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IMPACT OF TAX POLICY ON AMERICAN AGRICULTURE

Neil E. Harl

Even though the tax system in the United States has
undergone dramatic and unprecedented change in the past
decade, it is entirely possible to overstate the direct
effects of taxation upon the structure of the agriculture
sector, the nature of firms within that sector and the
economic fortunes of those involved in farming and agri-
business. If the indirect effects of taxation were consid-
ered as well, the combined impacts would, however, rank among
the most significant variables affecting agriculture even in
these economically troubled times.

In this statement, emphasis is placed upon the direct

and indirect effects of the tax system on agriculture with
particular attention to four dimensions of the problem--
(1) the overarching need to restore revenue to the federal
tax system or otherwise reduce the federal budget deficit,
(2) the potential mischief from tax policies that appear
sound on a micro basis but cause quite different effects
when considered in the aggregate or on a macro basis,
(3) the importance of considering the effects of the tax sys-
tem on investment from outside the agricultural sector, and
(4) the expected impacts on agriculture of a reduced effort
to curb the concentration of wealth.

Tax Policy and Family Farms

Before taking up the four major themes, a few words
should be said about the family farm system which has
characterized much of agriculture in this country since the
early days of the republic. Except for Florida, Hawaii
and California, large investor-owned farm and ranch_opera-
tions have been and continue to be relatively rare.l With
family farm and ranch units, the family provides all or
nearly all of the equity or ownership capital, supplies all
of the management and furnishes most of the labor for the
operation. Even though more than 80 percent of the farms and
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ranches are organized as sole proprietorships, a ﬁignificant
number function as partnerships and corporations. Although
some Congressional enactments in the last decade assume other-
wise, notably special use valuation of farmland and 15-year
installment payment of federal estate tax, farm businesses

are typicglly born and die within the generation of their
founding. Land may remain within the family from generation
to generation but the farm business has usually terminated

at the retirement or death of the farmer or rancher.

The size of farms and ranches is heavily influenced by
the relationship of cost per unit of output to scale of
operation. Over the long term, the size of farms and ranches
tends to reflect cost considerations. While the least cost
point for production varies by type of operation, under Corn
Belt conditions, research has consistently indicated that the
economies of scale have been largely achieved by farms of
about a section in size (640 acres). Economies beyond that
point relate to cost advantages in quantity purchasing of
inputs and the price advantages from marketing larger amounts
of output.

In terms of the impact of tax policy on family farms,
several points merit mention.

1. Ease of entry by beginning farmers is vital to main-
tenance of a family farm structure. Barriers to entry may
come, first, in the form of nonavailability of land and other
inputs at a cost consistent with the price of agricultural
products. Thus, factors--including factors relating to tax
policy--that tend to drive up the cost of land and other in-
puts may contribute to barriers to entry. Some tax provisions
tend to become capitalized into land values and may contri-
bute to values above the level that can be paid by those with-
out the tax advantage.

2. Another barrier to entry may come from provisions
that tend to reduce the alienability or transferability of
inputs, notably land. Again, special use valuation of land
and 15-year installment payment of federal estate tax fall
into that category. With special use valuation of land, most
transfers outside the family are precluded for at least ten
years after death. The low income tax basis from special
use valuation discourages taxable transfers even beyond the
period for federal estate tax recapture. For 15-year install-
ment payment of federal estate tax, any transfer during the
period of 177 months after death (14 years and nine months)
counts against the maximum tgansfer allowed without termina-
tion of installment payment. If 50 percent or more of the
decedent's interest is sold, exchanged or otherwise disposed
of or is withdrawn from thg business, the installment payment
arrangement is terminated.
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3. Another barrier to entry may come in the form of
tax advantages for larger operators that would provide a
systematic advantage at a point on the cost curve beyond
the point of least cost per unit of output. Most of the
flat tax proposals would provide such an advantage, at least
relative to the income tax burden under current law. /

4., Changes in the tax structure that induce capital
flows into agriculture should be evaluated with care. The
presence of some non-farm investment in agriculture lowers
the barriers to entry by making farmland available on a
rental basis to beginning operators and others with a highly
limited capital base. A policy of full ownership of land by
operators would, over time, create substantial barriers to
entry. A pattern of mixed ownership by bona fide farmers
and those outside the agricultural sector contributes to a
healthy agriculture over the long term.

Tax policies that induce sharp increases in investor
capital flowing into agriculture tend to elevate the price
of land, breeding stock and other inputs. The result may be
higher barriers to entry by beginning farmers and those with
a limited capital base.

A word of caution is in order with respect to timing in
adopting changes in tax law that would discourage the flow
of investment capital into farming. At a time, as now, when
the market for farmland and some other inputs is indeed soft,
triggering further sales by inducing the tax advantages from
such investments could have a negative effect. Placing a
cap on the amount of farm losses that could be deducted
against non-farm income is an example of such a move that
would have a substantial negative impact on non-farm investors
in farmland. 1Ideally, changes in the direction of discourag-
ing the flow of investor capital into agriculture should not
come at the bottom side of the economic cycle for farmers.

Tax Policy as Barrier to Entry

In tax policy, one of the most difficult tasks for tax-
payers is toevaluate the macro effects of changes in tax
law that appear irresistibly attractive on a micro basis.
This problem is clearly manifest (1) in understanding the
effects of changes in tax law on federal revenues and the
impact of revenue shortfalls on interest rates, and (2) in
understanding the impacts of changes in tax law on levels
of production and the long-run implications for producers and
consumers. The first point is discussed in this sectionj; the
second is discussed in the next section. Without a doubt, one
of the major challenges of the 1980s is for taxpayers to ac-
quire a greater sense of understanding of the economic link-
ages between tax rules, fiscal policy and monetary policy.
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At present, the most significant feature of federal tax
policy for farmers and ranchers_relates to the enormous and
growing federal budget deficit.8 The numbers are well known
to this group and need not be repeated. What may be less
well known are the ways in which agriculture is being impacted
by the huge budget deficit for the current federal fiscal year
and by an expectation of even larger deficits for the fore-
seeable future. Tax legislation now in process represents
a heartening move toward closing the gap but will not, alone,
be sufficient.

The current economic woes of farmers are traceable to
several factors: (1) adverse weather conditions in some parts
of the countryduring the 1982 and 1983 growing seasons, (2) real
rates of interest at levels rarely encountered in the past,

(3) over-expansion in the decade of the 1970s under an assump-
tion of continued inflation, and (4) sharp drops in land
values as the rate of inflation has been reduced and interest
rates have remained high. Of the four factors, the single
most significant appears to be the deicsion by the Federal
Reserve Board }8 1979 to reduce the rate of inflation in the
United States. Over the following four years, that action
led to conditions of tight money, high interest rates and a
dramatic slowing in the rate of inflation. The result, for
farmers, has been falling land values and high real rates of
interest, sufficient to cause lenders to develop concerns about
a substantial proportion of their farm borrowers.

. The amount of debt held by farmers has risen sharply
in recent years. in 1971, total farm debt outstanding in
the United States totalled slightly more than $54 billion.}?2
As recen;%y as 1976, the amount of farm debt was about $91
billion.* IT the next eight years, the figure increased to
$§215 billion. b As a percentage of net farm income, farm
debt stood at 215 percent in 1960, rising to 334 percent of
net farm income in 1?%5 and climbing to 795 percent of net
farm income in 1981. Unless inflation permits payment
from increases in asset values, indebtedness must be paid
from net income.

Farmers with high and rising debt loads,16 thus are
caught with the worst of all worlds, falling collateral value
as farmland values have declined and high real interest
rates that persist at near record levels. Had nominal interest
rates declined along with the drop in the inflation rate, as
would normally have occurred, farmers and other debtors would
have faced substantially less economic difficulty than is
now the case.

Although there is not unanimous agreement among economists,
the evidence is overwhelming that large budget deficits con-
tribute to high interest rates. Interest rates represent,
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essentjally, the price of credit, and heavy government
borrowing plus private sector borrowing impose a heavy demand
for money in times of large budget deficits and significant
economic activity. Constraints on the supply of money assure
that the price of credit will rise with increase in the
demand for money.

High interest rates have four distinct effects on farm
firms. High interest rates (1) increase the direct cost of
production credit for use in the operation and raise the
interest cost for land under variable rate mortgages; (2) give
strength to the foreign exchange value of the dollar with the
result that farm products are more expensive in export chan-
nels with a resultant drop in exports; (3) become part of the
cost of production for inputs purchased by farmers and, because
of the competitive structure of the input supplying sectors,
tend to be passed along to farmers in the form of higher
input prices (for fertilizer, chemicals, fuel, seed, repairs
and other inputs); and (4) increase the cost of carrying
farm products in inventory with a short-term effect not
unlike an increase in supply. The net result of high
interest rates is higher operating costs, reduced farm income
and depressed land prices.

In light of the economic vulnerability of a substantial
segment of farmers and ranchers, the real rate of interest
takes on enormous significance. The problem goes beyond
production credit. One of the products of the inflationary
era of the 1970s was variable rate mortgages. High interest
rates impact those farmers and ranchers who have acquired
land under variable rate mortgages from the Federal Land
Bank and other lenders.

For many farmers and ranchers, the economic pain from
continuing high interest rates dwarfs any possible combination
of benefits from the tax cuts from the Economic Recovery Tax
Act of 1981.18 The realization is becoming clearer to tax-
payers that a macro price of enormous proportions is being
paid for what at first blush appear to be highly attractive
benefits from a micro perspective.

As we pointed out in print in August and September of
1981, the Economic Recovery Tax Act of 1981 was EBe most
irresponsible Congressional act of this century. We are
now inclined to reconsider that statement. We now believe
it was the most irresponsible Congressional act in the history
of the republic. As a matter of tax policy, nothing now ranks
with restoring a sense of fiscal sanity to the economy of this
country. A severely and chronically unbalanced budget is a
matter of national security.

The destabilizing effect of high interest rates in the
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international realm, notably in third world countries, is
~another deep concern of farmers, not only from the standpoint
of strength of export activity in farm products but also
from the standpoint of potential damage to the fabric of
international lending relationships and the risk of trigger-
ing international liquidity crises. Countries with high

and rising debt burdens cannot be viewed as good candidates
for expanded sales of farm products from the United States.

Changes in Tax Structure and Cost of Production

In reviewing the macro effects of tax policy for the
agricultural sector, one major area of concern is the impact
of changes in the tax structure that affect the cost of
production. Because of the atomistic nature of most segments
of the farm sector, and the inelasticity of demand for many
farm products, the usual effect of changes in technology
or changes in the tax system that are cost decreasing in
nature is to increase production and hence supply, drive
down the price and ultimately benefit the consumer, not the
farmer. It was by this very process that agriculture over
the past 75 years has given up people and other resources
sufficient to fuel non-farm development with food production
involving fewer and fewer farmers and a dmininishing pro-
portion of the capital resources of the country. Tax breaks
that reduce the farmer's cost of production are indeed con-
sistent with a policy of cheap food and are clearly in the
best interests of consumers.

As an example of the aggregate effect of what appeared
to be a desirable change in tax rules for agriculture, the
Congress in 1978 responded to producer requests to resolve
a dispute between the Internal Revenue Service and farmers
over eligibilitg of livestock confinement units for invest-
ment tax credit and to make the facilities eligible for
the 10 percent credit.2l The effect yas to reduce the cost
of eligible structures by 10 percent and to induce construc-
tion of facilities where the appropriately amortized cost to
the taxpayer of 90 percent of the full cost of the confine-
ment unit was profitable. Although other factors were also
impinging upon producer decisions during the same period,
it appears that the legislation assuring the credit to con-
finement facilities had some impact on production and supply
levels. Some taxpayers now recognize that a significant
price may have been paid by producers in the aggregate for
what appsgred at the time to be an irresistible micro tax
benefit.

Another example of tax provisions impacting production
costs and, hence, production and supply levels is the deduction
for land clearing expenses. Since 1962, expenditures made
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for the clearing of land to make it suitable for use in
farming have been deductible currently up to the lessgr of
$5,000 or 25 percent of taxable income from farming. Again,
the probable effect has been to induce some land to be
brought into production that would not have been planted to
crops had the expense of land clearing been capitalized
rather than deducted currently. The benefits of increased
production and the resulting lower price per unit undoubtedly
inured to the benefit of consumers. Moreover, during much

of the 22-year period in which the land clearing expense
deduction has been available, price and income support pro-
grams of the United States Department of Agriculture have
been in place to idle farmland and support commodity prices
above market clearing levels.

From a policy perspective, the message is reasonably
clear: proposed changes in the tax system that would affect
the cost of production should be evaluated in terms not
only of the cost or revenue to the Treasury but also in
terms of who is expected to benefit ultimately from the
change and whether the change is consistent with other
policies already in place. 1In all of the above examples,
the consumer was the ultimate beneficiary of policies that
appeared desirable at the micro level but resulted in in-
creased levels of production with resultant lower prices.

Changed Tax Structure and Investment Capital

Another major area of impact of tax policy in agriculture
is the effect of changes in the tax structure on the flow of
investment capital. Tax provisions may induce or inhibit
the flow of capital into agricultural assets, depending
upon the configuration of the tax system.

Much of the federal income tax legislation enacted in
1969 and 1976 was designed to neutralize tax-motivated shifts
of investment capital into agriculture. The basic income
tax incentives have been largely of four types: (1) the com-
bination of the cash method of accounting and the biological
processes of agriculture that permitted (and still do but
to a lesser degree than before 1976) conversion of deductions
from ordinary income into taxation ultimately as long-term
capital gain; (2) availability of the cash method of account-
ing and deferral of recognition of income such that expenses
are incurred in one time period with income taxed in a later
period; (3) the operation of taxable entities with different
rates of federal and state income tax ranging from zero to
the highest marginal rate for individuals; and (4) authori-
zation of the various tax deferral options such as the oppor-
tunity to report non-recourse Commodity Credit CorporaE;on
loans as income in the year loan proceeds are received or



206

as income when the commodity is sold or forfeited to ccc.28

In recent years, legislative efforts have been made to
narrow the scope of tax motivations of nonfarm investors to
invest in farm property or farming operations based upon
one or more of the four types of incentives outlined above.
Until 1970, recapture rules did not apply to depreciable
livestock. Therefore, it was possible, prior to 1970, to
purchase a cow-calf herd, for example, depreciate the animals
to a low level and sell the herd with long-term capital gain
treatment for the resulting gain. Livestock was added to
Section 1245 recapture (meaning that, essentially, gain is
taxable as ordinary income to the extent of _ allowed or
allowable depreciation) beginning in 1970.29 At the same
time, the holding period for cattle and horses was extended
to twice the period required for other types of 1ives§8ck
in order to receive long-term capital gain treatment. The
same legislation, the Tax Reform Act of 1969, added a further
provision for the recapture of gain on disposition of "farm
recapture property'" to the extent the taxpayer had a balance
in the §fxpayer's "excess deductions account'" from net farm
losses. The 1969 changes had a significant effect on the
shelter activity, especially on shelters involving cow-calf
herd purchase, depreciation and sale.

The use of limited partnerships as a tax shelter (such
as feedyard activity involving cattle) with prepurchased
feed and other supplies and with gain recognized in a later
year was curtailed by enactment in 1976 of limits on deduct-
ibility of inputs by '"farming syndicates”32 and by legislation
imposing '"at risk" rules which limit deducatibility to
amounts the taxpayer has at risk.33 The at-risk rules,
which originally applied only to partnerships, were broad-
ened in %278 to include all areas of investment activity in
farming.

Even though farming syndicates have been 1%§ited to
current deductibility of feed and other inputs, a substan-
tial amount of prepurchase activity has continued by investors
not falling within the farming syndicate rules. Accordingly,
legislation has been proposed in 1984 _to limit further the
deductibility of prepurchased inputs.36

Since 1969, therefore, a concerted effort has been made
to limit the'benef%;s of the cash method of accounting to
bona fide farmers. Quite clearly, practices permitted by
cash accounting have been major attractions for high tax
bracket non-farm investors. The Congressional response has
been to narrow the rules of eligibility for cash accounting
but not to deny its use to bona fide farmers and ranchers.
Apparently, farmers have paid a substantial price for contin-
uation of eligibility for cash accounting as investment has
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been attracted into some areas, most notably pistachios,
cattle feeding and, at an earlier time, cow-calf operations.
In recent years, some farmers have raised the question
whether the advantages of cash accounting were worth the
disadvantageous results from induced investment activity
and higher production levels with resultant lower prices to
producers. If cash accounting is permitted to remain, as a
matter of policy continuing attention should be given to
limiting inducements to invest because of the peculiarities
in the way income and deductions are handled under the cash
method of accounting.

An area of potential shelter activity meriting atten-
tion is the rapid write-off of depreciable rggl property
under the Economic Recovery Tax Act of 1981. The cost
of much of the depreciable real property in a farm or ranch
operat%Sn is recoverable over five years on an accelerated
basis. Tile lines, fences, feeding floors, paved drives,
grain bins, silos, livestock confinement facilities, outside
power and light systems and water distribution systems are
all depreciable as five year property in addita8n to being
eligible for 10 percent investment tax credit. The cost
of other depreciable realty is eligible for recovery over
as little as 15 years. Before the Economic Recovery Tax Act
of 1981 became effective, ETese assets were depreciated over
periods of 10 to 30 years.

The 1981 legislation represented a striking acceleration
in cost recovery. Quite apart from the massive loss of revenue
from ACRS, which was particularly dramatic in light of the
sharp drop in capital spending for several months after the
enactment of ERTA, the ACRS rules have created a tax shelter
opportunity.

Example: On December 31, 1983, a high tax bracket tax-
payer purchased a farm for $800,000. Of the total purchase
price, $300,000 was allocated to four large silos, five con-
finement livestock units, fence line banks, fences, tile
lines and four large grain bins. By using accelerated cost
recovery, the taxpayer could claim $45,000 in depreciation
in 1983, $66,000 in 1984, and $63,000 in each of the next
three years. By the end of 1987, the $300,000 investment
allocated to the depreciable items would be fully recovered,
just over four years after the original purchase. If the
farm were sold in 1995, the amount allocated to those dep-
reciable assets would, of course, be taxed as ordinary
income up to $300,000.

For Section 1250 property, straight line cost recovery
over 15 years Z%y be claimed with no depreciation recapture
on later sale. With Section 1250 assets, depreciation is
recaptured only to the extent depreciation claimed exceeds
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straight line cost recovery.43 Thus, depreciation deductions
from ordinary income can readily be converted into long-term
capital gain.

Example: A high tax bracket off-farm investor on
January 1, 1983, purchased a heavily improved farm for
$600,000. Of the total purchase price, $100,000 was allo-
cated to a nearly new house on the property, $80,000 to a
large steel building built for machinery storage and farm
shop and $20,000 for a pole barn. All of the depreciable
items, totalling $200,000 in value, were placed on the
depreciation schedule with straight line cost recovery
claimed over 15 years. By the end of 1997, the $200,000
amount would be depreciated to zero, having produced $100,000
in income tax savings for the investor who is in the 50 per-
cent federal income tax bracket (not counting the value of
the deductions for state income tax purposes). If the farm
were sold in 1998, with $200,000 of the sales price allocated
to the house, the steel building and the pole barn, the
$200,000 gain would be eligible for long-term capital gain
treatment taxed at a maximum rate of 20 percent with $40,000
in income tax due on the gain. Thus, at an eventual cost
of $40,000, the taxpayer obtained tax benefits of $100,000.

A shift entirely to Section 1245 recapture and repeal
of Section 1250 rules would go a long way toward limiting
the attractiveness of depreciable real property as a tax
shelter.

A careful look should be given to whether some assets
now classified as five year recovery property would more
appropriately be classed as 10 or 15 year property. Parti-
cular mention is made of tile lines, concrete drainage
ditches, silos, some types of storage facilities and single
purpose agricultural structures.

Agriculture may be particularly vulnerable to off-farm
investor activity for the next several years. Land values
have fallen sharply at a time when average personal incomes
in other sectors of the economy have been rising. Farmers
who have been financially weakened from high real interest
rates, poor crops because of adverse weather conditions and
loss of asset value are not likely to be strong bidders for
farmland.

With the economic problems in much of the agricultural
sector, some concern has been voiced over the heavy reliance
of farm firms on debt capital and the impact of economic
adversity on the equity capital base provided almost ex-
clusively by the farm family. The suggestion is that econo-
mic incentives be created for non-farm equity capital to
flow into farm firms with a consequent broadening of the
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risk-bearing fund. This argument should be evaluated care-
fully in light of the unique features of farm firms.

First, with more than 80 percent of the farm businesses
operated as sole proprietorships, there is no convenient
mechanism for channeling equity capital into farm firms.
Most of the equity capital that has entered agriculture has
entered in the form of land purchase which is then leased
to farm firms. :

Even if an investment mechanism were developed, it is
doubted that non-farm investors would be interestéd in
minority equity interests in closely held farm firms without
an assurance of rights to participate in management or
assured income or both. Involvement by off-farm investors
in management would be anathema to many farmers and the
typical cash flow of farm firms might not permit a current
return commensurate with alternative investment opportunities.
In light of the capital needs of agriculture, it does seem
vital that the agricultural sector remain linked to the
major sources of capital. Moreover, an argument can be made
that barriers to capital flow should be examined with care to
see that capital shortages do not develop in agriculture.
However, the most obvizus barriers--limitations on corporate44
and non-resident alien“*” ownership of farmland--involve
equity capital rather than debt capital flows. Debt capital
is relatively free to flow into agriculture in keeping with
relative rates of returns and relative lending risks.

From the standpoint of tax policy, the prudent course
would seem to be to seek neutrality in terms of impact on
debt and equity capital flows. The family farm system of
American agriculture is based upon all or most of the equity
capital of the farm firm being provided by the farm family.
Certainly any chansie in the family farm structure should come
in an evolutionary manner as individual farmers concider the
trade-offs between the decision making independence and the
spreading of risk rather than being induced by tax-motivated
incentives. ‘

“he Effect of Changed Estate Taxes

One of the more significant Congressional actions of
the past decade with respect to tax policy was the substantial
easing of the federal estate tax burden in the 1976 and 1981
legislation. Agriculture has a strong interest in tax pol-
icies dr:signed to curb the concentration of wealth.

ITn reducing the federal tax liability on estates, the
Congr2ss seems to have been motivated in part by concerns
that family farms and small businesses were threatened by the
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levels of federal estate tax then in effect. The Congress
appears to have assumed that the way to assure survival of
the family farm as a concept was to work to assure the sur-
vival of family farms as economic entities. Legislation
was enacted (lz7reducing the federal estate tax burden on
small estates, (2) creating a procedure for valuing land
used in a farm or other business below fair market wvalue

for federal ezgate tax purposes under what is known as special
use valuation™*® and (3) enacting a more attractive option

for installmeg& payment of federal estate tax if a business
was involved. These actions were apparently made under

the assumption that the family farm as a production entity
should continue as an economic entity through time. Both
pre-death and post-death requirements for special use valu-
ation of land and installment payment of federal estate tax
assume the existence of a business. Yet most family farm
businesses do not survive the generation of their founding.30
Even though the land may remain within the family, the farm
business rarely continues beyond the life span of the parents.
An increasing number of the larger farm and ranch businesses
(but still only a few in total numbers) are pursuing an ob-
jective of continuation of the farm business into the next
generation. Not unexpectedly, Congressional action to ease
the federal estate tax burden is of greatest value to the
largest farm and ranch operations and to non-farm investors
in farmland.

Especially in light of current budgetary pressures, the
Congress may want to reconsider not only the reduction of
the top federal estate and gift tax rates from 70 percent to
50 percent but also the scheduled increase in the federal
estate and gift tax unified credit. The unified credit is
at $96,300 for 1984 (which is equivalent to a deduction of
$§325,000). The credit is slated to rise tc $192,800 in
1987 (which is equivalent to a deducation of $600,000).
Again, the relevant question becomes the macro implications
for what appears to taxpayers to be a highly desirable micro
tax break.

Repeal of the present generation skipping tax is clearly
defensible on the grounds of complexity and probiems in
administration of the tax. However, repeal would reopen a
major planning loophole for channeling large amounts of
wealth from generation to generation with no tax burden on
"skipped" generations. The federal estate tax was apparently
intended by the United States Congress to accomplish multiple
objectives: to generate revenue, to redistribute wealth and
to influence the structure of the economy. The question is
whether the recent changes are consistent with those
objectives.
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A family-owned and -controlled agriculture is promoted
by (1) a death tax structure that is as demanding of farm
and ranch estates as those of any other sector, such that
investment is not unduly attracted from non-farm investors,
and (2) by a death tax structure that may lead to the break-up
of large tracts of land. Without a doubt, entry into agri-
culture is inhibited if land is tied up within families for
extended periods.

Summary

In conclusion, it seems not unreasonable for tax policy
either to be neutral with respect to structure and to economic
advantage or disadvantage by size and type of firm or to be
consistent with other policies in terms of effect on struc-
ture and on profitability by size of firm. At a minimum,
tax policy (1) should not decrease the cost of production
for larger over smaller firms, (2) should not induce invest-
ment in agriculture from nonfarm investors to a greater
degree than in other sectors, that is to strive for neutral-
ity in terms of effect on capital flows, and (3) should not
encourage concentration of land ownership in the hands of
a '"landed gentry." Even more importantly, tax policy should
be expected to contribute revenue sufficient to support
politically acceptable program levels such that the economy
does not incur significant budgetary deficits in times of
economic recovery.
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NOTES
1. For a review of the data on farm and ranch size by
method of organization, see 6 Harl, Agricultural Law
8 51.03(2)(c) (1983).
2.  Ibid. |
3. See 5 Harl, Agricultural Law 8§ 41.02.
4. T.A. Miller, G.E. Rodewald and R.G. McElroy, "Economies
of Size in U.S. Field Crop Farming," Agricultural Econo-
mics Report 472, July 1981, p. 20 (Table 6):
Size of most Size of farm to provide
efficient farm - 90-perent resource return rate
Gross Crop Gross Crop Income as percentage
income land income land of large farm
$1,000 Acres $1,000 Acres ‘Percent
Corn Belt 145 639 60 299 41
Pacific Northwest 156 1,887 54 449 35
Southeast 130 399 55 143 42
Southern Plains 100 1,488 28 399 28
Texas High Plains 175 974 58 395 33
Northern Plains 105 1,476 17 232 16
Mississippi Delta 122 1,237 47 335 39
Average, seven
regions 133 1,157 46 322 33
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script).

See "An Analysis of the President's Budgetary Proposals
for Fiscal Year 1985," Congressional Budget Office,

Feb., 1984, p. 1: 'The Congressional Budget Office...
estimates that the budget deficit under Administration
policies would grow from $186 billion in 1984 to $192
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