rise, 
growing at a rate of nearly 18 percent. Real estate debt 
will reach an estimated $64 billion by the end of this 
year, up 14 percent. The proportion of the total real es-
tate loan portfolio held by the various classes of 
lenders continues to shift annually. Federal Land 
Banks registered another increase in their share of the 
portfolio during 1977, rising to 33.5 percent of the total 
and nearing individuals and others—who hold a 34.6 
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perceltclhaq--as the largest holders of farm real es-
tate debt. 

Farm debt is projected to reach $133 billion by the 
end of 1978-a rise of 12 percent over the preliminary 
estimate for the 1977 year-ending level. Real estate 
debt is expected to rise 13 percent to $73 billion, while 
nonreal estate debt would climb approximately 11 
percent to $60 billion. The overall debt-to-asset ratio 
for the farm sector—which for the ending 1977 level is 
now estimated at 16.3 percent—is projected to rise to 
17 percent by the end of next year. Most observers an-
ticipate that all major classes of agricultural lenders 
will experience the projected increase in farm credit 
demand next year as current income prospects suggest 
the likelihood that farmers in general will increase ef-
forts to refinance short-term commitments with ad-
ditional borrowings against equities in farmland. 
Reluctance on the part of lenders to extend additional 
credit to some already overdrawn borrowers may 
result in heightened efforts to secure Farmers Home 
Administration (FmHA) loan guarantees which could 
temporarily reverse the downtrend in FmHA's share 
of the real estate loan portfolio. Credit extended by 
merchants and dealers is expected to rise sharply, as 
are loans provided by the CCC. 

Machinery purchases during 1978 are currently pro-
jected to total $10.8 billion—an increase of $0.7 billion 
over the 1977 estimate. Indications suggest the 
likelihood of a soft demand for farm machinery next 
year, which may induce machinery manufacturers and 
dealers to promote sales through delayed payment 
plans, higher trade-in allowances, or more lenient 
credit terms. Higher labor and materials costs will 
likely necessitate some slight increases in machinery 
prices. 
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Production expenditures are likely to rise further 
in 1978. Prices of most farm inputs are expected to rise, 
although large supplies may render fertilizer an excep-
tion. Nitrogen fertilizer in particular may be available 
at stable to lower prices in light of the buildup in in-
ventories. Energy costs are expected to rise as price in-
creases are forecast for natural gas, LP gas, and gas-
oline. The announced wheat and feed grain set-aside 
programs could have a small impact on total produc-
tion expenditures. However, the likelihood of in-
complete participation suggests total utilization may 
be near last year's high level. 

Don A. Langford 
Agricultural Economist 


