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The Global And National Economic Environment
Wallace E. Tyner, Professor and Head

F ollowing years of economic
stability and growth, the
global economy is now

undergoing some major upheavals
that could have significant impacts
on the US economy and American
agriculture. Below is a general
description of some of the major hap-
penings in the global economy fol-
lowed by a check list of factors to
watch as economic conditions evolve
over the next few months.

Global Economic Factors
Asia: The Asian economic crisis has

captured headlines
over the past few
months. Several of
the Asian econo-

mies, including
Japan, South Korea,
Thailand, Malaysia,

and Indonesia, are in recession. The
crisis is mainly a financial crisis
caused by weak regulation of the
banking industry and a multitude of
bad debts made when times were
good and growth was the norm. It is
somewhat akin in many ways to our
own savings and loan crisis, and the
Mexico crisis. In both those cases,
the economies went into a tailspin
but eventually recovered. (Texas and
California were in really bad shape
in the depth of the S&L crisis.) The
same story is likely to play out in
Asia. The question is how long it will
take, and the answer depends on
how long it takes for governments in

the region to effectively deal with the
financial root causes.

Asia is a very important export
market for the US, amounting to
about 40 percent of agricultural
exports and 30 percent of all exports.
These exports have fallen in 1998
and will fall further in 1999. Growth
in the US will be lower, probably at
least a half percentage point lower,
this year than it would have been
without the Asian crisis. However,
the Asian crisis alone is not suffi-
cient to bring the US economy into
recession. All exports represent 13
percent of our economy, so even if
exports to Asia fall by a quarter (up
to the present, the fall is less than 10
percent) and don’t increase else-
where, the impact on growth would
be about 1 percent. However, it is
possible that agricultural commodity
imports in Asia may be slow to pick
back up because some labor will
have shifted back to agricultural pro-
duction, whereas processed food
imports could come back sooner even
though the demand is more income
elastic.

Russia: Another region experienc-
ing tremendous
economic diffi-
culty is Russia
(and many of
the other former

Soviet Union coun-
tries). The Russian economy has col-
lapsed, and Russia has essentially
defaulted on its foreign debt. The
impact of the Russian economic

collapse on the US is mainly psycho-
logical, because Russia accounts for
less than 2 percent of our exports.
However, it was apparently, at least
in part, the fear of major political
changes or even anarchy in Russia
that triggered the early September
tumble on Wall Street. US banks do
not have as much exposure to Rus-
sian debt as do German financial
institutions.

United States: And finally, what
about the US?
Assuming we con-
tinue to grow

through the fourth
quarter, the current

economic expansion
will become the second longest in US
history. Looking beyond our borders,
there is ample cause for concern, but
within our own economy, the basic
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fundamentals continue to be strong,
albeit not as strong as over the past
few years. US growth likely will be
lower next year, perhaps around 2
percent or lower, as contrasted with
3.5 percent over the past 12 months.
Interest rates likely will remain
steady or fall even further, and infla-
tion, and unemployment could
increase a bit from their current very
low levels.

Commodity Prices: Another
important factor in

world markets is
the virtually uni-
versal collapse of
commodity

prices. As we all
know, agricultural

commodity prices have fallen sub-
stantially. But agriculture isn’t
alone. Oil prices have been as low as
$12/barrel. While US consumers like
the resulting low gasoline prices,
countries like Mexico, Venezuela,
Brazil, and the major OPEC coun-
tries have experienced significant
drops in export earnings. Without
those earnings, the major South

American oil producers are likely
headed towards recession. Copper
prices have decreased as well, hurt-
ing the export earnings of Chile,
another South American country. As
these South American economies
stumble, they also import less,
thereby reducing American exports.
Many other developing countries
depend on primary commodities for
their economic growth, and many of
these economies are experiencing low
or negative growth.

Europe: And what about Europe?
The European econ-
omies have been
experiencing mod-
erate growth rates
but very high
unemployment. In

recent months, the
high unemployment rates (often
12-20 percent) have begun to ease a
bit. European growth prospects for
the rest of 1998 and 1999 continue to
be strong, but German bank expo-
sure to Russian debt could be a drag
on German growth.

Financial Transfers: Another
source of uncertainty is the role of
financial transfers and hedge fund
operations in world economic insta-
bility. There is no doubt that huge
amounts of financial assets are
transferred around the globe each
day. It is fairly clear that some of the
large shifts in financial resources
have been instrumental in signifi-
cant changes in currency values in
recent months (e.g., Japan and
Malaysia). Clearly, arbitrage opera-
tions have some positive benefits in
financial markets, but, frankly, we
do not understand all the ramifica-
tions of the large volume of financial
transfers that are occurring today.
This uncertainty is one reason some
leading economists are calling for
some form of capital controls that
could restrict capital flows to some
extent, and provide better informa-
tion on financial transfers.

Key Drivers: In any depiction of
the future, there is always uncer-
tainty. It is important to keep in
sight the key drivers of how eco-
nomic events will unfold. What fol-
lows is a check list of things to watch
in the months ahead.

1. Financial restructuring in Japan
- If the Japanese actually begin
to implement serious reform of
their financial institutions and
regulations and to absorb the
inevitable financial losses associ-
ated with the mountain of bad
debt, that could mark the begin-
ning of the end of their crisis. On
the other hand, if they continue
to postpone the needed changes,
the recession will be prolonged.

2. Devaluation in China - Up to this
point, the Chinese economy has
suffered less than most of the
other Asian economies. However,
China has significant trade rela-
tions with its neighbors, and they
could put a significant drag on
the Chinese economy. China may
be tempted to devalue its cur-
rency to counter the falls in other
Asian currencies. If it does, that
could lead to another round of
further devaluation of Asian
currencies.

3. Political instability in Russia -
While the direct economic impact
of Russia on the US is slight,
political instability there would
certainly make market players
nervous. A further downturn
there could adversely impact
stock markets worldwide.

4. European growth - Economic
growth is likely to continue in
Europe. However, European
banks, particularly German
banks, have much greater expo-
sure to losses in Russia and other
former Soviet Union countries
than do American banks. Also
watch for any significant stum-
bling when the Euro is intro-
duced on January 1, 1999.

5. Recession in South America - Sev-
eral South American countries
are already headed towards
recession, and others may join. If
these economies go into a deep
recession, it could have a signifi-
cant impact on US and European
economic growth down the road.
Brazil is particularly important,
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because it is the eighth largest
economy in the world.

6. US consumer confidence - Our
economic growth has been led by
strong consumer spending. In
fact, consumers are now spending
virtually all of their income and
saving almost nothing. If, due to
economic events in other parts of
the world or for other reasons,
consumers lose confidence in our
future economic growth, they
may diminish that strong rate of
spending. The confidence index
fell in October for the fourth
month in a row. While the index
is, at present, still quite high,
watch for further changes in the
months ahead.

7. Wall Street - American household
wealth has doubled over the past
three years due to the rapid rise
in our stock markets. That
increased wealth has no doubt
boosted consumer confidence and
induced higher spending. So long
as the market stays in the
7,000-8,000 range or higher, con-
sumers may not change their
behavior. But if the markets falls
much below that, a negative
wealth effect on consumer spend-
ing could reduce US economic
growth.

8. The Fed - What will the Federal
Reserve Bank do with interest
rates? The current Fed has a rep-
utation for fighting inflation as
its first priority. However, the
Fed has now lowered interest
rates twice to stimulate growth
and slow the rise of the dollar,
which has dampened US exports.
The effects of the Fed actions
have been mixed. The direct
effect is to stimulate the econ-
omy. However, an indirect psy-
chological impact could be related
to the signal an interest rate
reduction sends—that the Fed
believes the economic situation is
getting worse. The first time the
Fed lowered rates, stock markets
fell, perhaps because the market
thought the reduction was too lit-
tle or perhaps because of this
psychological factor.

9. Interest rate spreads - Over the
past year, the interest rate differ-
ence between government bonds
and private sector borrowing has
roughly doubled. This change has
occurred because domestic and
foreign lenders are seeking less
risk in their portfolios. Thus, the
demand for government bonds
has increased and the return on
them decreased. If this spread
were to diminish, it could mean
that lenders were once again will-
ing to take more risk.

10. Unemployment rates, especially
in manufacturing - Manufac-
turing unemployment has tradi-
tionally been a leading indicator
of economic activity. Although
overall unemployment rates are
relatively low, manufacturing
unemployment has been edging
up in recent months.

11. US export levels - If US exports
start falling by large percentages
not only to Asia but also to other
destinations, that change would
drag US economic growth down.

12. US farm policy - By our esti-
mates, returns to corn farmers
from the current US policy set
(transition payments, loan defi-
ciency payments, and market
prices) are not very different from
what returns would have been
under the old 1990 farm bill pol-
icy set (deficiency payments,
set-asides, and market prices).
However, current market prices
are low, and there have been
calls to revisit agricultural policy.
Congressional action this year
has led to a temporary boost in
payments. But Congress could
consider longer term changes
next year.

(Several of our faculty contributed
ideas to this paper.)
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election is made, all future CCC
loans must be reported as income
when received rather than being
treated as loans.

Some farmers may have substan-
tial losses on their Schedule Fs, farm
income and expenses, for 1998. Neg-
ative Schedule F income may be off-
set by income from other sources
such as the sale of cull breeding
stock, machinery, and equipment
reported on Form 4797 or off-farm
employment. However, even with
other sources of income included, a
farmer’s adjusted gross income for
taxes can be negative because of the

Schedule F loss. In this situation, a
net operating loss (NOL) may exist.
A 1998 farm NOL may carried back
either five years and applied against
income in 1993 or two years and
applied against 1996 income (a three
year carryback applies to Presiden-
tially declared disaster areas). Alter-
natively, a farmer may elect to forgo
the carryback and carry the NOL for-
ward up to 20 years into
the future. If the farmer
wants to carry the NOL
forward, the election
must be included with
the timely filed 1998 tax
return.

The amount of tax savings, as
well as the time value of money,
needs to be considered in determin-
ing the best strategy for utilizing the
NOL. Some planning opportunities
are also possible with income and
expense items related to the NOL.
Assistance of a tax professional may
be helpful in decisions whether to
carry back or carry forward an NOL.
Farmers with a negative or very low
Schedule F income in 1998 may want
to use the optional farm method to
report their earnings for

self-employment taxes to obtain or
maintain their disability coverage
and other Social Security
benefits.

Continued from page 12.
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Crop Insurance Alternatives Expand
George Patrick, Professor

C rop insurance coverage
alternatives available to
most Indiana producers

have expanded substantially in
recent years. Multiple peril crop
insurance provides coverage from
losses by an insured producer result-
ing from weather and most factors
beyond the individual farmer’s con-
trol. One type of coverage is based on
a producer’s actual production his-
tory and is commonly referred to as
APH coverage. Another type of
insurance is also multiple peril cov-
erage but is based on the expected
and actual county yields rather than
an individual producer’s experiences.
This is the group risk plan or GRP
coverage. Producers are now able to
insure revenue, rather than just
physical yields. The APH version of
revenue insurance is called Crop
Revenue Coverage or CRC. The reve-
nue version of the group risk plan is
called Group Risk Income Protection
(GRIP) and will be available on a
pilot basis for Indiana corn and soy-
beans in 1999.

This article briefly reviews the
types of insurance coverages avail-
able to Indiana producers. The basic
multiple peril crop insurance policies
are the same from all private compa-
nies because of the federal govern-
ment’s involvement in the
reinsurance. However, many compa-
nies have special, additional cost
options available. Producers should
contact a crop insurance agent for
specific policy information and pre-
mium rates for their individual
situation.

Actual Production History (APH)
Coverage is available for most of the
major commodities produced in Indi-
ana. A producer may select a cover-
age from 50 to 75 percent of the
actual production history (APH) of
the farm and an indemnity price
election of 60 to 100 percent of the
Federal Crop Insurance Corporation
expected market price. For corn, soy-
beans, and wheat, the spring
expected price is based on the

Chicago Board of Trade futures mar-
ket price of the commodity before
planting. The minimum level of cov-
erage, Catastrophic Risk Protection
(CAT coverage), is based on 50 per-
cent of the APH yield, and 60 percent
of the expected price is available for
an administrative fee. Higher levels
of coverage involve additional premi-
ums and provide protection against
poor quality, late planting, replant-
ing costs, and prevented planting.

The yield guarantee is the APH
yield times the level of coverage,
times the number of acres insured,
and times the insured’s share of pro-
duction. The APH yield is deter-
mined from the producer’s
production records for a minimum of
4, and a maximum of 10 consecutive
crop years. For producers with less
than 4 years of actual yields, transi-
tional or “T” yields are used. Pro-
ducers without yield records are
limited to 65 percent of the T yield as
their APH yield for the first year the
producer is insured.

The basic insurance unit is all of
the insurable acreage of

an insured crop in a
county in which

the producer
has a 100 per-
cent share or

which is owned by one entity and
operated by another entity on a
share basis. Thus, a farmer owning
240 acres and cash renting 600 acres
from landowners would have one
basic unit. In contrast, a farmer own-
ing 240 acres and share leasing land
from three different landowners
would have four basic units. How-
ever, if adequate records are avail-
able, the cash renting farmer can
generally insure on an optional unit
basis. Premiums and indemnities
would be calculated on the unit
basis. An indemnity (loss payment)
would be received if the harvested
and appraised production on the unit
was less then the guarantee level.
For example, if a farmer with an
APH yield of 120 bushels per acre
has coverage at the 65 percent level,

an indemnity would be paid if pro-
duction was below 78 bushels per
acre. The price used in the indemnity
calculation would be the price elected
by the producer when obtaining
insurance coverage.

The APH premium is subsidized
by the federal government. The size
of the subsidy varies with the level of
coverage. The subsidy is at its maxi-
mum for the 65 percent yield level
and 100 percent price election. The
producer pays the full insurance cost
of the increase in coverage above the
65 percent of yield level.

An 85 percent yield coverage level
is available on a pilot basis for corn
and soybeans in some Indiana coun-
ties for 1999. The counties in which
producers can obtain the higher level
of coverage are: Benton, Carroll,
Cass, Clinton, Fountain, Jasper,
Montgomery, Newton, Pulaski,
Tippecanoe, Warren, and White.

Crop Revenue Coverage (CRC)
The CRC insurance builds on the
yield protection of APH coverage and
protects against price losses for corn,
soybeans, and wheat in Indiana.
However, CRC does involve a higher
insurance premium for producers.
Under CRC, the harvest time futures
prices are used to establish the value
of the crop. For corn, 95 percent of
the average daily price of the Chi-
cago Board of Trade futures contract
for December during November is
used. For soybeans, it is 95 percent
of average October daily price of the
Chicago Board of Trade soybean con-
tract for November delivery. If these
prices are higher than the spring
expected market price discussed
under the APH coverage, the reve-
nue guarantee is recalculated under
the higher price. The price actually
received by a farmer has no effect in
the revenue calculations for CRC.

For example, let’s assume a pro-
ducer has a 120 bushel per acre APH
yield for corn and selects coverage at
the 65 percent level. The spring
expected price for corn is $2.40.
Thus, the revenue guarantee level
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would be 120 bushels, times 65 per-
cent or 78 bushels, times $2.40 or
$187.20 per acre. If the producer had
a production of 70 bushels per acre
and the harvest time price was $2.40,
then the producer would have a reve-
nue of $168 per acre and would
receive an indemnity of $19.20 per
acre. This is the same as with APH
coverage. However, assume that the
farmer had a yield of 80 bushels per
acre and the harvest time price was
$2.00 per bushel. In this case, the
farmer would have revenue of $160
per acre. With CRC, this would trig-
ger an indemnity of $27.40 per acre.
If the farmer had APH coverage, no
indemnity would have been paid
because the yield was not below the
guarantee level. In another situation,
assume the farmer had a yield of 70
bushels per acre and the harvest
price was $2.80 per bushel. In this
case, the revenue would be $196, but
the revenue guarantee level would be
recalculated using the higher, $2.80
harvest time price. The 78 bushel
guarantee level at $2.80 would be a
$218.40 revenue guarantee. Thus,
the producer would receive an indem-
nity of $22.40 per acre, the difference
between the guaranteed $218.40 rev-
enue and the $196 revenue obtained.

Group Risk Plan (GRP)
The group risk plan (GRP) insurance
is based on the expected county yield
rather than the yields of individual
farms. A loss occurs when the actual
county yield is less than the yield
level coverage selected by the pro-
ducer. Thus, an individual producer
may suffer a loss in production and
collect no indemnity because the
actual county yield is near normal.
Conversely, a producer may have
normal yields and collect an indem-
nity if the county yield is low. GRP is
currently available only for corn, soy-
beans, and wheat in Indiana.

The expected county yield is based
on historical county yield data col-
lected by the National Agricultural
Statistics Service and adjusted for
yield trend. A producer may select
one of five coverage levels (70, 75, 80,
85, or 90 percent) of the expected

county yield. For example, if the
expected county yield is 135 bushels
per acre, the “trigger yield” would
range from 94.5 bushels per acre at
the 70 percent level to 121.5 at the
90 percent level. If a producer

insured at the 70 percent level, an
indemnity would be paid if the
county yield dropped below 94.5
bushels per acre, while a yield below
121.5 bushels per acre would trigger
an indemnity if the farmer had
insured at the 90 percent level. The
dollar level of coverage can be the
equivalent of up to 150 percent of the
expected county yield. This allows a
producers with yields above the
county average yield to protect this
higher level of production. For exam-
ple, if the county yield was 120 bush-
els per acre and the price was $2.50
per bushel, the maximum coverage
level which could be purchased would
be $450 per acre.

Producers selecting GRP coverage
do not have to provide production
history or evidence of loss because
indemnity payments are based on
county yields. However, GRP does
not provide prevented planting, late
planting, or replanting coverage.

GRP premium rates are lower
than APH insurance and require less
paperwork. GRP may be attractive to
producers whose ups and downs in
yields track the county’s ups and
downs in yields closely. However, it
is possible for a producer to have a
loss and not receive an indemnity
payment under GRP.

Group Risk Income Protection
(GRIP)
The group risk income protection
(GRIP) insurance is being offered on
a pilot basis in Indiana for 1999 corn

and soybean crops. GRIP, like GRP,
is based on expected and actual
county revenue, rather than the
experiences of an individual
producer.

Only limited information on

GRIP is currently available. It is
likely that the revenue coverage will
be based on the spring expected har-
vest price. Thus, if the expected har-
vest price of corn is $2.50 per bushel
and the expected county yield is 135
bushels per acre, the expected
county revenue would be $337.50
per acre. If a producer insured at the
90 percent level and actual county
revenue dropped below $303.75
because of low yields and/or low
prices, then the producer would
receive an indemnity. Producers
need to understand the specifics of
this pilot program coverage before
purchasing it.

Crop Insurance Decisions
Producers’ crop insurance options

have expanded significantly
with respect to type and

level of coverage.
Protection can be
obtained for physi-
cal losses based on a

producer’s historical and actual
yields. Alternatively, protection can
be based on county experiences.
Revenue coverage is also available
for both types of policies. There are
often many options available even
within a specific type of program.
Consultation with a crop insurance
agent to determine available cover-
age options and premium rates for
one’s specific situation is an impor-
tant step in informed decision
making.

“Producers’ crop insurance options
have expanded significantly with
respect to type and level of coverage.”
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Announcing Purdue’s New Executve MBA
in Food and Agricultural Business

Jay T. Akridge, Program Director

L eading food and agribusi-
ness enterprises into the
next millennium will place

unparalleled demands on the capa-
bilities of tomorrow’s managers. The
globalization of markets, explosion of
new technology, fragmenting
demands of consumers, rapidly
evolving role of governments, and
intense competitive pressures com-
bine to create a food and agribusi-
ness marketplace which rewards
only the visionary and innovative.

In such an increasingly competi-
tive global food system, strategic alli-
ances have become an important
strategy for success. At Purdue Uni-
versity, a strategic alliance between
the Krannert Graduate School of
Management and the School of Agri-
culture has led to the development of
the first Executive MBA (EMBA) in
food and agricultural business in the
U.S. This is a bold, innovative gradu-
ate management program developed
to prepare future leaders as they
assume the challenges of directing
their organizations to success in the
food system of the 21st century. The
EMBA offers an innovative alterna-
tive to the traditional part-time exec-
utive MBA in its focus on the unique
management challenges of the food
and agricultural marketplace, and
the use of distance education tech-
nology which allows participants to
pursue their degree while maintain-
ing on-going responsibilities in their
respective organizations. The first
class in this new program will begin
in August 1999, and applications are
now being accepted.

The stronger the partners, the
stronger the alliance and this new
degree clearly brings resources from
two of the best to students in the
program. Business Week magazine
recently named the Krannert School
one of the top 25 business schools in
the U.S., and Purdue’s School of
Agriculture is widely recognized as
one of the best in the world.

This fully accredited EMBA pro-
gram spans a two-year period, begin-
ning with an orientation session in
August of the first year. The pro-
gram is distinctive in that the
on-campus instruction is concen-
trated into a one-week orientation
session plus four, two-week resi-
dency sessions spread over the two
years. The orientation session and
three of the two-week residency ses-
sions are held on the Purdue Univer-
sity campus in West Lafayette,
Indiana. The fourth residency ses-
sion is held on the campus of an
international partner institution.
This schedule makes it possible for
participants to be drawn from a wide
geographical area, minimizes con-
flicts with normal job responsibili-
ties, and eliminates the problem of
interruptions in the program due to
job transfers. The international resi-
dency session is an exciting dimen-
sion, and reflects the international
perspective running throughout the
program.

This program is a “cohort” pro-
gram—that is, all stu-

dents in each class
enter together, take
the common set of
courses together,

and graduate
together. Due to its
expected national

and international, rather than local,
student population, the program will
provide an unusually rich environ-
ment for interaction among the par-
ticipants. Students will develop
important relationships with other
future leaders from across the food
system, a key benefit of the program.

Participants in the EMBA pro-
gram will be food and agricultural
business firm managers who want to
earn the MBA degree while continu-
ing their employment. Three core
groups will be represented in the
program: agribusiness managers,
food firm managers, and commercial
agricultural producers. The program

will offer numerous benefits to
participants including helping to pre-
pare them to assume greater general
management and leadership respon-
sibility and providing insights into
the dynamic economic, social, and
technological, forces which shape
corporate decision-making in the
world food business.

By sponsoring participants in this
program, food and agribusiness orga-
nizations make a major commitment
to high potential individuals in their
firm. Sponsorship of a manager to
the program is a powerful invest-
ment in the company’s future, and a
fundamental statement to that indi-
vidual about the company’s interest
and commitment to their career
development. Other benefits for the
sponsoring company include expos-
ing participants to the varied func-
tional areas of management and to
the many facets of the food system,
helping them attain a broader per-
spective of the organization and its
competitive environment. In addi-
tion, the program will facilitate the
exchange of experiences and ideas
among the participants, bringing
fresh ideas to the sponsoring
organization.

The EMBA in food and agricul-
tural business is a state-of-the-art
program of advanced study in man-
agement. A large portion of the
coursework will be delivered using
distance-learning technology. The
emphasis on an electronic instruc-
tional linkage between the Univer-
sity and the program participants
will allow participants to complete
the program with minimal time
away from the job. In addition, tech-
nological advances in distance learn-
ing technologies have made possible
the creation of a virtual classroom
which has proven effective in captur-
ing many of the elements of
face-to-face contact. The design of
the program is consistent with the
standards of the International Asso-
ciation for Management Education
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(AACSB), and the program is fully
accredited by that national accredit-
ing body for management master’s
programs.

The program is built around a set
of core courses in the functional
areas of management including mar-
keting, finance and accounting,
human resource management and
organizational behavior, production
and operations management, and
strategy. Each of these courses will
be oriented to the food and agricul-
tural markets through selection of
topical material and use of food and
agricultural business case studies.
At the same time, considerable
emphasis in these management
courses will be given to other,
non-food and agricultural firms and
industries to insure that participants
have the opportunity to learn from
situations outside the food and agri-
cultural markets.

These core management courses
will be complemented by a set of

courses focusing on the economics of
the business environment facing food
and agribusiness firms: international
trade, government policy and regula-
tion, and market structure and coor-
dination. This set of courses will take
participants deeply into conceptual
material and issues that have both
immediate and longer-term rele-
vance for doing business in a global
food and agribusiness market.

Classes in the EMBA in food and
agricultural business will

be taught by faculty of
the School of Agricul-
ture, faculty of the
Krannert Graduate

School of Management,
and by selected faculty from partner
universities in Europe and North
America. Full technical support is
provided for both off-campus sessions
and residency sessions. The Distance
Technology Staff will have extended
service hours and are equipped to
allow questions to be addressed

quickly. On-line help resources will
be available for off-hours assistance.
On campus, the Program Manager
monitors all dimensions of the resi-
dency experience so that the value of
these residency sessions is maxi-
mized. Similar support will be pro-
vided for the international residency.

We would appreciate the opportu-
nity to tell you more about this excit-
ing new program. Additional
information can be obtained by con-
tacting: Dr. Jay Akridge, Program
Director, or Barbara Sales, Program
Manager, Executive MBA in Food
and Agricultural Business; Purdue
University; 1145 Krannert, Suite
554; West Lafayette, IN 47907-1145;
Phone: 765.494.4262; Fax:
765.496.1224; e-mail:

sales@agecon.purdue.edu; URL:

http://www.emba-agbus.purdue.edu.

Conservation Easements in Indiana
Gerald A. Harrison, Professor*

E asements are a sharing of
certain rights in the bun-
dle of rights that consti-

tutes full ownership in real estate.
Landowners may grant easements in
real estate to accommodate a neigh-
bor. Easements may arise out of the
law where a roadway is necessary to
reach a landlocked parcel. Utility
companies acquire easements to
deliver services essential to the com-
munity, for example, pipelines for
water and gas, and power lines and
cables for electricity and
communications.

What is a Conservation Easement?
A conservation easement is a prom-
ise not to make or permit changes in
the property, but instead to leave
land as it is for its value as open
space, as farmland, for recreation, or

for scenic, natural or historic value.
This is a granting of rights associ-
ated with adding improvements to
property or otherwise changing its
use or character—it is a conservation
restriction.

Conservation easements are sig-
nificant alterna-
tives in the
management of

development in rural or “undevel-
oped” areas. They are recorded deed
restrictions. (A sample form for a
deed of a conservation easement may
be obtained by contacting the author
or the American Farmland Trust.)
Landowners may gift or sell conser-
vation easement to an appropriate
private or public agency (e.g., a land
trust or a park service). Individuals
may gift part and sell part (bargain
sale) of a conservation easement to
make an arrangement feasible or
practical from a financial planning
point of view.

Government agencies and private
land trusts may purchase full title to

property to provide scenic,
recreational, and other land-based
benefits to the public. However, to
manage development by limiting
acquisitions to easements reduces
the cost of attaining policy objectives.
Cost savings adds to the trend
toward acquiring conservation ease-
ments to attain real estate develop-
ment rights. Landowners may trade
a conservation easement for replace-
ment property to avoid recognizing
taxable income under the Internal
Revenue Code’s like-kind exchange
rules.

To satisfy the federal income tax
charitable deduction requirements,
and for public policy reasons, “quali-
fied” conservation easements must
be established to last forever.
Restrictions on transfers of real
estate that last forever are contrary
to common law. Indiana has adopted
the Uniform Conservation Easement
Act (See IC 32-5-2.6-1 to -7), which

Continued, page 10.

__________
* Gerald A. Harrison, Extension Econo-
mist, may be reached by phone:
765-494-4216; toll free: 1-888-398-4636;
E-mail: harrison@agecon.purdue.edu.
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Food System 21: Gearing Up for
the New Millennium - Part III

Introduction

T he U.S. agricultural pro-
duction and food distribu-
tion industry is currently

in the midst of major structural
changes. To assist in understanding
the implications of these changes
and the future of the industry, fac-
ulty in the School of Agriculture at
Purdue University in collaboration
with industry representatives under-
took a study to assess the future of
the food production, processing, and
distribution system. The results of
this analysis are reported in detail in
Food System 21: Gearing Up for the
New Millennium—winner of a Gold

Award for editing from the
Agricultural Communica-
tors in Education. Congrat-
ulations to Laura Hoelshcer,
PhD, Editor, Agricultural
Communications Service,

for this accomplishment.
In this issue will provide a sum-

mary of a key chapter of that book,
the grains and oil seeds sector. This
summary presents the “Key Ques-
tions & Responses” section, of this
chapter which provides a synopsis of

the most important issues discussed
in that chapter of the book.

You may or may not agree with
our analysis. We
encourage you to read
the complete analysis
in Food System 21:

Gearing Up for the New Millennium
which is available for $29.95 from:
Agricultural Communication Service
Media Distribution Center
301 South 2nd Street
Lafayette, IN 47901-1232
1-888-EXT-INFO
FAX (765)496-1540

Grains and Oil Seeds Sector
Craig Dobbins, Howard Doster, John
Lee, Jess Lowenberg-DeBoer, George

Patrick, and William Uhrig

➤ Are there any forces that will
slow the growth in farm size?
No. Most of the forces are encour-

aging growth. The cost reductions
from economies of size continue to be
a driving force. Further increases in
farm size can be expected with exist-
ing technologies.

Information technologies will
allow some managers’ span of control

to be more easily extended. Using
this technology will require improved
data analysis skills. These skills will
be developed by farmers with the
assistance of education programs
offered by both the public and pri-
vate sectors. Developing and utiliz-
ing these skills will provide new
methods of lowering production
costs. Production technologies will
continue to increase in complexity,
and linkages to sellers of inputs and
purchasers of products will become
more information intensive. Those
farms large enough to allow for spe-
cialized management will be able to
evaluate and respond more quickly
to changes.

There will be an increasing num-
ber of regulations designed to reduce
the environmental impacts of pro-
duction agriculture. As new regula-
tions are developed, larger farms will
be better able to develop methods of
complying that have the smallest
impact on costs. This will be even
more important as farms internalize
more of these costs.

➤ Will small and medium-sized
commercial grain farms
survive?
Established small and moder-

ate-sized commercial farms that pos-
sess a land base with little or no
debt, can utilize used machinery,
and continue to achieve market
access, will be able to survive for sev-
eral years as an independent opera-
tion. There will continue to be a
large number of small lifestyle farms
where off-farm income will be critical
to survival. Small and medium-sized
farms will be at an increasing disad-
vantage in purchasing inputs, selling
products, and obtaining new technol-
ogies. They will also be at a disad-
vantage in managing the large
amounts of complex information
needed to operate a farm.

Some small and medium-sized
commercial farms will develop and
thrive in niche markets, but they
will be exceptions. Those that are
successful in developing and filling a
niche market will need to develop
special merchandising skills. They
will need to closely monitor changes

FOODSYSTEM

21

New Ag Econ Faculty

C hanning Arndt joined the
faculty at Purdue Univer-
sity in January 1998. His

research interests include interna-
tional trade, production, and interna-
tional development. He has worked in
a variety of areas including the impli-
cations of rapid growth or stagnation
in China for the US, the implications
of taxes or bans on herbicides for US
farmers, and the implications of
reduced trade barriers for corn in
Morocco. He has substantial experi-
ence in Morocco and Mozambique.
He speaks fluent French. Channing Arndt
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in their customers’ preferences. It
will be important for producers in
niche markets to monitor potential
competitors. Niche markets are
small and can be easily swamped by
an influx of producers.

➤ Will more variable farm prices
lead to new policies to reduce
price risk?
With the changes in U.S. com-

modity price support policies and the
elimination of publicly held stocks,
some anticipate that the prices for
grains and oil seeds will be more
variable. While it is likely that the
private sector will carry some
increased stocks, private companies
will not carry these stocks for as long
as the government or in the quantity
that the government was willing to
carry. While the stability of U.S.
prices is influenced by domestic pol-
icy, it is also influenced by the
actions of other countries. If coun-
tries important to world trade
attempt to isolate their domestic
markets from the variations of the
world market, these policies could
lead to more variation in U.S. prices.

While there are several
unknowns, the variability of domes-
tic agricultural commodity prices is
not expected to increase substan-
tially. Price variability is not
expected to be the major issue lead-
ing to the return of commodity pro-
grams of the past. Rather, it is
expected that a public-private part-
nership will evolve in which new risk
management tools will be developed.
Through the provision of risk man-
agement tools, such as revenue
insurance and other new products,
private companies will provide farm-
ers various methods for insuring
risk. The federal government may
provide some assistance in providing
reduced rates for these new prod-
ucts, but will not be directly
involved.

There will be periods of excess
supply and low prices. Without gov-
ernment programs in place to
remove these excess supplies, prices
could be expected to drop more than
they otherwise would. Acreage
adjustments to low prices are more

likely to occur in the fringes of the
Midwest. These adjustments are
expected to occur fairly quickly.
There will also be periods of short
supply. Without government stocks
to dampen price increases, prices are
expected to increase more than they
otherwise would. But, again adjust-
ments are expected to be quick.

However, agricultural policy
issues will need to be revisited in
2002 when the current authorization
expires. Events at that time will
have a major impact on the changes
that may be made in agriculture
policy.

➤ How will the management
requirements change?
There will be more pressure for

better general management of
human resources, finances, and rela-
tionships (relationships with input
suppliers, output purchasers, and
the general public). Since managers
of larger farms will depend less on
direct observation of situations to
identify problems, data analysis and
interpretation will become important
skills. The trend toward more com-
plex and information-intensive pro-
duction practices will require better
information management skills. Suc-
cessful farmers will need to become
better general managers. Efficient
production will still be critical, but it
will be possible to obtain these skills
from service providers and
consultants.

➤ What changes in the owner-
ship of land and farm busi-
nesses will occur?
The capital requirements of com-

mercial farms will continue to grow.
One method of reducing the amount
of equity required is to lease assets
rather than purchase them. This has
been a popular method of gaining
control of land. As farm size grows,
this will become more common in
machinery. Leases will allow opera-
tors to place limited capital in items
that provide a greater rate of return
than can be achieved from machin-
ery and land investments. This will
be part of a larger trend towards the

separation of ownership, production
labor, and management.

➤ How will increased environ-
mental regulations affect
production?
Efforts will continue to reduce

off-site environmental impacts of
production agriculture. Erosion con-
trol will continue to be an important
effort to improve surface water qual-
ity. This effort’s watershed focus may
affect individual property rights.
There will be more variation in what
an individual farmer will need to do
in order to comply with regulations.
The establishment of filter strips and
other buffer zones will be important.
These differences will be reflected in
land values. There will be a greater
difference between land with low and
high erosion potential.

While public policy, through vehi-
cles such as the Farm Bill, will pro-
vide some money to support the
implementation of desired practices,
more of the cost of complying will be
borne by producers. Some of these
costs will be for specific changes
needed to meet the requirements.
Others will be in the form of new fea-
tures on machinery. The cost of com-
pliance will be more difficult for
smaller units which have a smaller
volume of output over which to
spread the costs.

➤ What will be the return from
farming?
The small percentage of farm

operators (20-25%)
who develop the
interpersonal skills,
financial manage-
ment skills, mer-
chandising skills,
data analysis skills,
and production skills

to be above average
operators in the years ahead

will receive returns that are competi-
tive with those in other industries if
demand remains strong. But there
will continue to be a large number of
farm operators that receive a return
lower than could be received else-
where. If demand weakens, land and
labor resources will be devalued to
reestablish competitive returns.
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While small and moderate-sized
independent operations with a high
equity position will have strong stay-
ing power, they will not have access
to the discounts and premiums avail-
able to larger producers. Off-farm
income will be critical to the survival
of these farms.

➤ Is now the time to buy land?
If you’re an investor, the answer

is probably no. The
market price of land
has recently

increased rapidly in

response to an increased farm price
for grains and oil seeds. Some have
attributed this to concerns about pos-
sible worldwide food shortages.
These concerns are likely overstated.
If you’re an investor, this is likely a
good time to evaluate the profitabil-
ity of alternative investments. While
land likely will not increase as much
in the near future as in the recent
past, it may still be a reasonable
storage of value. The land invest-
ment also provides a method for
diversifying the investment portfolio.

If you are a farmer, if you have
the money, and if it is a purchase
that fits into the future direction of
the business, you will probably bid
aggressively to buy the land even if
it is not a good investment at the
current prices. But remember that
land is an illiquid asset that is diffi-
cult to sell when expected profitabil-
ity declines. When making a land
purchase it will be important to have
the financial strength to withstand
periods of low crop prices and/or
declining land values.

provides legality for a conservation
easement in Indiana. The Act also
permits assignment of conservation
easements between agencies and
entities. This provision permits land
trusts and similar charitable institu-
tions to acquire and sell conservation
easements to state or federal agen-
cies. A sale of easements may be an
important source of capital and oper-
ating funds for land trusts.

Conservation Purpose
Generally, for the taxpayer’s quali-

fied conservation
easement (QCE)
to obtain the
income and trans-

fer tax deductions, the agency that
acquires a conservation easement
must have a charitable or similar
standing under the Internal Revenue
Code and Treasury Regulations. It is
essential that the acquisition agency
have a “conservation purpose.”
According to the Regulations a con-
servation purpose is satisfied by one
or more of the following:

➤ the preservation of land areas for
outdoor recreation by, or the edu-
cation of, the general public,

➤ the protection of a natural habitat
of fish, wildlife, plants, or similar
ecosystem,

➤ the preservation of open space
(including for farming and for-
estry) where such preservation is:

— for the scenic enjoyment of the
general public, or

— pursuant to a clearly delin-
eated federal, state or local
governmental conservation pol-
icy, and will yield a significant
public benefit, or

➤ the preservation of a historically
important land area or a certified
historic structure.

Tax Benefits from the Gifts of a
QCE

Potential for Income Tax Sav-
ings: Gifts of all or part of a QCE
provide a charitable income tax
deduction to the contributing tax-
payer. An annual deduction may be
limited to 30% of the donor’s
adjusted gross income. The amount,
not deductible in the year of the
easement gift, is deductible in each
of the next five years, but subject to
the 30% limitation.

For example, if the fair market
value of a donated QCE is $200,000,
and the taxpayer has an adjusted
gross income of $80,000, the charita-
ble deduction for the year of the
transfer is $24,000 (30% x $80,000).
This leaves $176,000 ($200,000 -
$24,000) to carryover. A lifetime gift
of a QCE does provide substantial
income tax savings, however at the
$80,000 level of adjusted gross
income, only $144,000 of the
$200,000 would be deductible over a
six-year period.

If the taxpayer is in a 28% income
tax bracket, a $24,000 reduction in
taxable income provides an income
tax savings of $6,720 (.28 x $24,000).
If that were the savings in each of
six years, the tax savings would total
more than $40,000. Individuals in a
higher tax bracket (say 31%) would
realize a greater savings. A reduc-
tion in the Indiana income tax adds
to the savings. Taxpayers might
structure gifts over many years to
overcome the annual limitation on
their charitable deduction.

Property Tax Savings: Since
the value of the remaining real
estate is reduced after granting a
conservation easement, a property
tax savings may result. However, in
the case of farmland in Indiana, the
assessment for real estate tax is
based on agricultural use and/or soil
productivity, and not on the fair
market value of the property. Thus,
the granting of a conservation ease-
ment on farmland in Indiana may
not have a big impact on the current
property tax assessment.

Federal Gift and Estate Tax
Savings: There may be an addi-
tional benefit from a conservation
easement due to the reduction of the
federal estate tax value in a dece-
dent’s estate. Federal unified gift
and estate transfer tax is based on
the fair market value at the time of
the lifetime gift or at death.
Amounts that qualify as charitable
transfers are exempt from federal
gift or estate transfer tax. Thus, land
in a decedent’s estate that has been
reduced in value by the value of a

Continued from page 7.
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conservation easement has less expo-
sure to the federal gift and estate
tax. Whether there is an actual
estate tax savings for a decedent’s
estate depends upon the taxable
value of the estate, and whether
other features in the estate tax law
will allow for avoiding the estate tax.
The Indiana Inheritance tax may
also be reduced by the granting of
conservation easement since the
inheritance tax is based on the value
of interests passing from a decedent
to individual heirs.

Estate Tax Exclusion for
QCEs: There is a new (1998) federal
estate tax provision for excluding
land value from a decedent’s estate if
the land is subject to a qualified con-
servation easement (QCE). When a
QCE meets the requirements of the
new law, as much as 40% (or the
applicable percentage) of the land
value as of the date of death may be
excluded from the federal estate tax
estate. This exclusion from the value
of land is after the value of the con-
servation easement is subtracted
from the fair market value of the
land.

The maximum amount that can
be excluded is the lessor of the
“applicable percentage” (40% max.)
or the “exclusion limit:” $100,000 in
1998, $200,000 in 1999, $300,000 in
2000, $400,000 in 2001 and $500,000
in 2002 and thereafter.

The “applicable percentage” is a
maximum of 40%, but it is reduced
by two percentage points for each
percentage point (or fraction thereof)
by which the value of the qualified
conservation easement is less than
30% of the value of the land. For this
purpose, the value of the land is
determined without regard to the
value of the easement, and it is
reduced by the value of any retained
development rights.

To illustrate the above rule, con-
sider a landowner who died and a
qualified conservation easement was
granted on his land. The fair market
value of the land on the date death
before considering the easement is
$900,000. The value of the QCE is
$200,000. First of all, the $200,000 of
the QCE is fully deductible from the
estate tax estate. The $200,000 value

of the QCE is 22.22% of the value of
the property without the QCE. Since
the rule requires a reduction of
applicable percentage by 16% [twice
the difference between 30% and
22%], that leaves an applicable per-
centage of 24% (40 - 16). The exclu-
sion is $48,000 (24% x $200,000),
and for estate tax purposes this land
has a value of $652,000 ($900,000 -
$200,000 - $48,000).

An election under this exclusion is
irrevocable. The income
tax basis for the land
that benefits from this

new exclusion is reduced
by the amount of the

allowable exclusion. If the
election to grant a conservation ease-
ment is done in an estate, there is no
income tax deduction for the estate
or the heirs.

However, a location rule limits
the use of this new exclusion. For
land subject to a qualified conserva-
tion easement to qualify for this
exclusion, the land, at the date of the
owner’s death must be located (1) in
or within 25 miles of a metropolitan
area as defined by the Office of Man-
agement and Budget, or (2) within
25 miles of a national park or wilder-
ness area, or (3) within 10 miles of
an urban national forest.

Other features in the federal
estate tax law providing estate tax
relief include: the applicable exclu-
sion amount of $625,000 in 1998;
special use valuation of farmland
(which may remove up to $750,000
in value of land from an estate); and
the new family-owned business
interest deduction (which may allow
a tax deduction of up to $675,000
from a decedent’s federal estate tax
estate). These three features permit
an individual who is in a farming
business (or whose family is in farm-
ing in the case of the retired individ-
ual) to avoid the federal estate tax on
up to $2.05 million. Also, the tax law
permits the granting of a conserva-
tion easement on the land that
enjoys the benefit of a special use
valuation.

To the extent an individual has
an estate tax concern, provisions in
the law that provide tax avoidance
may help keep land in its current
use.

Summary & Conclusion
Conservation easements are an
important tool for managing real
estate development. Indiana law was
modified to permit the establishment
of conservation easements to last for-
ever. The federal tax law provides
that gifts for a “conservation pur-
pose” of “qualified real property
interests” to a “qualified organiza-
tion” are deductible for federal
income, and gift and estate tax pur-
poses. Another feature in the tax law
allows for a an additional exclusion
of land value from an estate tax
estate under limited circumstances.

Other features in the federal tax
law, such as special use valuation of
farmland and the new family owned
business interest deduction are
available for avoiding substantial
amounts of estate tax. Further, the
applicable exclusion amount avail-
able to all decedents increases from
$625,000 in 1998 to $1 million in
2006. These features also work to
keep farm land in an agricultural
use.

Land trusts and other entities
exist in Indiana for acquiring and
holding conservation easements.
Though land trusts exist for the pur-
pose of preserving farmland, they
may or may not accept an easement
without additional money provided
to help protect the easement.

Further, there may be few indi-
viduals willing to make substantial
gifts of conservation easements.
However, increased advantages,
such as the new estate tax exclusion,
and education about the advantages
of existing tax provisions may per-
suade individuals and heirs to con-
tribute conservation easements.

In a few states, have programs for
the purchase and transfer of conser-
vation easements. That is, where a
community decides to protect agri-
cultural and open spaces, there is a
systematic process for acquiring
development rights and applying
these rights where development is
permitted. Local governments in
Indiana may wish to become more
involved in the management of local
growth by establishing a program for
the transfer of development rights.
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Tax Planning in Difficult Times
George F. Patrick, Professor

L ow commodity prices do
NOT necessarily imply low
taxable incomes for Corn

Belt farmers in 1998. For farmers
using the cash accounting method, it
is when an input is paid for, rather
than when the input is used, that
determines when that cost is deduct-
ible for tax purposes. Receipts are
reported as income the year in which
they are received. Simply assuming
that 1998 will be a low taxable
income year may lead to poor tax
planning. Check your tax situation
while there is still time to make
potentially money-saving
adjustments.

High Incomes in 1998
Many farmers sold their 1997 crop
production after January 1, 1998.
Some farmers may have sold com-
modities in 1997, but deferred pay-
ment into 1998. In both cases, these
sales would be counted as income in
1998. Many farmers will also take
the loan deficiency payments (LDP)
on their 1998 corn and soybean pro-
duction near the end of harvest and,
the LDPs will be 1998 income. If
farmers exercise their option to take

50% of their 1999 production flexibil-
ity payments (PFP) in 1998, these
payments will be 1998 income,
together with the 1998 production
flexibility payments received early in
1998. To top-off what may be an
already high income year for some,
the 1998 Market Loss Assistance
Payment (MLAP), which is about
half of the 1998 PFP, was paid in
November 1998.

Many farmers are familiar with
techniques to reduce tax-
able income in a high
income year. First of all,
the advance 1999 PFP
payment may be delayed

and received totally in
1999. Considering the sur-

prise MLDA payment which came
automatically in 1998, this may be
appropriate tax planning. Delaying
sales, using deferred payment con-
tracts, prepaying expenses, purchas-
ing machinery and equipment, and
using Section 179 expensing election
are some of the common techniques.
In a low-income year, many of these
techniques can be reversed to
improve a farmer’s tax situation.

Low Income for 1998
For a married couple, there is no fed-
eral income tax on the first $12,500
of 1998 income. This increases to
$17,900 for a family of four and,
depending on their situation, the
family may qualify for the new child
tax credit and earned income tax
credit. Thus, if the year-to-date
review indicates that net income will
be less than this “tax-free” amount,
attempts should be made to increase
income for tax purposes. Delaying
purchases or payment for items
already purchased until after Janu-
ary 1, 1999 will reduce expenses for
1998. For assets acquired in 1998,
slow methods of depreciation may be
elected; however, no changes are pos-
sible for assets already on the depre-
ciation schedule. Selling some
commodities, culling livestock, and
taking the advance 1999 PFP before
the end of the year would increase
1998 receipts. Farmers who take
Commodity Credit Corporation
(CCC) loans on their production in
1998 may elect to report the loans as
income this year. However, once this
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