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Dynamics and | nter dependence Between Rural

Real Estate and Financial Marketsin the U.SA."

Philip M. Raup™

| am honored to be invited to participate in your conference on territoria governance. The
Universty of Padova has along-standing and illustrious reputation in real estate studies, and especidly
in gppraisal and vauation of rural land during periods of momentous changes. In the past, these
changes have often been associated with war, and wrenching political and socid upheavals.

It isthe thesis of this paper that we are dl involved in contemporary and dramatic change in the
role played by land in our economies. It isno less profound than those in the past, and it is driven, not
by war or overt revolution, but by globa market forces that we are struggling to understand. These
changes are dtering the asset base of farming and of rurd communities. Among the mgor
consequences are shiftsin the roles of debt and equity in farm finance, and of land as a revenue base for
loca governments. | will useilludrative evidence of change, drawn from my own state of Minnesota,

and supplemented by data for the United States as a whole when they are relevant.

"Paper prepared for XX1X Incontro di Studio, Centro Studi di Estimo e di Economia
Territoride (Ce.SE.T.), Universtadegli Studi di Padova, 8 October, 1999.

" Professor Emeritus, Department of Applied Economics, University of Minnesota, . Paull,
MN, U.SA., 55108. | am indebted to Glenn Pederson (University of Minnesota) and to Robert
Collender (United States Department of Agriculture) for aid in developing this paper.



2

It isworth noting that the agricultura lands of the Veneto lie at dmost exactly the same ldtitudes
(x 45° N.) asdo the agriculturd lands of Minnesota. We do not have your mountains, nor do we have
the moderated climate that sustains your fruit and vineyard cultures, but in field grain crops and
livestock economies the similarities between the Veneto and Minnesota are close. We dso share many
of the same problemsin the use and governance of these lands.

| do not wish to imply that the trends we can note in the management and financing of
agriculture in Minnesota and the United States are necessarily relevant to the Veneto and Itay. | leave
it to you to make that judgement. But | do express afaith in the vaues of a conference, like this XXIX
meseting of CeSE.T., in enabling us to share experiences and interpretations of the larger economic
forcesthat affect usdl. Thetime-gpan | will usein eaborating on these trends is the period snce the
end of the Second World War in 1945.

There can be differences of opinion in ranking the mgor changesin the use of American
agriculturd land in the last haf-century. Near the top of any ranking would be the growing
specidization in agricultura production, in both field crops and in the livestock sectors.

Begin with field crops. 1n 1950, corn (maize), whest, and soybeans were grown on 40 percent
of thetotal cultivated land in Minnesota. Today, these crops account for three-fourths of al acres of
cropland. Oatsin 1950 occupied almost five times the acreage planted to soybeans, and the acreage in
flax exceeded the acreage in soybeans. Today, oats and flax have become minor crops on Minnesota
farms. The gate’ s agricultural economy is heavily dependent on just three crops, each of whichis
highly sengtive to export markets.

It has been estimated (reliable data are amost impossible to assemble) that in the 1950's some



80 percent of the maize and a higher percentage of the oats (then the two mgor cropsin terms of land
use) were fed to livestock on farmsin the areas in which they were produced. Apart from whest, there
was aminor exposure to world markets. Today, and given its geographic location as the magor grain
producing state most distant from ocean ports, Minnesota can be ranked as one of the agricultura
datesin the U.S. most exposed to variability in world demand for grains. Agriculturd land use
decisons in Minnesota have been internationalized.

Concentration and specidization have been even more dramatic in livestock production. At the
end of World War 1l dmogt al farm operations in Minnesota kept some livestock, with dairy cows,
hogs, and poultry especidly widdly distributed. The U.S. Census of Agriculturein 1950 enumerated
179,101 farmsin Minnesota, and 5,382,162 in the United States, defining afarm as any operation with
3 acres or more of agriculturaly used land. By 1997 (the latest year for which comparable dataare
available) the number of farms had declined to 73,367 in Minnesota and to 1,911,859 in the United
States, defining afarm as any operation with annua agricultura product saes of $1,000 or more.

The Minnesota Agricultural Statistics estimated that in 1998, only 31,000 or 39% of the farming
operations reported any cattle; and among these only 9,700 or 12.1 percent reported any milk cows,
compared to 80 percent in 1950. Hogs in 1998 were reported on 8,500 or 11 percent of operating
units compared to an estimated 62 percent of farmsin 1950. The average number of hogs per farm
reporting in 1950 was 20.6. 1n 1998, farm operations having over 2,000 head of hogs accounted for

56 percent of the total hog inventory, (1999 Minnesota Agricultural Statistics, Minnesota Agricultura

Satigtics Service, S. Paul, and preceding annua publicationsin this series).

In 1950, income from sale of chickens was reported by 136 thousand Minnesota farms, or



76.1 percent of al farms. In 1997, atotal of 13,047,875 chickenswere inventoried on 1,964
Minnesota farms (2.4 percent of dl farms), with an average of 6,644 birds per farm reporting.

What have been the driving forces behind these changes? There are no smple answers, but
one cause has clearly been the doubling in world trade in food and feed grains in the past haf-century.
Coupled with domestic U.S. farm price support programs (which favored grain crops), mechanization
which released farm labor, and many other interacting causes, the result has been a shift within farmsin
the attractiveness of grain (including soybean) production vs. livestock. This has shifted the market
orientation of US farms from a primary focus on domestic markets to afocus that today includes alarge
element of risk exposure to international markets.

In Minnesota, for example, the sale of livestock and products accounted for 71 percent of
gross farm receiptsin 1950 and bardly 50 percent in 1998. The element of volatility introduced by this
expanded international market exposure has dominated the evolution of the U.S. agriculturd structure
for the past three decades.

Recdl that the Soviet Union decided in 1971/72 to import grain, primarily to provide medt,
after the government of neighboring Poland had falen in 1970 because, it was said, there was no mest
inthe shops. Asaresult, the grain-related policies for agriculture in the European Union, in Canada,
and in the United States were unpredictably underwritten for over two decades by Soviet Union grain
import policy. This added a net increase that varied between 10 and 30 million metric tons to world
annua grain import demand between 1971 and 1991; in severd yearsit exceeded 40 million tons. The
internd ingtability feared by the Soviet regime led them to import grain and export ingtability to world

grain markets. The grain was not acutely needed for human food, but it was needed for expansion of



the livestock industry, to “put meet on the table.”

Following the collgpse of the USSR, the mix of mgor grain importing countries has changed
dramaticaly in the 1990s. As recently as 1992/93 the former Soviet Union (FSU) imported 24.3
million metric tons of wheet and 11.2 million tons of coarse grains, for atota of 35.5 million tons.

For 1999/00 the forecadts for FSU imports are 5.6 million tons of wheat and just under one
million tons of coarse grains, for atota of 6.5 milliontons. Thisreflects adeclinein seven yearsin FSU
imports of wheet of 18.7 million tons, and adrop in coarse grain imports of 10.3 million tons, for a total
declinein wheat and coarse grain imports of 29.0 million tons.

To give these figures a sense of scae, the seven-year decline in FSU imports from 1992/93 to
1999/00 is equivalent to 18.8 percent of total world wheat trade and 11.1 percent of total world trade

in coarse grains, as forecast for 1998/99 (USDA, FAS, Grain: World Markets and Trade, FG 8-98,

August 1999).

In quantity terms, over this seven-year period the decline in annual FSU wheat imports of 18.7
million tons was greeter than average annual Canadian wheat exports, and the declinein coarse grain
imports equaed average annua Argentine exports of coarse grains. No drop of these magnitudes has
been recorded since the Second World War.

The higtoric admission in 1971 that the Soviet Union could not produce the mest it wanted from
its own resources was ideologicaly devagtating in the long run, but helped give it two more decades of
life. It dso gave the Common Agriculturd Policy of the European Community an important outlet for its
agricultura surpluses, especidly feed quality whest, and it supported, not solely but very prominently,

the continuation for another two decades of agriculture policy in Canada and the United States, in a



relatively unchanged form. What the Soviet Union did, in a desperate attempt to avoid collgpse in the
early 1970s, served to underwrite contemporary agricultura policy in asubstantia portion of the rest of
the trading world. This has now cometo an end.

One consequence of the collgpse of the Soviet Union in 1991 has been afar-reaching
readjustment in world grain trade. Consider the North African states that include Morocco, Algeria,
Tuniga, Libyaand Egypt. Add to thisthe states of the Middle Eat, including especidly Syria, Saudi
Arabia, Irag, and Iran. The gates of this contiguous area are peculiarly vulnerable to climatic shifts, are
amog uniformly grain deficit, and exhibit one of the highest rates of population growth in the world.
Their principa food stapleis whest, not rice. The result isthat North Africaand the Middle East
combined have consstently had a higher wheat import tonnage in the 1990s than the States of the
former Soviet Union and China combined, and they are far higher than the FSU and Chinaiin the

forecasts for 1999/00 wheat imports. The data are shown in Table 1.



Table 1: Comparison of Trendsin Wheat | mports by China, the

Former Soviet Union, North Africa and the Middle East

Country or Region 1979/80% 1989/90° 1994/95° 1999/00¢
Million Metric Tons
China 8.9 12.8 10.3 15
FSU 121 20.4 8.3 5.6
Combined 21.0 33.2 18.6 7.1
North Africa 10.1 14.2 15.9 16.2
Middle East 7.1 15.9 9.7 16.1
Combined 17.2 30.1 25.6 323

USDA, FAS, Foreign Agriculturd Circular, Grains, FG, 28-83, September 15, 1983.

PUSDA, FAS, Grain: World Markets and Trade, FG 4-94, April 1994,

USDA, FAS, Grain: World Markets and Trade, FG 1-99, January 1999.

dForecast in: USDA, FAS, Grain: World Markets and Trade, FG 8-99, August 1999.
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To summarize: The dragtic reduction from 1992/93 to 1999/00 in grain imports by the states of
the former Soviet Union removed 29 million tons from the demand side of world grain trade, avolume
equivaent to the total wheat exports of Canada plusthe total coarse (feed) grain exports of Argenting,
if averaged over those years. Between 1992/93 and 1999/00 world trade in wheat and coarse grains
declined from 205.2 million tons to a forecasted 195.7 million tons, adrop of 9.5 millionstons. The
expangon of demand by other grain importing countries thus replaced only about two-thirds of lost
demand from the FSU. Thisisthe basic explanation of much of the economic distress now being felt
by farmersin grain surplus producing countries..

But it is not the only explanation. The more than doubling of world tradein grain, from 101
million tonsin 1971/72 to pesks of 208 million tonsin 1989/90 and 207 million tonsin 1991/92,
fodtered abdief in seemingly unlimited market expansion potentids.

Thiswas fueled by forecasts of world population growth, and by extrapolations of demand for
food as developing countries raised their levels of consumption. The result has been the emergence of
monoculture or duoculture in the American grain bets. In the Corn Bélt, thisinvolves primarily corn
and soybeans, in the Hard Winter Whesat Belt, wheat and sorghum, in the Hard Spring Whest regions,
avirtual monoculture. As noted above, there has been adragtic decline in livestock keegping on grain
farms. Much of the animal population on grain-producing farms today could properly be classified as
companion or “hobby-farm” animals.

The opportunity for full employment in farming has falen with the decline in animd keeping.
With no animds, there has been a sharply reduced opportunity for year-round or day-to-day sdlf-

employment on the farm in animd care. This changes the status of many grain producers to that of



part-time farmers, measured by the number of monthsin the year in which they are fully employed in
farming.

In addition to an increased dependence on one or afew crops, a contributor to the distress of
U.S. farmers has been the basic changein 1996 in U.S. government price support policy for agricultura
commodities, primarily grains and cotton. In the padt, price supports had depended, in various years,
on programs involving planting quotas, “set asde’ acres, and associated measures, in an attempt to
control supply. These were abandoned in principlein 1996, to be phased out over 7 years, under a
dogan of “Freedom to Farm.” Thisreflected a bdlief that rewards in farming should be received
through the market place, and not through government “ deficiency payments’ or other direct
subventions based on historical records of production. In effect, farmers were to be encouraged to
make their own decisions regarding what to grow or when to grow it. This policy shift unquestionably
reflected an underlying belief in the favorable expanson potentid of world markets, especidly for
grans.

Unfortunately for these policy godss, but not for consumers, the period since 1996 hasinvolved
successive years of favorable weather in much of the world, with record or near-record grain output, in
the U.S. and in some key importing countries, especidly China. The price of wheet at the farm gate in
the U.S. Hard Winter Wheat Belt in September 1999 varied around $85 per ton, and corn on Corn
Bdt famswas widely available at $65 per ton. Adjusted for inflation, the purchasing power of these
grainsin 1999 was a or below the lowest levels reached in the depression years of the 1930's. The
potentia for an expanding world market for grainsisred, but it isgill in the future. The guidance

provided by the market place since 1996 in the U.S. has been digtinctly negative.
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Another dimension of agriculture in the United States deserves emphasis. We have undergone
the most severe pattern of off-farm migration in our country’s history. Millions of people have moved
out of agriculture in what ranks as one of the biggest internd migrationsin any country. One
consequence is that the beneficia ownership of assetsin farming isincreasingly held off the farm. Much
of the ownership of farm land moved off the farm with the migrants. Thisis changing the nature of the
farm problem in America, epecidly asit affects the distribution of agricultura income and wedth.

There are severa dimengions of migration out of agriculture. One has involved multiple job-
holding, with one job in farming and one in some non-farming activity. The census terminology used to
describe this occupationa migration is “off-farm work.” Of the 1,911,859 farms enumerated by the
U.S. Census of Agriculturein 1997, atotal of 1,042, 158 reported some work off farm in the previous
year, and 709,279 or just under 40 percent reported 200 days or more. Viewed in thislight, many
farms have become a part of the non-farm residential support base.

Thistrend is not entirely due to farmers seeking additiond income to augment their low family
farmincome. A large but difficult-to-measure fraction of those reporting off-farm work have made a
choice of life syles, to permit rurd ingtead of urban living. But they can Hill be legitimately included in
the farming population, and classfied as* part-time farmers.”

Thismelding of country and city is of course most characteristic of rurd areas surrounding large
industrial and commercid job markets. It isnot surprising that, for most of the period since 1950, the
U.S. state with the largest proportion of its agriculturd land included in part-time farms is Michigan, the
traditional home of the automobile industry.

What is surprising isthat the era of eectronic commerce has opened up non-farm employment
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opportunities for farm residents in remote areas, far outside usuad commuting belts around cities. The
most striking examples are in the grain-crop regions of the upper Mid-West, and Greet Plains.
Mechanization has expanded the area that can be managed by one operator, and the move out of
livestock keeping has reduced demands on the operator’ s time.

Equipped with the needed computer skills, the grain farmer can assume full time respongbilities
for anon-farm job that can be fulfilled without leaving home. This possihility isbeing achieved in a
amadl but increesng number of remote farm communities. The essentia base isahigh qudlity
communications system, by telephone or otherwise. Where that exidts, theinitiative for thistype of on-
farm performance of non-farm work hasin many cases been taken by the prospective employers, for
an unusua reason: They can save on indudtrid and commercia building codts.

If supervisory and monitoring tasks are managegble, i.e., through independent contracting, the
employer of on-farm workers linked dectronicaly with the home office can diminate the cost of an
expensve office building. The “office in the farm home’ becomes aredlidtic possihility. Alternatively,
the “officein asmal town” has attraction smilar to those of off-shore banking havens in the Caribbean,
and for the same reasons: Tax reduction or avoidance.

The unexpected consequence is that some of the more remote rura communities in one-crop
regions see new potentias for diversfication, through non-farm work on farm.

A phenomenon aso associated with unprecedented internal migration out of agriculture has
been the increase in what have been classfied in the U.S. Censuses of Agriculture as part-owner farms.
A customary classfication of the tenure of U.S. farms has been tripartite, as operated by full owners,

part-owners, or full tenants. For the U.S. asawhole, the class of fully tenant-operated farms (the
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operator rents or leases adl of the land farmed) has been relatively stable for 3 decades, at 11 to 13
percent of the total area of land in farms. The area operated by full owners (those who own dl of the
land they farm) has also been stable for three decades. 1t was 32.7 percent in 1978 and 33.9 percent
in 1997.

The most significant change has involved farm operators who are part-owners, but are dso part
tenants. Thistoday is the dominant tenure classin American agriculture. It is aso the source of
consderable confusion in interpreting trends in land tenure. From one perspective tenancy plays an
important rolein U.S. agriculture. For the U.S. asawhoale, the proportion of agricultural land operated
by tenants stood at 39.6 percent of dl land in farmsin 1978 and 40.6 percent in 1997. Full tenantsin
1997 accounted for 11.6 percent, and rented land operated by part-owners for 29.0 percent. The
digtribution of owned and rented land in farms by tenure classis shown in Table 2, for 1978, 1987, and

1997.



Table 2:

United States, 1978, 1987, 19972

Distribution of Owned and Rented Land in Farms

13

Tenure Classification

Acresof Land in Farms and Per cent

(Acres) 1978 1987 1997
Owned Land in Farms
Full Owners 331,920,878 317,787,149 316,044,548
% 32.7 33.0 33.9
Part Owners 281,452,255 244,363,607 237,660,722
% 27.7 25.3 25.5
Subtotal Owned 613,373,133 562,150,756 553,705,270
% 60.4 58.3 59.4
Rented Land in Farms
Part Owners 279,686,464 275,450,916 270,012,622
% 27.6 28.6 29.0
Full Tenants 121,717,637 126,868,953 108,077,363
% 12.0 131 11.6
Subtotal Rented 401,404,101 402,319,869 378,089,985
% 39.6 41.7 40.6
Total Land in Farms 1,014,777,234 964,470,625 931,795,255

4U.S. Department of Commerce, Bureau of the Census, 1982 Census of Agriculture, Val. 1,

Part 51, Table 5, p. 173, 1987 Census of Agriculture, Vol. 1, Part 51, Table 48, p.49; and 1997

Census of Agriculture, Val. 1, Part 51, Table 46, p 57. Data cover dl farmswith annual agriculturd
product sales of over $1,000.
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From another perspective, the percentage of dl land in farms owned by the operator has been
relaively stable for the past half century. Full ownersin 1997 accounted for 33.9 percent of land in
farms, and owned land included in part-owner operation for 25.5 percent, making atota of 59.4
percent of dl land in farms owned by the operators. For the country as awhole in 1997, for every two
acres of rented land there were three acres of owned land in farms.

More relevant is the fact that land operated by full tenants, at 11.6 percent, is near its dl-time
low (of 11.5 percent in 1982). Read in another way, 88.4 percent of dl land in farmsisin the hands of
operators who own some or dl of the land they farm, i.e., have the mind-set of owner-operators. This
is the highest percentage on record.

The emergence of farm operations combining some owned and some rented land (the “ part
owner” class) isadirect consequence of the heavy migration out of agriculture noted above. A
representative family farm today conssts of afamily member who has taken over the operation of the
parenta farm and who sharesits inherited ownership with shlings. Some of the land is owned outright,
some isrented from siblings. With the passage of time, the farm operator may want to buy their shares,
but in the meantime remains arenter. This demographic process accounts for much of the increasein
the part-owner tenures class described above, and has facilitated the accompanying increase in size of
farm operating units.

It also has played an often-decisive role in the market for farm land. A large part of the supply
of land for possible purchase is dependent on the resolution of the process of land transfer through
inheritance. We are now in agage in this process of demographic-induced trangition in which the part-

owner farm plays apivotd role in the land market.
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A farm operator who dready owns some farm land isin a drategicaly favorable positionin
bidding for any near-by land that isfor sdle. He can use his owned land to increase his collaterd in
arranging mortgage credit. He can spread his fixed costs of management and household maintenance
over more acres, thus lowering total unit costs of production. And heislikely to be better informed
about local soil, climate, and drainage conditions than a more distant buyer. Part-owner farm operators
are vigorous participants in the market for farm land.

Tracing this influence through an andlysis of individud sdesis difficult, and expensve. Proxy
data are available from land market studies in Minnesota, showing that three-fourths of al sdes of farm
land in recent years have been to buyers living within 10 miles (15 kilometers) of the land purchased.
Asthe quality of land increases, this distance decreases. Over 80 percent of al acres sold in the best
farming regionsin the 1990's were to buyers living lessthan 10 milesaway. The market isvery locd,
and neighbors are the principa buyers.

These changes in land tenure and the mix of farm enterprises have dtered fundamentdly the
relationship between the roles of equity and debt capitd in American agriculture. In the pagt, the magjor
debt exposure of farmers had been to credit secured by land. Credit for operating (seasona or short-
term) capitd had adways been important, but it was for most farms alesser fraction of totd capita
requirements.

Concentration and specidization in livestock production are converting anima agriculture into
quas-industrid types of organization. Thisis most gpparent in poultry and eggs and beef feeding, and
more recently in hogs and dairying. These operations typicdly require little land, and the capacity of the

operator to contribute equity through land ownership is sharply reduced.
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In contrast, the demand for operating capital isincreased. With over haf of tota cost of
production in agriculture now accounted for by purchased inputs and services, there is a diminishing
opportunity for farm operators to capture vaue-added in the form of economic rent for their land and
rewards for labor and management.

Thisistransforming the managerid and financid sructure of agriculture. From its earliest days
asanation, land-based credit has been the financial backbone of American agriculture. Recognition of
this fact was the earliest guide for public policy supporting agriculture, leading to federa government
support for the establishment of a system of Federa Land Banks, beginning in 1917. Origindly
drawing on government-supplied capital, these have now been converted into privately financed
ingtitutions, owned by their member-borrowers, with policy coordinated and supervised by the federa
Farm Credit System.

Beginning in the depression years of the 1930's and accelerating after the end of war in 1945,
what is now the Farm Credit System added farm operating credit (production credit) to its range of
farm credit activities. At its peek in 1981-84, the system held over one-third of dl farm business debt
and over 43 percent of farm redl estate debt. Commercid banks held only 7 percent of farm debt

secured by redl estate mortgages. (USDA, ERS, Agricultural Income and Finance, AlS-71, February

1999, and earlier reports).

Following the collgpse in 1981-82 of a devadtating inflation in farm land prices (land pricesin
Corn Bdt states had increased 5-fold from 1971 to 1981), and driven by the demand for farm
operating capital, the supply sources for farm credit have reversed. Commercia banksin 1998 held 41

percent of dl farm business debt, and the Farm Credit System only 26 percent. The most dramatic
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change has been in the proportion of red estate debt held by commercid banks, rising from 7 percent
of thetotal in 1982 to over 30 percent in 1998.

This underscores the extent to which risk in farm red estate lending has shifted to the private
commercid sector. Any weakening in the fortunes of farming will now have amuch larger impact on
the commercid credit Sructure than at any time in the past three decades. The exposure of the
commercia banking system to farm redl estate credit risk has sharply increased.

The expansion of urban-type land usesinto rurd areas has created a new problem in rura
credit. The collapse of U.S. farm land prices after 1981 had many causes, but one prominent one was
week standards for gppraisa and vauation that fed the land price boom in the 1970's. Following the
collapse of farm land pricesin 1981-82, renewed emphasis was placed on appraisal and vauation
practices for farm land, using improved data on soil productivity, erosion susceptibility, water regime,
and location with respect to agriculturd markets. The focus was gill on agricultura use of the land.

For agrowing fraction of the area of agriculturd land, and a much larger fraction of itsvaue,
the “highest and best use” of farm land, as measured in land vaues, isnot in farming. This can be
illugtrated by the problem of vauing the farm home,

The vagt migration out of agriculture and the decline in number of farms has left many rura
communities with an over-supply of farm dwellings, and associated land and buildings. In many farming
aress, the presence of afarm house or farm buildings adds nothing to the value of the land. They may
detract, snce it will be cogtly to demolish them and return the land to cultivation.

In contrast, in an ever-widening belt around cities, and even smdler rurd towns, the dwelling

and the dwelling Site are the principal component of the farm land’svalue. This reversa can extend
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great distances from core cities, reaching 75 to 100 miles. In these areas of the “ urban shadow”, the
vaue of land in agriculturd useis often aminor factor in an gppraisa for farm land credit. The sectors
of housing finance and farm finance are blending.

Evenin drictly agricultura uses, the problem of building vauation has acquired anew urgency.
Poultry production, hog production, beef cattle feed lots, dairy production, and nursery and horticultural
crops dl now require speciaized buildings and handling equipment. They are Single-purpose structures,
and have virtudly no resde vaue except in their intended use. Pardldling the rise of monoculturein fidd
crops has been thisrise in single-purpose capital in anima production. Much of the value of rura red
edate is now dependent on the market for asingle product, or for single-purpose buildings. Risk in
rurd lending has increased.

Cogt of land is gill amagor component of tota costs of production in some types of farming.
As has been noted, thisis not true in poultry, beef-feeding, pigs, and some types of dairying. The
declinein family farms has been especialy concentrated in these types of farms.

Where land is gill amgor capita cog, the family farm retains an advantage. Families will
goparently hold land at lower rates of return on capita than will corporate investors or non-family and
non-farming owners. Thistendsto be true in farms producing grain crops (whest, corn, soybeans,
sorghum, barley), and to alesser extent in cotton, sugar beets, tobacco, and hay and pasture lands.

Why isthis s0?

Capitd invested in farm land is rdlatively immobile, and illiquid. The transaction cogtsin
converting farm land capitd into financid capitd are high and the process is both cumbersome and

time-consuming. The market for farm land isthin, and locdized. In the mgor farming regions, the
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turnover in ownership of land in farms rarely exceeds one to two percent of the totd area, in any one
year. Invedting in farm land is a capitd commitment for the long run, with the prospect of adow
payout, or an expensive exit.

It remains to be seen whether commercid non-farm capitd will find this attractive. The
evidenceto date is that, in grain crop farming, many non-farm corporate investors do not want to own
farmland. 1t commits too much capitd, the rate of return islow and highly variable, and it is difficult to
withdraw.

The expangon of non-farm capitd in agriculture in the U.S. especidly since the mid-1980's, has
occurred during a period of general prosperity. Capita costs, measured by current interest rates, have
been fdling, and farm land prices have been risng, from the low points reached in most regionsin
1986-87. The commercia banking system is more heavily committed to the fortunes of farming and to
rurd real etate than at any time since 1970. And the exposure of American agriculture to the vagaries
of foreign markets has never been higher. The commitment of non-farm capita to agriculture has not
been tested by a severe dow-down in the non-farm economy.

It seems safe to conclude that agriculture in the United States is ill a sector in trandgtion, and

especidly initsfinandad dimensons



