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SE Congressional Research Service
“ & . The Library of Congress
Aot rata DL 20N LETTER OF SUBMITTAL

October 13, 1983

Honorable E (Kika) de la Garza
Chairman, Coumittee on Agriculture
U.S. House of Representatives
Washington, D.C. 20515

Dear Mr. Chalrman:

In February, you requested the assistance of the Congressinnal
Research Service in providing a forum to allow curreant views and iaformation
on the interrelationship of agriculture, industry, and government in the rural
economy to be gathered, developed, and discussed. Accordingly, the Service
sponsored a two-day Symposium on this topic, held in the Madison RBuilding of
the Library of Congress on May 19 and 20, 1983,

The Symposium had three basic purposes, defined as a result of
conferences with Committee staff:

(1) To obtain current information and statistical data
that would assist in the identi!ication and analysis
of current conditions==-or to determine whether such

information is available.

(2) To receive input from interested organizations,
officials, individuals as to what the problems are,
what issues are involved, and what are possible
solutions.

(3) To explore alternative approaches to dealing with
current or developing conditions, including
{dentification of approaches that have worked well
or have demonstrated potential, as well as any new
initiatives that may show prowmise.

The Symposium was not designed to make recommendations or to reach conclusions.
Rather, {t was designed to develop a base of {nformation with regard to
agricultural communities and the rural setting within which they operate, and
to elicit ideas and points of view regarding the implications of this
information for public policy. :

Eighteen papers were presented at the Symposium by a variety of experts
from government, academia, and irterest groups. These presentations were
discussed by the Sympesium participants, who represented the various sectors
of contemporary rural America. Both presenters and participants were chosen
for their special competences and with regard for appropriate balance. One
participant, noting the diversity of those involved, commented that:

[}
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Honorable E (Kika) de la Garza -2= October 13, 1983

[ think the real plus of this kind of gathering i{s that for

the first time that I know of you pevple are bepinning to talk
about agriculture and rural development in small communities

in the same meeting instead of having an ag meeting and a rural
development meeting. I think that may well be a real plus.

The Agenda of the Symposium and a list of presenters and participants are
attached as appendices to the report that I am submitting to you.

The Symposium was planned and organized by Sandra S. Osbourn,
Specialist in American National Government, with the assistance of James H.
Johnson. Barry Carr, Senior Analyst in Agricultural Policy, Dennis L. Little,
then Specialist in Futures Research, and Jean Wells, Specialist in Money and
Banking, served as moderators during the Symposium. James Bickley, Eugene
Boyd, Charlotte Breckenridge, Remigius Jurenas, Stacy Kean, Nancy Miller, and
Jeffrey Zinn served as rapporteurs. Ruth Allison, of the Office of Member and
Committee Relations, was responsible for Symposium logistics.

The report that accompanies this letter contains the text of fifteen
of the eighteen papers presented at the Symposium. Three of the panelists,
Glenn Nelson, James Swiderski, and Robert Carleson, were unable to submit
papers. Since the proceedings of the Symposium were recorded, we are able to
include portions of these three presentations in the Overview. Glenn Nelson
was chosen as a panelist because of his involvement in the work of the National
Research Council's Panel on Statistics for Rural Development Policy; the
summary and recommendations from the final report of this panel are included in
this report. Robert Carleson was asked to present the Reagan Administration's
position on the Federal role in the governance of agricultural communities and
in rural development; his presentation, portions of which are included in the
Overview, is supplemented by the executive summary of the Administration's
rural develapment strategy, which was submitted to the Congress in
February .983.

The Overview was written by Sandra S. Osbourn. It summarizes the
Symposium, and is based on the papers submitted for publication and on the
presentations and dircussion at the Symposium, Symposium correspondence and
manuscript preparation were carried out primarily by Daphne Bigger and
Daphine lee-. '

I am hopeful that the Symposium and the report that resulted from

it will be of assisiance to the Committee and to the Congress in dealing with
matters related to agricultural and other rural communities.

§f7oqf 1

D{xector

Enclosure
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Foreword

There is today a great and serious gap in the information which
Congress and policymakers in other areas need to make intelligent de-
cisions about .ssues involving the future of the nation's agricultural
communities. We have a great deal of up-to-date and detailed
information about the industry of agriculture., But we have much too
little information about what is happening to the communities in which
our farm families live, and what developments in those areas may mean
to the people there and to the rest of the nation.

We need to know, as specifically as we can, what has been
happening to agricultural communities as they have become more
diversified, and what policy challenges this presents to Congress as
we move into the late 1980s and beyend. We simply don't know all we
should in this area.

To help fill this gap, I asked the Congressional Research Service
in February, 1983, to help provide a forum in which expert analysts
could discuss and explore the impact of changes in agriculture,
industry, and government in shaping events in rural agricultural
communities. The symposium was held at the Library of Congress on May
19-20, 1983, and this volume contains the proceedings of the meeting.

All too often, the many different types of communities we find in
rural America are viewed through a glass that shows us an idealized
picture based on childhood memories -- not a realistic picture of the
complicated truth., The pictures we base on memory fail to tell us
what happens when rapid changes in agriculture, in population growth,
or in the non-farm rural economy put great strains on the ability of
local governments to serve their people,

The symposium and the resulting papers in this volume represent
the start of what I hope will become continuing educational process.
The goal of this process is the development of a wide, current body of
knowledge about our agricultural communities and the importance of
keeping them econcmically and socially viable.

I would like to thank the Congressional Research Service for the

excellent job 1t did in preparing this report. Also, I want ¢to
recognize the invaluable assistance, which took the form of generous
contributions to the symposium, of the Ford Foundation, the Farm
Foundation and the National Rural Electric Cooperative. [ hope the

information contained in this report will be useful to all who read
it,

E (Kika) de la Garza
Chairman, House Committee on
Agriculture
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OVERVIEW

NEW REALITIES

A recent survey of rural research needs for the eighties concluded that
the only available vantage points for reviewing ncenarios for the future and
identifying implications of these scenarios for research or for policy were
"early and insecure. l/ Th: Congressicnal Research Service Symposium or
Agricultural Communities confirmed that finding. It is no longer possible to
draw on the comfortable rhetoric and models of rural America that have
doninate& research and policy discussions for the past 25 years. Old images
of people or communities left behind, or of universal rural deficiencies when
compared to urban standards no longer seem to apply. New images and models
are beginning to emerge, but are not yet clearly delineated. Ed Blakely, in a
summary statement at the end of the Symposium, challenged the participants to
go out and "try to come up with the model we are working toward, rather than
dealing with the model we came from."* The product of the Symposium was not
a new set of final answers, but a first step in an attempt to describe new
realitizs and to relate these realities to policy.

1/ Dillman, Don A., and Daryl J. Hobbs. 1Issues for the 1980s. In their
Rural Society in the U.S.; Issues for the 1980s. Boulder, Westview Press,
1982. p. &70.

* Indicates quoted material is taken from the transcript of the
proceedings. Otherwise, quoted material ig from written texts prepared for
delivery at the Symposium.

(h
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Transition

Rural America is in a state of transition, the nature of which we do not
yet fully understand, and rural policv needs to adapt to the new conditions;
these are premises that seemed to be generallv accepted, What seems to be
missing, according to a number of participants, is a sense of crisis that might
spark a response at the national level and a clear sense of direction and
policy responses that will fit the new rural realities. James Giltmier secmed
to sum up the feelings of many when he said he ", , . used to think 1 was
pretty smart about rural America, but I don't know what it is anv more,'*

In part, this uncertaintv was attributed to inadequacies in the data base
relating to rural America. The lack of an aduquate data hase has been a
constant theme of rural policvmakers and analysts since rural development has
been a national goal. It has hecome even more critical because of the changing
nature of rural areas and communities and the need to reshape policy to adapt
to this change. The report of the National Research Council's Panel on
Statistics for Rural Development Policy, 2/ whose findings were discussed at
the Symposium bv Glenn Nelson, concluded that:

We know a great deal about rural America and the forces that are

shaping it, but we know too little, ‘'Where we are,' 'where we have

been,' and 'how we got here' are all subject to dispute,

It wan the sense of the Symposium that where we are going is equally
murkvy. David Brown captured the mood of the participants:*

! judee that there was very high level frustration in this room and

the frustration is that people cannot identifv the uniquelv rural

issues on which policy will focus in the next decade or so, What is

the crisis and what is the issue? The truth of the matter is that
there has been a lot of change in those conditions upon which rural

2/ Herealter cited as the National Research Council Panel report

13
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policy has been focused. It was very easy to identify uniquely rural
1ssues or issues that were important in rural areas such as poverty,
racial discrimination, there was small scale, distance, and many of
these things--many of these issues have really changed substantially.
The gaps between urban and rural areas are diminished, the population
is growing . . . and these traditional disadvantage indicators upon
which rural policy is focused don't support the same types of programs
anymore. So I think policy people and research people need to get
about the business of trying to identify what in fact is the rural
tssue for which policy can be fccused and it's clear from the
discussion we had here that we're not really there yet. We don't
really know what the issues are, and 1 would suggest that as a
challenge .

Fred Buttel identified two "potentially pathbreaking set of technological
changes” that are likely to have profound impacts for agricultural and other
nonmetropolitan communities. The first is the move toward an “information
society." According to Buttel, this trend will allow for continued industrial
deconcentration which cnuld benefit nonmetropolitan regions, but it might also
make redundant many workers who perform the manual labor and clerical functions
that will be assumed by computers, robots, and related machines. The second
change is the emergence of biotechnologles in agriculture, which could lead to
"massive changes in the nature of agricultural inputs and in the processing

of agricultural outputs,” factors »~f great significance to agricultural

communities. Buttel concludes that:

The specific changes that will occur are, agaln, too nascent to be
predicted with any accuracy. But it is likely that these changes will
be far-reaching and will significantly affect the interface of
agriculture and community over the next several decades.

Norman Reid suggested that the uncertain knowledge base and the
continuation of rapid change requires that policymakers act cautiously:

The need to solve old problems at the same time as we are rethinking
the configuration of our [federal] system provides a difficult
environment i{n which to make policy. There is8 much that we do not
know about either the old environment or the new one. While our
plcture of where we have been 1s probably accurate in its wmajor

s



outlines, it remains both incomplete ani out~of-date. We need to
understand much better than we do the full effects of the
institutional and financial changes of the last 20 vears on the
quality of rural services, and we need to be sure that the advances
we had made through 1977 have not come unstuck during the fiscal
austerity of the late seventies.

We know even less atout where we are headed and will need to carefully
monitor the new system as it evolves, During the transition period,
special care will be needed in shuping policies. Policymakers must
act cautiouslv as they respond to new and pressing needs t.o assure
that new policies fit within the emerging governmental structure in

a constructive wav that does not prematurely foreclose other options
for the longer run. It will not he ecasy.

Ed Blakely, in his summary statement, suggested that rural transiti~n had
creared two crises at the national level, a crisis in understanding and a
crisis in solutions. 1f these crises can be resolved, a workable policy can
be developed:*

The first crisis that I think we would need to overcome is our crisis
of understanding of what is rural . . . whenever there is change it's
a8 crisis because people, if they don't have the old base for their
understanding and no really new base has been formulated, they are
very uneasy . . . we can't define things anvmore, we don't know what
we're working for, we don't know why we're trying to work for these
things, why we're trving to define the family farm, is it important,
why are we tring to define rural--is it important or isn't it
important?

The other crisis in confidence we have is a crisir in confidence that
comes from solutions. The solutions of the fifties and sixties don't
aeem to be workable in the eighties. Our war on poverty launch now
would be ludicrous. People would laugh at you. 1If you attempted to
get the current farm support programs in--if they weren't there, we
would be in awful trouhle trying to get these kinds of programs in,
and | think there is a crisis in confidence particularly ahbout social
intervention--intervention to all kinds of things--education, etc.

We put more monev into schools and schools got worse. We have put

40 much money into agriculture that we are producing more than we
need or want to, and we have real crises about fovernment and what

it is supposed to be doing. So I think we have those kinds of
crises.

Blakely, in his prescripiton for resolving the crises of understanding and of

solutions, drgued that while the nepgative aspects of the new rural diversitv--
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the isolated, disadvantaged places and people that still exiat=--should not be
overlooked, the empahsis should bhe on vrecognizing rural America as a place of
opportunity:*

I think that if we constantly try to check out the old rural
problems and address an old rural solution, no one in Congress is
going to listen to us because we don't have any support for that and
maybe we ought to look at and find some larger scale problems in the
nation anu in solving those problems, see what they do to rural
America and trving to make rural America, as I trv to talk, a nlace
of opportunity rather than trying to characterize it as a place of
the past. ., . . We have to get in the middle of the big issues and
make rural part of the big issues and not the side game--not the
residual gsame, but part of the main Rame . ., . my feeling is that we
have to play the rural game to win, and that's to make rural places
more vital, more robust, not the industrial hospices, but the places
that get the new industries, have the best mixture, the best
diversity, the matching of human and physical resources, and new
patterns of community, and promote the new patterns of communities
rather than tryiug to fight it.

Decentralization

Many of the new rural policy models are locally generated and mav not be
known at the national level or, if known, may not be suitable for national
action. To those who are accus:omed to active national involvement, this
decentralization can lead to a frustrating and disconcerting sense of being
left out of *he action. To those who advocate less national government
activity and greater local or private initiative, the current model is welcome.

Decentralization of policy was noted in .he National Resvarch Council
Panel report:

Many individual rural comunities will reach a consensus ahout their

problems and needs, but those local decisions will be different from

communitv tn communitv, they will receive only casual and sporadic

attention at state and federal levels, and they +ill not sum to a

national pulicv in any conventional sense. Federal and state

governments will continue to serve specific needs with specialized
programs that are coordinated poorly if at all.
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Norman Reid pointed out that current trends in interzoveramental policy are

likely to encourage decentralization, with two probaole results:
First, the locus of decisionmaking for many critical intergovernmental
issues will be shifted away from the Congress and into the halls of
state legislatures. And second, for this reason, a multiplicity of
intergovernmental approaches, rather than a unified one, will be the
result as each state decides to define its own programs in its own
way.

Catherine Lerza poined out the difficulties involved in trying to translate

4 multiplicity of approaches into unified national policyv:*
-+ the problem in terms of kind of marshalling the troops or
something is that when things are happening at the state and local
level, it's hard to make a national movement . . . {Things are] going
on in Minnesota, Iowa, Ohio, a lot of different places. That's .
somewhat coordinated, but it's not coordinated with things that are
going on in Texas or California or Masgsachusetts. I think the

chalienge is organizers, lobbyists, advocates, etc., for the agencies
to try to find a way to pu'l that together.

Diversity

The national policy dilemmas associated with decentralization are akin to
those associated with one of the most common themes in today's rural development
literature: diversitv. 1If there is one thing on which rural observers agree,
it is that todav's rural America is not a monolithic entity dependent on
agriculture or mining and other natural resource industries, but a diverse
landscape whose people rely on a wide variety of sources for income and
employment: government, retirement income, junior or senior colleges, tourism,
and service industries, to name a few. This diversity was eloquently described
in the introduction to the summary of the National Research Council Panel's

study:
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Rural America is wondrousiy diverse. Some rural areas are changing
rapldly: some rre not. Some are bursting at the seams with new
residents! some are quietly dying because they have been fcrsaken by
succeeding generations of young people. Some rural areas are basking
in prosperity, and their residents enjoy many of the amenitiec of
urban life; some rural areas remain remote, {solated, and lonely
places whose residents struggle to make ends geet in an oppressive
atmosphere of grinding poverty. Some rural areas are becoming more
and more like urban areas; others are becoming 1288 so. One can have
a hot argument about whether convergence or divergence is the more
itmportant trend for rural America, with compelling evidence on both
sides: f{t all depends on the area and the traits that concern one
most. Regions differ {n culture and history. Communities range from
a lobster port in Mafne to a ski resort in Colorado, to a lumber town
in ldaho. There are also similarities, however, in institutions and
human aspiratfons and interactions. Few generalizations about rural
America are valid, because any valid generalization would have to be
so carefully hedged with qualifications Lhat it could hardly be
considered a generalization.

Communities {n rural areas differ in style and substance. Even
agricultural communities differ, as Daryl Hobbs points out: "It doesn't take
a researcher to see that there are differences i{n organization, character and
even appearance of rural communities that are surrounded by cattle ranches and
those that are surrounded by dairy farms, between those surrounded by fruit
and vegetable producers and those surrounded by cash grain farmers."” Hobbs
finds that generalizations are no longer possible and that at a minirum region
of the country, size of farms, type of farm output, and the extent of off-farm
activity will produce different community consequences.

Differences are even mors marked among those communities that rely on
functions other than agriculture, as Ed Blakely noted:

Particular rural communities cater to particulur lifestyle choices

and attract newcomers with similar {nterests. For instdnce, many

small towns are principally or entirely oriented to retirees, various

religious groups, tourists, or professional artists. Many small

comnunities have attempted to accent and thus reify the lifestyle
attractive features.,
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what does diversity mean for the developers of public policy? It seems
fairly obvious that it becomes a complicating factor, making {t mure difficult
to develop and attract support for policies and prograws aimed at a generalized
rural community or citizen. Lynn Daft said thar:

The enormous diversity of circumstance and need that characterizes
rural America in the 1980s calls for a much different national
policy than we have witnessed in the past. Past policies have too
frequently fastened-on to the issue of the day, whether it was
economic development or poverty or capacity building. While Federal
activities addressing these and other topics have served a useful
purpose, they have also resulted in partial and oversimplified
policies. Any national policy that attempts to force all of rural
America into one mold i8 doomed from the start. For & political
gystem that is accuatomed to designing policy around simplified v .ews
of the political economy, this poses a special challenge.

Fred Buttel, analyzing the literature that might form the basis for the
development of policy, found that diversity either had been ignored in the
search for a high level! of generallity or, conversely, had succumbed to
"holistic paralysis,” 'vhich emphasized and unduly exaggerated diversity and
advised that:
What {s most needed to avoild holistic paralysis in the analysis of
farm structute and the well-being of agricultural communities {s an
effective typology of agricultural communities that can provide a
framework for placing previous studies in perspective and for

enabling future research to disaggregate statistical relationships
within types of agricuitural communities.

Disparities

One element of diversity among rural areas is disparities, within
communities and among communities. Eliminating or lessening disparities
emerged as one policy goal in whizh the national government might usefully be

involved.
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According to Lynn Daft, the Carter Administration found that:

The severe economic stagnation and widespread poverty of the 1960s
that was documented by the Rural Poverty Commission's report, The
People Left Behind, had been replaced by a much more robust rural
economy. Many of those rural areas experiencing pojulation growth
during the 1970s had also enjoyed a high rate of growth in employment
and income. 1In the midst of this economic growth, however, there
remained significant pockets of rural poverty. The incidence of
poverty in rural areas, though declining, remained higher than in
urban areas. Nearly two-thirds of the rural poor lived in the South
where over 20 percent of the rural population lived on incomes below
the poverty level in 1975.

The Reagan Administration's rural development strategy, submitted to the
Congress ip.,February 1983, found similar conditions:

Rural Americans have made it clear that, despite the encouraging
statistics, progress has not visited every rural region and growth
has generated new problems. Many rural areas continue to suffer
poverty, isolation, and decay of facilities. On the average, rural
America stil! lags behind urban America in measurable indicators of
income, education, and housing conditions, though some argue that
lower costs of living may offset part of the rural disadavantage.

Ed Blakely points out that the movement towards an advanced rural society is

not uiiversal among communities, and that the consequencer of guch change are

not necessarily better for those involved. Some examples of the negative

effects of change or being bypassed by change are:

Communities Left Behind: Nearly 500 rural counties generally
concentrated in the central and southern regions of the nation are not
benefiting from national economic movements. These poor counties,
heavily dependent upon low technology agriculture, are isolated and
without access to the major resources of the Nation. These
communities face the proaspect of continuing deterioration unless
apecific policy interventions are targeted for them.

People Left Behind: 1In spite of new jobs or job opportunities and
real {mprovements in the social well being of many rural areas,
poverty, unemployment, and undereamployment remain high in most rural
counties . . . . These forms of poverty might be described as:

1. The continuing poor. This group includes the rural
ethnic black, Hiapanic, and Native American populations
of the mid and deep south and Texas. Nearly 41X of
nonmetro black families had income below the poverty
level compared with just 12X of the whites. Further,
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the loss of farm land by black farmers in many counties
reduces the potential of this population to develop a
reasonable and stable economic base. Black farms are
decreasing at a rate 2,5 tizes as fast as white farms.
Among Native Americans these figures are even more
distressing. Even in rural counties with increased
employment opportunities minority unemployment rates
remained high and educational levels low.

2. The emerging poor. Industrial and/or post industrial
economic impacts in rural counties with new
manufacturing or gervice sector jobs has created several
forms of economic instability., Agricultural workers
including farm owners taking jobs in factories to
support their families find that farm income and
sometimes even two wage earners barely keep families
above the poverty line. As manufacturing jobs are lost
in rural areaa due to the same forces affecting urban
manufacturing the impacts are both traumatic and
dramatic. Rural job losses in manufacturing are even
more devastating because many rural communities are
dependent on a single industry or industrial type (e.g.,
textilesg).

3. The new rural poor. The break~up of families and the
increasing numbers of female heads of household in rural
areas is creating new poverty corditions. . . . In
addition to this group a2 more recent gtoup of
unemployables is emerging in rural as well as urban
America. This group of individuals usually lacks basic
education and skills and thus finds it difficult to find
useful work. Heretofore, agricultural, lumbering, and
low skilled employment absorbed them. Such employment
is rapidly being displaced by machinery. . . . Finally,
there are some voluntary poor in rural America. These
are individuals who have decided for a variety of reasons
that a rural marginal or simple life atyle is appealing
to them., Their contribution or cost to rursl areas is
not entirely clear., But it is clear from our research
that current social welfare programs are not appealing
or useful to any of this new category of pcor people.

In addition to disparities among people and among communities, there
are also disparities in the ability of governments (especially local
governments) to respond to local needs. Norman Reid found that while most
rural governments have made such progress in improving their public services,

there still are some areas where little progress has been made:
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While a recent study found a significant reduction between 1962 and
1977 in the number of county areas below a “government services
poverty line,” a significant number of counties remain below minioum
national standards for per capita local cxpenditures. Most of these
counties are nonmetropolitan, relatively poor, predominantly black,
and concentrated in the South.

Ken Farrell noted that publiec policy related to natural resource avallability
and to the tradeoffs between environmental quality and the provision of food
and fiber will impact diiferently on different communities, creating potential
disparities:

- - .« the costs of adjustment {n future use of natural resources in
agriculture will not be distributed equally among agrlcultural
communities nor among persons in any given community. Some
agricultural communities stand to lose from higher-priced water, for
example. Some may gain as a result of reglonal or interregional
adjustments. It follows that because of uneven distribution of
resources within communities, the costs (and benefits) of adjustments
in resource use will differ among individuals in the community.
Thus, public policies to assist {n equitable adjustments among and
within communities must not be overlooked in the design of national
policies for agriculture and natural resources.

Various speakers addressed the disparity issue in varfous contexts during
the Symposium. Throughout the proceedings, the idea recurred that {f there is
a clear role for the National Government in dealing with agricultural and other
rural communities and residents, it {s to redress the disparities, or at least
not to make them worse. Dean Jansma recounted the history of distributional
concerns, including fairness, as an élement of public policy:

Fairnegs i{s a second reason given for the development of programs
which help people in areas with insufficlent resources to compete in
the market place. If resources are immobile, the argument is that

we need to develop policies to either increase mobility (normally not
an alternative held in high esteem by the Congressman whose district
will experience the exodus) or to bring additional resources to the
reglon. The rationale for transferring additional resources to an
area take almost as many forms &s there are policy alternatives.

Some are simply attempts to assist lagging areas--the programs of the
Applachian Commission are an example of this approach. Qthers follow
the classic "{nfant {ndustry" arguments which calls for subsidies,
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often {n the form of low cost loans or subsidized wages until an
induatry £s well enough established to compete on an equal basis.

A third approach is to increase the flow of knowledge to a regilon
to increase productivity while a fourth is to enhance the
distribution of information about a region to insure potential
entreprenuers recognize the opportunities available in the specific
comumity.

Robert Carleson responded to concern about disparity of revenue sources in
rural communities by asserting that there is a role for the National Government
in facilitating redistribution among the States, to the extent that
redistribution 18 needed:*

I think there is & proper national or federal role in redistribution
agong the states. I really don't hglieve that there is a federal
role in redistribution ir these kinds of programs among individuals,
but I'm talking about among the states, and I think at the state
level there 18 an even greater responsibility to insure that there
is a guarantee of the form of redistribution among the counties or
cities or wvhatever the jurisdictions are, although my first choice
in the way that redistribution takes place would be through certain
tax sources and other kinds of decisions that are to be made at

that level.

Norman Reid regponded that:®
The only peint I guess I'll make i8 by turning back tax sources to
places I'm not sure that you can really solve the problem if there is
a disparity in terms of fiscal capacity because the places that have
the greatest need are also places that don't have the ability to
tax themselves anymore anyway. S0 you really are, if you're talking
about redistribution, I think you're probably talking about external
ald form some other level of government.
Ed Blakely offered a proposal for Federal aid intended to improve economic
opportunity, especlally for communities in the smallest and/or poorest rural
counties, through a Rural Development Consolidated Grant Program. Luther

Tweeten proposed a Federal wage supplement as a method of providing a socially

acceptable wage without raising private sector wages above market levels.
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The Urban/Rural/National Dilemma

For the past 25 years, national rural policy has tended to operate almost
as a subset of urban policy. Rural Jevelopment was encouraged because it would
bring rural communities and citizens up to urban standards, and rural policy
was based on the need to stem the flow of population (especially under-trained,
under-educated minority population) from rural areas to the cities. Thus, the
Agriculture Act of 1970 states congressional rationale for rural development as
a necessity for creating a sound balance between rural and urban areas: "The
Congress considers this balance 8o essential to the peace, prosperity, and
welfare of all our citizens that the highest priority must be given to the
revitalization and development of rural areas.” (Sec. 90l(a))

Recent improvements in the quality of services in rural areas, progress

in overcoming problems of distance through {mproved transportation and

communications systems, and above all the "population turnaround” which gees

rural areas growing at a faster rate than urban areas may have undercut this
rationale for a national rural development policy. Ed Blakely says that:

Rural policy for most of this century has been a residue of urban or
other public policies. Even when national attention has focused on
rural resource {ssues such as timber, food, or fiber production it
has heen {in the context of urban needs. Similurly, whenever the
piight of the rural poor, unemployed, or undereducated has been
considered the policy objective is inevitably to increase parity
betwcen rurai and urban . . . .

Rural places have been viewed as underdeveloped or undeveloped, a
source of shame, embarrassment, and inequality. This concept of rural
as somehow lacking in resources, skills, and potential continues to
plague the policy formulation process. Rural legislators and advocacy
groups coentinue to justify rural needs {n terms of bringing rural
places up to an urban standard, a concept that is misguided and
counterproductive. It condemns rural policy design and development

to only one goal: urbanism., The need now is to fashion policies and
programs that assiast rural areas to define and meet their own goals
and gain reasonable control over their destiny . . . .
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New issues arising from integration of rural areas into an altered
national sociceconomic structure create new policy needs. Therefore
rural policy formulation must be designed to alter, intervene in, or
create structures that will assist rural places to develop more
diverse, self-sustaining economic and sociopolitical institutions.
The mode! for these structural changes should be to create low
density, livable communities that van share resources with similar
communities, creating a balance between human settlements, industrial
development, agriculture, and the natural resource base. Such a
model can be developed and achieved through sensible policy, without
nat ional plans or imposed regional institutions,

As the National Research Council panel points out in their statement on

diversity, the question of convergence veraus divergence in the rural/urban

relationship is unsettled. They concluded, however, that ", ., , Although it

cannot be proved, [we believe] that the diversity within rural society today

exceeds that between rural and urban life." Calvin Reale points out the

arguments for convergence in his paper:

There was a time when it was possible to characterize farm people and
farm communities in terms of social disadvantage, as compared yith
the urban population. It was an obvious and relevant thing to do,
There were striking contrasts in electrification, education, quality
of housing, social security protection, income, transportation, and
communication. Although there are residual levels of these
deficiencies today, modernization of rural life has seen major
convergence between the material living conditions of farmers and
others . ., , . All classes of agricultural counties have been
affected by the revival of population growth in rural areas. (Fven
those that are continuing to lose people gre typically having much
smaller losses than in the past.) I expect the diffusion of
nonagricultural economic activity into rural areas to continue. I am
not suggesting that farm people have or will become indistinguishable
in values, attitudes, and life situation from everyone else, But, it
is hardly more than a truism to say that their economic and social
setting is increasingly shaped by the complex forces of modern
society and, indeed, by international trade and political factors as
well. The internal variation amonz farmers may now be greater than
their collective average difference from nonfarm America.

Despite these findings with regard to convergence, most gpeakers who

touched on the aubject reported that there are still certa‘n uniquely rural

characteristics that require special attention. Even 80, thev suggest that

this special attention need not be limited to a rural focus, but should be
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based on a national foundation with some specific rural element. The National
Research Council panel on statistics, for example, based its recommendations
on the principle that:

The United States does not have, and should not attempt to develop,
a comprehensive 'rural data base' or a 'rural data system' separate
from the {nformation systems for other sectors of the population.
The growing interdependence of rural and urban people causes the
problems of each group to affect the other, and. policies designed
to meet the needs of either group will affect the other. Rural
areag do have unique features, however, as well as considerable
diversity, and there are good reasons to ask whether rural
residents are served adequately by current data systems and
institutional arangements.

The Reagan Administration's rural strategy adopted a simfilar principle:

A policy confined to purely 'rural' measures, then, would fail to

address the true nature of many of rural America's modern needs.

For that reason not all the initiatives outlined in this strategy

are focused on rural America exclusively. Many have a wider

national application and are intended to benefit urban and rural

areas alike. Too often in the past, however, the characteristics

which help define 'rural' America~~sparsely and distantly settled

population centers, small-scale institutions, limited revenue bases,

and widely dispersed channels of communication~-have hampered the

application of largely urban-oriented national policies in the rural

setting.

Several speakers pointed out that although national policies had
contrihuted to the population “turnaround” and to improvement in rural living
conditions, many of these policies were not specifically rural in nature. For
example, Luther Tweeten notes that: "Transfer payments are the largest single
source of personal {ncome in totally rural counties. Payments from social
security, medicare and medicaid are critical to the well-being of rural
communities and their residents.” Tweeten says that agricultural and rural
comsunities will be greatly influenced by national monetary~fiscal policies;

by export policies; by farm commodity and credit policies; by coammunity

service, welfare, health, and education policies; and by work force policies.
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Blakely says that national transfer payments, health programs, anti{-poverty
programs and certain categorical education grants have resulted in a
safety net for rural areas and that as a result:

The principal disadvantages associated with rural places have been
sitigated by a serfes of national government policies and programs.
Only a few of these programs were apecifically targeted for rural
areas, but their net effect has been to allow people to live in
rural areas without sacrificing many of the amenities associated
with urban regions. These programs have also made rural settings
more desirable to senior citizens with pensions or Social Security.

These obselyations are all based on national po¥i41es prior to the attempts
.

to reverse or slowsdown the growih-olllt ,:%&fikfg y programs beginning late
1 . S v 4 3 vﬁ"‘ " i N

- e o il
inVthe Carter Administ on. Fred Buttel depicts #-#bre somber scene, based

on his view of t c ;of a world-wide "chronic contractionary downswing

G .. .
that cali®é dated’

this global economic dontraction are now being felt by nonmetropolitan and

a

ly 1974." Buttel says that the consequences of

agricultural communities:

While the nonmetropolitan segment of the U.S. has been buoyed and
continues to be stimulated by "turnaround” migration, this turnaround
has been ¢xperienced very unevenly. There have also been indications
that the 1970s trend toward the narrowing of metro/nonmetro
disparities in income and service delivery has been reversed. The
tendency toward exacerbation of metro/nonmetro disparities has been
due, in part, to the demise of what had become a 'rural welfare
state’ bagsed on federal outlays (transfer payments, service and public
works subaidies, area economic development programs) that have now
been slashed due to fiscal austerity. Moreover, federal and state
government fiscal austerity is being transferred to local governments
under the guise of the 'new federalism.'

Norman Rei{d wrote that:

Even if the proposals of the Reagan Administration should fail to be
adopted, observers are agreed that major changes are on the horizon.
The levels of financial aid to state and local governments peaked in
1978, two years before the Reagan administration took office,
demonstrating that the current reductions are part of a long-term
trend, and not merely the product of a particular political
philosophy.
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1f urban/rural differences (especially disparities) have been eliminated or
reduced by national policies not specifically directed at rural areas, and if
these policies change so that the safety net (whether in the foram of transfer
payments to individuals or in the form of Federal aid to Stste or local
government) becomes less secure, it may be that the gains made by many rural
aress snd citizens iu recent years will be overturned. In any case, it seems
clear that rural advocates will need to monitor these national policies and‘
programs as closely as they monitor programs specifically directed to rural

sress.

FEDERAL POLICY FOR AGRICULTURAL COMMUNiITIES

The panelists and the participants addressed various aspects of the role
of the Federal Government in dealing with agricultural communities. Three
basic issues emerged in the papers snd in the discussion: What should the
Federal Government do? How should the Federal Governzent be organized to deal
with agricultural communities? How can the impacts of Federal activities

better be anticipated and evaluated?

The Federsl Role

There was some disagreeumnet as to the proper role (if any) of the Federal
Government in this area. Should the Federal Government try to develop goals
and a national policy fresmework for these communities, or should it simply
respond to locally generated policies and gosls, regardless of the collective
impact of these decisions on the Nati.n as & whole and on the communities

themaelves?
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One participant contended that a Federal policy of providinz incentives
and assistance for the developmant of rural communities would "simply
accelergte the destruction of the characteristics that made the rural community
attractive in the first place.”* Jack Cornman, former Director of the National
Rural Center, remarked, "1 always get nervous when we sit in Washington,
whether the Librarv of Congress or Congress itself and talk about how we are
going to have to determine the future of these communities rather than a
process of helping them to do that ''*

Ed Blakely, who consistently argued for a strong Federal lead in
articulating and developing policy for these communities responded to these
comments as follows:*

What I fear is that what's happenjng is the non-thought ahout this,
that what is happening is by having=-not thinking about rural places
as being important places fcr policy development we are simply
extending things like enterprise zones and existing policies and
procedurss to rural areas and not understanding that we have to
preserve that natural environment, we have to preserve those rural
institutions, and in the form that the urban intellectual template
would lead one to believe--to make every place have a shopping
center and a McDonalds should not be the goal of rural policy
development. But if w2 continue along the line of offering
enterprise zones and offering what are basically urban programs to
rural areas, that's what we are Boing to have.*

., . . 1 do believe that a lot of the policy development has come from
the grass roots level that you are talking about, but we have to
provide at the national level the resources so that can take place.
And if we don't provide the resources, if we don't provide the policy
and direction for that to take place, then we are going to get what
we desevve . . . a silly pattern where many rural communities which
once were agricultural all of a sudden go out and attract Ataris and
all these other things, and build up the community, and I've seen
this around the country--and attract manufacturing and forget the
natural resource base, and then as soon as there is some little wave
in the economy, they are gone because thev are full of branch plants.
1 think we have to help rural places think through more clearly what
kind of economy they want, and not simply taking branch plants from
elsewhere.

o 2D
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Federal Government Organization

Several people commented that the Federal Government {s not well organized
to address and {mplemeat policy relating to agricultural and other rural
communities. Bruce Hawley sald that:

The federal policy making apparatus is largely unsuited to make the
integrated decisions necessary to guide rural community growth in a
manner that accommodates agriculture. Both the Congressional process
and the bureaucracy are structured, elther by committee or department,
in a manner that encourages constituencies which must be catered to.
As the constituency is served, other considerations are largely
ignored. The 'Clean Water’ committees of Congress deal with sewage
treatment programs in the context of clean water, not the impact of
an expanded sewage treatment capacity on a rural community's future
growth. The Small Business Adminiatration assists rural small
business development, without consideration of such development on
agriculture.

Catherine Lerza recounted her experience in working with the Family Farm
Coalition in which she tound that:*
. the Ways and Means Committee is up there dealing with taxes
. and the Ag Committee's over here not dealing with taxes and yet the

two things are critically important. The Banking Coumittee deals

with Farmers' Home housing programs and the Ag Committee deals with

Farmers' Home every other kind of program, but never the twain shall

meet, S0 you are really walking {nto that kind of roadblock.

At present, the Farmers Home Administration (FmHA) in the U.S. Department
of Agriculture {s the Federal agency with the major responsibility for programs
with a rural orientation, altough many other agencies operate programs with
& significant impact. Many participants favored retaining this organizational
structure, because of {ts experience and its existing network of county
offices which provides a unique program delivery system. Others suggested
changes, although the motivation for the changes varied. For example,

Bruce Hawley sees FmHA's involvement {n non-farm rural development as a threat

to its original mission of providing asrilstance to farmers:
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The Farmers Home Administration, dating back to the mid-thirties, was
intended to provide a source of credit to assist farmers. For the
first twenty years of Farmers Home's existence, it dealt almost
exclusively with the agricultural community. As recently as 1970,
farm credit accounted for close to 70 percent of the Farmers Home
outlays. Today, Farmers Home Administration provides less than half
of its available funding to farmers, and even this estimate
understates the impact of the growth in rural community services on
the Farmers Home Administration. An agricultural loan requires
significantly less servicing and is of significantly greater volume
than are most rural housing or community loans. As such, a
disproportionate share of the monies and the manpower of the Farmers
Home Administration has been diverted to nonagricultural activities.

Ed Blakely recommended a change, for a different reason. He argued that it is
an injustice to rural Americans to make the principat liaison between them and

the Federal Covernment the resource-oriented Departments of Agriculture and the

Interior. In order to place the responsibility closer to a wider set of
"oeople-serving resources,” he proposed that the human services, housing, and
similarly urban and community development responsibilities for nonmetropolitan
places be transferred to the Department of Housing and Urban Development (HUD).
He acknowledged the strong feelings expressed by many participants that such a
transfer carries a risk that “rural areas would receive even less attention in
HUD than in USDA," but contends that “"strong Congressional oversight as well as
specific legislation could lessen this danger."

As an alternative to a transfer to HUD, Blakely proposed the creation of a
new Rural and Small City Development Administration as a quasi-independent
administrative agency within the Department of Agriculture. The new agency
would take over the Economic Development Administration, Farmers Home
Administration and other USDA community development programs, and the HUD

Small Cities Block Grant program.
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Anticipating and Evaluating Impacts: Data Needs

A recurrent theme of the symposium was that the Federal Government
needs to be more aware of the impacts of its actions, particularly of
unintentional or unanticipated primary or secondary effects. Glenn Nelaon
commented that the development of information necessary to do this ia a matter
of efficiency, but also an aspect of the dispsrities or inequities issue
sumearized above.

Dean Jansma cited a study that indicated that federslly subsidized
irrigation programs in the West had had the unintended secondary effect of
displacing one farm worker for every twenty remaining in southern
agriculture. Jansma recommended that techniques be developed to make it
possible for policymakers to understand the second and subsequent round effects
of implementing various policy alternatives, with an emphasis on the "who and
where” impacts. Thus, prospective programs could be evalusted in terms of the
following questions:

1. Who are the primary beneficiaries and are the benefits
concentrated in a apecific area or region?

2. What is the general level and sectoral distribution (both positive
and negative) of the forward and backward linkages associated with
changes in the primary beneficlaries?

3. How are the impacts reaulting from this policy distributed among
various income classes?

During the general discussion following Ed Blakely's presentation, Jack
Cornman observed that at least some of the resurgence in rural communities
could be attributed to improved transportation and to the telecommunications
revolution. He pointed out that these communitiea might be eeverely affected
by infrastructure problema such as a disrepair of roads and railroads and by

the deregulation of airlines, which could make these communities less
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accessible.* Blakely agreed that deregulation, not only of airlines but also
of telephone service and natural gas could have severe implications for rural
places. Like Janssa, Blakely suggested that impact statemants should be
developed and suggested that responsibility for this should be placed in the
Office of Management and Budget (for Administration proposals) and the
Congressional Budget Office (for legislative proposals).

The findings and recommendations of the National Research Councll Panel
on Statistics for Rural Nevelopment Policy are set out in the body of this
document. Glenn Nelson, who served as a consultant and editor ia the
preparation of the report, noted three basic limitations in the current
data base:*

1. We don't have alequate frequency of data.

2. Aggregations are a problem--for example, the practice of lumping
all nonmetropolitan areas into a "balance-of-state” category.

3. Concepts are outdated or inappropriate. For example, Nelson
suggested that unemployment figures are not a useful measure for
rural policy development.

Nelson pointed out that the Administration's rural strategy included a data
component and commented that the Wational Research Council's Panel Report
provided an existing analytic base on which to build in implementing such 1
recommendation. The Administration recommended that:

To help insure that statistical gaps do not impede rural America's

access to Federal resources, the U.S. Bureau of the Census, Bureau of

Labor Statistics, and Bureau of Economic Analysis will improve the

quality and specificity of information collected and reported on rural

housing, health, education, transportation, demographics, physical
facilities, employment profilcs, and other categories.
Neison recommended that worx on an improved data base should be limited to

certain high priority areaa that affect the distribution of Federal monies and

the understanding of the quality of rural life. This would be data elements

O
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in the following areas: demographics, employment, income, housing, government
finance, and health.

There was some discussion to the effect that data improvement alone would
not golve the problem. Bob Anderson, of the House Agriculture Committee, said
that congressional staff do not have time to read statistical reports as they
are currently presented. Jerry Welcome, also of ttat staff, gaid that useful
information necessary to evaluate the effectiveness of programs or to assist
fn the design of new programs was not available. Ken Farrell remarked that
vwhat is lacking is a credible analytic framework to ghow the value of data and

a sense of priorities.

AGRICULTURAL COMMUNITIES

Diversity was identified above as one of the undisputed characteristics
of today's rural communities., OQne of the goals of the Symposium was to focus
on onc type of rural community--the agricultural community--and atteapt to
identify such communities, identify their characteristics, and identify
policies which affect then. Each of the speakers was asked to focus on this
type of community, if possible; however, in view if time constraints anu lack
of existing studies, they were directed to focus on rural communities in
general 1{f they could not readily deal with agricultural communities. This
turned out to be the case in most instances, as Fred Hines remarked:*

We have talked about agricultural communities. I don't know that

anyone really defined them. Certainly there {8 a possible typology

of communities out there. I don't think anyone at these sessi.ns

has even come close to defining what kinds of communities we are

talking about.

while it is true that no definition was developed, snme ideas were

presented and some concepts were raised that might be of use to anyone who 1is

e
e
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trying to develop a typology of rural communities, with a focus on agricultural
communities. One complicuating factor was pointed out bv Lynn Daft:

Communities are generally defined in terms of common Reographic
boundaries and a common set of social interactions that occur within
this space. Against this standard, the visual images that come to
mind when one thinks of agricultural communities are the small towns
and villages that exist in rural parts of the lnited States. But
are these really agricultural communities?

There are two principal reasons for anawering: ‘not necessarily.'
First, in contrast to earlier times, most small towns and communities
in the U.S. are now primarilv dependent on non-agricultural economic
activities., Though some of this activitv is in support of
agriculture, directly or indirectly, much of it is not. Thus, for
many rural economies, agricultural employment and i.come accounts for
a relatively modest share of the total.

A second aund related point stems from the dramatic transformation of
the structure of the agricultural svstem. This has been an
evolutionary change, occurring over the past several decades. This
transformatiun has now reached tke point that, viewed from the
standpoint of political economy, agricultural communities and
communities in agricultural areas are now two quite different things.
The community of interest that we csll agriculture has lost much of
its geographic dimension, largely because agriculture is no longer
synonomous with farming. Not only has farming become a smaller and
smaller share of the overall svstem--whether measured in terms of
value added or employment-~hut the growth elements in the system are
not geographically tied to farmland in the same way they once were.
Thus, the worker on the John Neere assembly line in Moline or the hulk
grain handler at the Port of New Orleans often has 8 more direct and
more vital stake in the rconomic health of agriculture than do manv
of the farmers' nearby village neighhors.

The important point to be made here is not so much that farming has
become relatively less important (which it has) or that the food and
agriculture sector has become less important (which it probably has
not), but that the scope and configuration of this sector--its
dimensions as a community of interest--have been dramatically altered.
The political and economic relationships that exist within this
community have been fundamentally altered by this transformation . . .
to the point that some would even question whether an agricultural
community of int-rest still remains.

[f there is any "agricultural community of interest,” it would most likely
he found in communities where agriculture is still the major economic force in

the community. These communities, as several speakers noted, are now a
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minority not only of all communities, but also of rural communities. Calvin

". . . agriculture as a direct or secondary employer is not

Beale said that:
the driving force of most of the communities of America today that are viewed
as rural or small towns and that constitute the clientele of the Department of
Agriculture for many Federal programs.” Beale points out that there are only
19 counties in the lInited States in which half or more of all emploved people
work solely or primarily as farmers or farm laborers, and 271 counties with a
fourth or more of their employment in farming. Most of these are thinly
populated Plains counties, containing 8 percent of total !I.S. farm population,
Daryl Hobbs cites a finding that more than 2/3 of the rural population lives
in counties in which leass than 10 percent of their labor force is emploved in
agricultural production. 1In the late 1970s, agriculture accounted for just
6 percent of rural income, compared with 20 percent from manufacturing,
14 percent from government employment, and 11 percent from transfer payments,

There are still certain areas, however, that are largely dependent on
agriculture. Tweeten szys that agriculture is the onlv major economic base
in much of the Great Plains and western Corn Relt. Other speakers agreed that
economic diversification (Beale calls it "deagriculturalization") has affected
the south and west much more than midwest and the northern great plains. In
totally rural counties, according to Tweeten, each job in agriculture as a farm
proprietnr, hired worker or agricultural services wnrker directly accounted for
23 percent of employment; when jobs associated with agriculture were added,
nearly half the employment in these counties was attributed to agriculture in
1979.

Several speakers made the point that dependence on agriculture does not
necessarily correlate with agricultural productivity. Beale says that none of

the 100 counties most dependent on farming in 1978 was among the 100 top

o
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counties in net value of agricultural output. There are substantial differences
between the high dependency and high production counties: population declined
by 6.9%4 in the former (largely because of lack of alternatives to farming),
and grew by 20.4% in the latte; group. Further. according to Beale, high
dependence on farming corresponds with lower overall levels of education,
income, minority race presence and female labor force participation but higher
average age and percentage of children living with both parents.

There are certain differences within the total farm population that might
have implications for agricultural communities. According to Beale, there
are sajor differences {n the extent to which:

1. Parm fazilies depend on off-farm work, (and thus the extent to
which their problems can be addressed through farm policy),

2. They and their interests dominate communities or are merely a
minority social and economic segment within them, and

3. Agriculture is practiced by the modern day version of the yeoman

farmer with his faaily labor, compared with the agricultural
enmployer operating primarily with hired workers.

AGRICULTURE AND RURAL COMMUNITIES

If the Symposium skirted the issue of indentifying something called an
"agricultural community,” it did grapple with the {sgue of whether agriculture
affects communities and 1f so, how. Much of this discussion dealt with the
1ssues of large versus small farms, of the desirability of promoting diversity
in fare size, of the potential costs and benefits «f such a policy, and of how

national poli-y related to these questions.
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Farm Structure Effect on Communities: Research and Public Policy

Many of the speakers notsd that there is a fairly extensive body of
literature that attempts to identify the interrelationships between agricultural
structure and community structure and quality of life. Research published over
the past forty years seems to indicate that there is a connection between farm
structure and such variablea as the social class structure of communities,
community participation, social values and attitudes. Catherine Lerza
summarized the findings: tamily farm-baied communities have better sncial
services, community life and small business sectors; communities surrounded.by
larger, non-family “industrial” farms are marked by higher levels of poverty
and economic inequity, fewer businesses and services, poor housing and
communi ty services, and a larger population of unmarried Qales and transients
and the businesses that cater to them.

Fred Buttel also cited this literature, noting that there exiats a
"relatively convincing” body of research indicating substantial
interrelationships between agricultural structure and community structure and
quality of life: larger-than-family farms tend to be associated with adverse
social and econumic conditions in agricultural communities. Buttel identifies
the following causal links between large-scale agriculture and adverse
comaunity conditions:

1. A high degree of mechanization and absentee ownership;

2. Size of the farm population;

3. Prevalence of agricultural wage labor; and

4. Patterns of input purchasing.

Buttel goes on, however, to question the util}ty of this research as a

basts for public policy, contending that the social science community would
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find it problematic to specify concretely the gains in the quality of 1life
of agricultural communities that would result from restraining or reversing
the growth of larger-than-family farms.' He attributes this weakness to the
fact that past research has adequately identified the direction of this
statistical assoclation, but not the strength of and the processes that
underlie the relationship. Furthermore, neither the costs nor the benefits
that would be accomplished by reduction of the role of larger-than-family
farming have been quantified.

Buttel identifies wvhat he considers to be the major theoretical and
sethodological limitations in existing research. His recommendations for a
more useful research base for public policy include placing contemporary data
in historical context, developing a typology of agricultural comsunities,
supplementing indicatora of central tendency in farm structure with indicators
of dispersion, the use of quasi-ethnographic co-nunlt? study techniques, and
the pursuit of comperative multistate research on a regional or interregional
project baais through the Cooperative State Research Service, with the
Economic Research Service of USDA taking the lead in providing funds for
comparative work in selected regions or states.

Ken Farrell notes similar weaknesses in the research that might be helptul
in resolving necessary policy tradeoffs between the current "high-tech”
agricultural gystem and high-quality environments for agricultural communities.
Farrell says that there are three major problems that complicate resolution
of these issues:

1. Scientific evidence is lacking in some respects on basic
relationships involved in the controversy, e.g., the fate of
pesticides after they leave the farmer's fleld.

2, The difficulty in valuation of the social costs of the

environmental externalities—soil erosion, sedimentation,
salinity, etc.--deriving from agricultural production.

39
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Institutional mechanisms are not adequately developed to
internalize to agriculture the social costs of environmental
degradation even if they could be accurately valuated.

The Disappearing Middle

The speakers at the Symposium were asked to try to identify current trends

in agriculture that might have significant (if not necessarily quantifiable)

impacts on the communities. Daryl Hobbs identified three trends of particular

import:

1.

Commercial agriculture has become more geographically
concentrated--not all rural areas of the country contt.uvute
equally to the nation's agricultural output. Calvin Beale
pointed out in his paper that agricultural dependency and
agricultural productivity have each become concentrated and that
the areas dominate by one type or the other show strikingly
different community characteristics.

Larger, more capital intensive farms have become more specialized
in production. In an era of general farms, there was a tendency
for agricultural communities to be more similar to one another
than now, when they tend to take on characteristics of the
dominant type of production that surrounds them,

Farms have become increasingly atratified into a relatively small
number of large volume commercial farms that produce a majority

of the nation's output, and another category of samall farms that
includes a majority of the nation's farms but only a small portion
of the output. These small and large farms tend to be located in
different regions and have a different relationship with ad jacent
communities.

This latter trend, referred to as "dualism" or "the disappearing middle"

was identified by a number of speakers as a hallmark of modern agriculture. If

the U.S. is undergeing a transformation of agriculture, which will result in

a dual system conaisting of very large farms and small farms with part-time

operators, what are some of the consequences?

O
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Luther Tweeten gave the following reasons for the decline of medium size
farms: '
1. Cash-flow problems associated with the inflation cycle;

2. Increasing risk in the face of lese sophisticated risk management
opportunities than on large farms;

3. Less risk-reducing off-farm income than on amall faramc; and

4. High asset requirements for an economic unit.
The potential implications of this new composition of farms were summarized by
Dr. Tweeten in a statement quoted by Catherine Lerza:

Numerous studies of farm—community interactions reveal that moderate
size farus are most closely consistent with the well-being of rural
comsunities, Middle-class families support churches, schools, clubs,
and commercisl businesses. Although the optimal size of a farm, 1if
there is one, varies widely and no one size fits all conditions, the
size of farm consistent with increased well-béing of society as best
measured with our crude tools is neither a small nor a very large
farm but rather is a moderate-size family operation, . . e

Tweeten presented data that indicate that economic activity in rural

¥

P ¢ ad, v
communities would éec%}‘e :o.about°7tﬁpercent of 1981 levels with only large

- farms and would be 5 parcent above-1981 levels with only saall farms. A aystem

DUk

of small farms with one family per farm would support nearly seven times as
madny farm families and social activity that depends on farm population than
would a system oféiarge farmg. According to Tweeten, however, these gains to
rural communities would be offset by higher food costs for the consumer and
loss of competitive price advantage in export markets.

Hobba reports that areas dominated by small farms .ave generally
experienced the greatest amount of expansion and diversification of their
econouic base and have been recipients of much of the recent rural population
turnaround. Conversely, States and regions dominated by larger commercial

farms have generally either lost population or have experienced a slow rate

of growth. Hobbs illustrates this relationship by comparing rural Missouri

41
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counties characterized by larger commercial farms and an equal number of
counties dominated by small farms,

Hobbs also notes that the traditional view of the relationship between

agriculture and the co.amunities that it surrounds stressed mutual devendence,

with agriculture supplying the economic base and the community supplyving
services in support of agriculture. New conditions have changed that
relationship, bhut in different ways for small and large farm regions.

Smaller farms tend to he more dependent on a healthy diversified community
economy that can provide supplementary farm family income; that is, the
community provides the economic hase that allows the small farm to exist,
Decline in off-farm income could lead to a decline in small farms,

In larger-farm areas, hiowever, the smaller communities are a more
dependent on agriculture, in part hecause there has heen less economic
diversification, Further consolidation, which decreases the number of farms,
would produce additional economic pressure on these communities. 1In addition,
these larger farms mav require support services that exceed the capacitv of
adjacent small tewns. Thus these cammanities may suffer the double jeopardy
of fewer farms and diminished farm economic transactions from the temaining
targer farms. Luther Tweeten cites a atudy nf the estimated impact of the
pavments~in-kind (PIK) program on two 0klshoma communities, one with a
population of 40,000 and s larpe gervice area and the other with a population
nf 1,500 and a small service area. In the larger community, a one dollar PIK
payment would eenerate $1.53 throughout the economv; in the gmaller cnmmunity,
a total of S1.0% wonld he generated. This may reflect the movement of

agricultural transactions to the larger communities.
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Competition for Resources

The fssue of potential competition for resources between agricultural
communities and the agricultural sector was addressed by several speakers.
Attention was given to both the quantity and the quality of resources.

Bruce Hawley asserted that rural cowmmunity growth is competitive and will
diminish local agriculture. This premise is based on his assumption that
growing rural agricultural communities and & viable agriculture both require
land, water , short=- and long-term investment capital, and labor. Hawley
concluded that change in the atructure of agriculture and of rural communities
could be accommodated as long as the changes take place on a gradual basis, and
as long as rural communities themselves (rather than the Federal Government)
control the rate of change and address the associated problems.

Ken Parrell stressed natural resources. He considered the demand for
natural resources in both agricultural and nonagricultural uses, the supply
of those resources, and the technology likely to be available to complement or
substitute for natural resources. He also reviewed the relationship of
agriculture to quality of natural environment, especially the role of the
current "high-tech" agricultural system. Farrell concludes that public policy
in these areas will need to address the development of institutions to encourage
more efficient use and socially desirable allocation of water; inatitutions to
guide rational, more orderly, and farsighted use of land; targeting more
closely agricultural production adjustment and natural resource protection and
conservation policies and programs to environmentally vulnerable areas; the
direction of public and private research so as to maintain or broaden options
in the use and conservation of natural resources and the environment; and the
need to assist in equitable adjustments among and within connunigieﬁ as

adjustments in use of natural resources are made.

Q 41 53. o . .fﬁ?ig;};
ERIC

Aruitoxt provided by Eic:



33

Ed Blakely also addressed the threat to the scenic beauty and natural
surroundings of rural communities, and proposes the following as at least a

partial solution:

Each state should be provided with new federal incentive planning
grants sinilar to the old "701" planning grants program designed to
develop comprehensive rural land use plans that recognize the

demand for alternative settlement patterns. These plans would
encourage the better use of existing small town urbanized areas, yet
provide for increased population in low density settlement. In
addition, such planning could incorporate new planning, zoning and
mixed use formulas that assist in preserving farm land and natural
habitat.

Policies for Agricultural Communities

Federal policies that affect the relationship between agriculture and
agricultural communities are not limited to farm programs. Agriculture today
is influenced as much by policies that affect exports as it is by commodity
programs. In recognition of this, the speakers and participants at the
symposium identified a wide variety of issues and policy areas that relate to

agriculture and have an impact on the communities surrounded by agriculture.

General Economic Policies

Luther Tweeten commented that the "immediate overarching requirement for
economic health of farming, rural communities and the economy at large is sound
monetary-fiscal policy.” He observed that the inflation cycle that has
resulted from erratic monetary and fiscal policies especially disadvantages
full-time farmers and shifts the composition of agriculture away from medium-
size farms.

The importance of the export market to the health of agricultural

communities has been noted by a number of observers. Tne Regan Administration's

ERIC

Aruitoxt provided by Eic:



[E

O

84

rural development strategy observes that "Increased employment in rural America
{s directly related to trade expansion and reform.” Tweeten remarked that "The
economic vitality of agriculture and its contribution to rural communities
rests firmly on export markets."

The administration's recommended prograz is to:

Encourage the formation of export trading companies to increase the
export of agricultural and other rural products, and

More systematically disseminate Government-sponsored market research

and other trade assistance to public and private rural trade

interests.
Tweeien suggests that in the interests of trade stability embargoes might be
regerved for natlonal emergencies only. In addition, he recommends a Federal
policy of multinational reduction in trade barriers and the encouragement of
trade in general.

Catherine Lerza disagreed with the thrust of these export policy
recommendations, arguing that the export market alone cannot eliminate the
sectoral {nstability generated by the cost-prize squeeze * Further, Lerza

argues that given the current structure of agriculture it is unlikely that

expanding exports would benefit small producers or small businesses.

Farm Programs

The Congress will write a major farm hlii'éo authorize commodity programs
in 1985. With that in mind, a numher of proposals were offered to influence
farm structure by revising ma jor farm programs. The revisions would be aimed
at buttressing the "di{sappearing middle" segment of farms by targeting Federal

supports or payments to these farms.
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Tweeten's proposals were aimed at maintaining as much free~market
orientatinn as possihble. While he sees medium size farms as needing income
support, he would free large farms to compete in the world market and seek
their maximum efficiency scale.

Income support for medium size farms would be achieved by retaining
the current target price mechanism with target prices set to cover non-land
costs of production. The deficiency pavment would be the difference hetween
the target price and the market price and would he computed on three-quarters
of each farms production base (normal yield times base acreage). Tweeten would
freeze individual farm program yields and base acreages so as to remove any
program incentives for farm enlargement. He also proposes a limit of $25,000
per operator for deficiency pavments. The farmer held grain reserve would he
continued in order to promote economic stability in the farm sector.

Lerza's and Buttel's proposals were oriented toward maintaining a
diversified farm structure by assuring successful entry for new farmers and
maintaining land ownership in the hands of farm operators. 1In addition Lerza's
objectives included sound management of natural resources and encouragement of
innovative farming techniques. Lerza emphasized that stabilization of farm
commodity prices and combating povertv in the farm sector are problems which
cannot he addressed with the same programs. She also discourted the role of
expanded export markets iq solving these problems.

l.erza specificallv proposed supplv controls with price support levels set
at the cost of production. Limits would be set on the amrunt of production
eligible for supports or pavments made to any one producer. These limits would
be set to reflect the scale of production necessary to reach reasonahle

economies of size.
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Buttel's commodity program proposals were similar to Lerza's in that he
would use a sliding scale provision to phase out program henefits to operators
of larger than family gize farms. In addition Buttel suggested that in the
longer run Government intervention in or regulation of farmland markets might
be required if excessive concentration or fragmentation of ownership is to bhe
avoided.

Several people commented that even the farmers who might expect to gain
from a revised policy might not necessarily support it. This bears out
Jansma's point that the impact of past decisions must be incorporated into
current policy discussions. He points out, as an example, the fact that
¢ mmodity payments for selected agricultural programs have been capitalized
into land prices and suspension of these programs would now result in ma jor
losses to present land owners.

Tweeten guggested, however, that a commodity program of the 1983 cost
($20 billion) and acreage magnitude gecas unsustainzble, and that new
directions will need to be considered after gtocks are brought down to
reasonable levels. Buttel perceives the current policy milieu as being
comparable to that associated with the Great Depression in terms of potential
for change:

« « « periods of economic crisis may create unanticipated openings for
policy reforms. Where the Great Depression witnessed the establishment
of farm commodity programs that have survived essentially {ntact up to
the present, federal fiscal austerity has led to a situation which at
this writing proaises to result in an unprecedented diminution of the
federal role in supporting farm product prices. Organized interests

in agriculture may have little leverage in averting this policy shift.

Other major policy changes may follow if the economic downswing
continues.
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Tax Policies

Several speakers suggested that tax policy is a major, if inadvertent
influence in farm structure. Buttel recommends invoking major alterations
in the tax system so as to "curb drastically the prevailing tax subsidies to
capital intensity (i.e., curbing accelerated depreciation allowances and
investment tax credits, and significantly raising capital Rains taxation on
farm real estate)."” Tweeten said that:

Federal tax policies need not favor but sometimes have favored

corporations over sole proprietor business organizations, large farms

over medium and small size farms and capital over labor. Accelerated
depreciation allowances and investment tax credits encourage
substitution of capital for labor in production processes, thereby
increasing farm size and decreasing farm numbers. A more resource-

neutral tax policy could promote earninga and employment on farms,
in rural communities and in urban communities.

L.and Ownership Patterns

The issue of land ownership was raised at the Symposium as a factor in
maintaining diversity in farm size. Catherine Lerza reported that only about
50 percent of the farmland in the United States is farmed by the person who
owns it. Farm tenancy is increasingly common, and farmers frequently own only
part of the land that they farm, renting the rest.

Lerza said that historically Americans have equated broadbased ownership
of land with political stability and economic health, and this is a factor in

' she would support policies

the generally favorable image of the "family farm.'
that would encourage hroadbased ownership of farmland by farm operators.
Ruth Kobell, of the National Farmers' lnion, raised the issue of the

difficulties faced by beginning farmers as they try to gain access to land,

either family land or that on other family's farms.* She noted that in the past
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there have been national land policies to encourage settlement and development
of land, citing as examples land grants and the Homestead Act.

Fred Buttel responded that the assumption that a beginning farmer must
enter as an owner may no longer be tenable.* He noted that high levels of
indebtedness are an element in the recession-related “shakeout” of certain
farmers, so that making credit available to beginning farmers for land purchase,
as some participants advocated, could be undesirable. guttel suggested that
the concept of tenancy might be rethought and re-evaluated in terms of todav's
conditions, rather than in terms of historic experience, He cited a Forbes
magazine article that called for a partial natiénnli:ation of agriculturatl
land, using the public funds that would othewise be allocated to massive
commodity program payments to purchase the land. One function of the Federal
farmland reserve, Buttel suggested, might be to provide rental land for

whatever social and economic purposes were thought to be important.

W
The Role of A'ternative, Specialty Farming

The discussion that followed the presentation of the papers at the
agriculture panel focused to a great extent on the desirability and feasibility
of developing alternatives to the production of basic commodities guch as
grain, soybeans, and cotton. Darvl Hobbs noted elsewhere that one trend with
significant meaning for agricultural communities is that:

Larger, more capital intensive farms have become more specialized in

production. In an era of reneral farms, there was a tendency for

agricultural communities to be more similar to one another than now,

when they tend to take on characteristics of the dominant type of

production that surrounds them.

Whether this specialization is a good or bad influence on agricultural

communities was not discussed, except that it seems clear that the communities
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aight face the same vulnerabilities than any one-industry community would face.
There was some feeling, however, that specialization, especially in the basic
commodities, contributes to the forces pushing for larger farms; as we have
noted elsewhere, larger farms may have an undesirable effect on the communities
that they surround.

There was some concern that farmers had become overly dependent on the
basic grains, and that Federal farm policy encourages this dependence. OQne
participant described th2 role of Government programs in encouraging the
production of wheat in Nerth Carolina:*

+ + + wheat itself i3 not profitable in North Carolina, but wheat and
soybeans is, and the farmers, if they go with the federal progrum for
wheat, they can harvest the wheat, get the loan break, sell off the
straw in that area--straw is worth some money--use that loan break
money then to finance the soybeans, and that gives them the cash flow
and it is cheaper than going to the bank. And so we kind of in that
local area--it may be an abnormality, but we kind of exacerbate the
problem, all of a sudden we've got more wheat and we don't need more
wheat. And %o one solution could be in that local area: What else
could these farmers do to generate cash flow instead of get locked
into the cycle of staying in on this government program and thinking
that's all they can do.

Ed Schaffer, of the General Accounting Office, commented that:*

+ « « when we focus in on commodities, there are a lot of places
where only basic grains can be grown. But when you get in closer to
urban areas, the farmer 3335. under these market conditions where the
price fs going to drop down to cover his costs, Iif he is going to be
growing basic grains, he is almost going to have to get larger . . . .
And 1in a lot of cases where we have been commodity specific up on
Congress and [in] the USDA we have lost the potential of saying that
not everybody can get into this [specialty crops)], but there are a

lot of farms [that could].

Bud Kerr, Coordinator of Small Farms Research at the Beltsville Agricultural
Research Center, gpoke to this point from his professional perspective, and
from the perspective of his experience as a practicing small farmer:*

I think {t's time we realized that it’s not all economics of scale

ay being talked about large scale agriculture. lLarye agriculture
certalnly has been a way of life, and I think a: times we're just
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spelling the wrong word. It's bin—the cotton bin, the grain bin,

the corn bin. We need big agriculture, but we also very surely need

small scale agriculture and if the person is working full time off

the farm and has to operate on s system of time efficiencies of his

operation, and he has to have technology to do that, we need that.

As taxpayers, we need to give him that opportunity.

Luther Tweeten cautioned against placing too much faith in specialty
crops or specialty enterprises as an overall panacea, though they may be a
useful option for some. He cited a survey of 400 East Central Oklahoma farmers
{n which not one respondent chose speclialty crops as a possible source of
expanded income. He also cited an article by an advocate of specialty crops,

L]

Booker T. Watley, which enumerated a number of specific requirements for being
successful at specialty crops. Dr. Tweeten considered that this list of
requirements, which included a paved road, a location within 40 miles of a
metropolitan area, full time operation, year~round crops, and a pick=your=own
system, could be fulfilled by very few people.

The reluctance of the farmers in the survey to turn to specialty crops was
echoed by one of the participants, who remarked that farmers who Stuck to the

basic grain crops were simply sticking with tradition: ¢ + o+ they've grown
up on this system and they have always raised corn, wheat, soybeans, and
everything else there, and they say well, you can't grow vegetables out here.
This {8 wheat country.” Ward Sinclair, agriculture reporter for the Washington
Post, reported a similar attitude in a recent article: 2/
A vistor [in Mississippi] suggested alternative crops to get the cash-
flow going. Asparagus o. some other specfalty crop seemed a natural.
Big markets in Memphis and Jackson lay only several hours away. There
was no shortage of farm labor or good growing weather. Why bring
asparagus from California? But the farmers' reaction was instant.

Asparagus was laughed out of the room. "I just couldn't do it,” said
one of them. "Those old beans are in wy blood.”

3/ Sinclair, Ward. Farmers Are Getting Soft. Washington Post,
July 10, 1983: Bl.
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Although no one made the point, a reading of the transcript of the Svmposium
discussion of this issue shows that the anecdotal material related bv various
participants indicates that the people who are involved in specialty crops are
generally younger, new to the area, and part-time operators with an off-farm
income,

Access to technology seemed to be a key factor in making a successful
transition to specialty crops, and there were indications that this support
often was not coming from the extension agent or the land grant college, but
from private sourﬁes. Bruce Hawley observed that such farms in the
Nottheast:#®

« .+ » virtually all came into being without henefit of anvthing out of
our beneficent federal government. They are a new kind of agriculture.
They got there probably without federal funding hecause there wasn't

a federal program to asgist their entry, and I guess the point that I
would try to make is that the evolutionary changes necessary for
agriculture to accomodate its environment--and the environment in

the Northeast has gone through a dramatic change in the past forty
years--the evolutionary ability of agriculture to accomodate those
things will happen best without government assistance, that in
virtually every sector of agriculture in the country, in the major
Midwest production areas, the Extension Service is unable to keep up
with agriculture'a needs for the technology to implement no-till
agriculture, Associat:ons have been formed, funded bv farmers, to
provide the expertise to help make that transition. The integrated
pest management concept which the government talks about a great deal
is being implemented by private consultants that are helping farmers
develop and implement this technology. If we want a viahle
agriculture, we keep the government out of it and let it be viable.

CREDIT

Credit has been one of the major subjects of interest to those who are
intereated in how rural economic activities are financed. As James Mikesell
pointed out, this is appropriate since credit is likely the major financing

source in total and the method of financing most influenced by public policy
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actfons. Dennis Dickstein noted that Federal credit now accounts for almost

three-fourths of all agricultural and rural development credit.

Credit Gap

James Mikesell observed that there are two basic views of credit
availability and the nperation of financial markats in rural areas. The "-~redit
gap” view 1s that while U.S. financial markets are generally efficient, there
is a shortage of credit in many rural areas. This view was expressed, for
example, in the Reagan Administration's strategy for rural development:

In rural areas, financial inscitutions are significantly smaller in

terms of asset size. Consequently, the range of financial and

financlally-related services is nnt as bcoad in rural areas for

meeting community development needs as in large metropolitan areas

(e.g., correspondent services may not be available).

The opposing view, according to Mikesell, is that private financial markets
work properly; {f rural areas receive fewer loans relative to the level of
economic activity, this reflects the shortage of credit-worthy ventures rather
than a weakness in the system.

Mikesell concludes that {t is not possible to settle this question, in
part because the general use of aggregate statistice, which show a highly
{ntegrated national credit market, may hide prohlems which apply to a subset
of communities. Emanuel Melichar, of the Federal Reserve System, concluded
that at least one source of credit, agricultural banks, ". . . now have the
capital, liquidity, and access to funds that will enable them to respond
vigorously to increased loan demands from farmers and other rural enterprises.”

Ed Blakely suggested that the real credit gap is a venture credit gap,

and recommended that:

Q 53
ERIC

Aruitoxt provided by Eic:



43

+ + . states develop new financing capacity for rural areas by
issuing rural development revenue bonds. Bond proceeds would be
used to establish a venture capital fund. This fund would be used
as 4 resource in attracting job-creating people and industries to
rural areas and in stimulating existing rural business or
entrepreneurs to develop new products or service.

The details of guch an effort require considerable thought and
planning, but its basic strategy would be little different than
current SBA and FmHA loans. One difference that is envisioned is
that state or local governments would acquire equity participation
in such ventures in order to stabilize its income and to enter into
a longer term relationship,

Competition for Credit

While the credit gap issue was the subject of gome discussion at the
Symposium, more attention was given to the question of whether agricultural
credit needs and non-farm credit needs compete to the detriment of one sector
or the other. Bruce Hawley argued that such competion does exist, and that,
for example, a disproportionate share of the Farmers Home Administrati.n loan
programs have been diverted to nonagricultural activities:

The Farmers Home Administration, dating back to the mid-thirties,
was intended ro privide a source of credit to assist farmers. For
the first twenty years of Farmers Home's existence, it dealt almost
exclusivelv with the agricultural community. As recently as 1970,
farm credit accounted for close to 70 percent of the Farmers Home
outlays. Today, Farmers Home Administration provides less than
half of its available funding to farmers, and even this estimate
understates the impact of the growth in rural community service on
the Parmers Rome Administration. An agricultural loan requires
significantly iess servicing and is of significantly greater volume
than are most rural housing or community loans. As such, a
disportinnate share of the monies and the manpower of the Farmers
Home Administraticn has been diverted to nonagricultural activities,

Fmanuel Melichar reported* that the evidence from the Federal Reserve
System’'s quarterly survev of business and farm loans indicates that the size
and number of both business and farm loans have increased, but that business

loans are increasing faster. The sixty highly agricultural banks in the
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survey made $192 million worth of business loans and $298 million worth of farm
loans in the first quarter of 1977. In the first quarter of 1983, the banks
reported $419 million in transactions in both the businesa and farm loan
categories. In the same six-year period, the average size of a farm loan
increased from $10,800 to $18,600; business loan size grew from $12,700 to
$29,000.

The discussion identified a number of factors that bear on the issue of
fara and non-farm access to credit: access to deposits, competing demands for
funds, lender's expertise, correspondent relationships, and the financial
condition of banks. Bill Bivens commented® that & rural bank's portfolio may
not contain many non-farm business loans for a variety of reasona: the
potential borrower may perceive that such a loan would be turned down and go
elsevhere in the first place, or the bank may not have the expertige to
appraise the risk of such & losn. Both James Mikesell and Emanuel Melichar
pointed out that since agriculture and agriculturally connected businesses
are the primary business in agricultural communities, most business loans
would naturally go to these sectors, and would be viewed as "business” loans,

not "agricultural” loans.

The Federal Role

The Pederal Government affects credit in agricultural communities in a
variety of ways. James Swiderski, of Rural Ventures, Incorporated, identified
the following four major activities as being particularly significant:*

1. Fiscal and Monetary Policy. Swiderski argued that when the
economy is in an upswing and credit is made more available at
a lower cost, it has beneficial effects on all-size communities
and on both non-farm and farm jobs. To the extent that there is
any single thing that the Pederal Government can do to affect
the economic health of rural communities and farms, it is to
make credit generally more avallable at a lower cost.
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2. Deregulation of Private Banking. Swiderski cited the increased
competition allowed by deregulation, which favored money markets
over small town banks and led to a decline in the capital
available for farmers in general, as an example of the possible
effects. Rationing of credit was made on the basis of which
farms had the best individual financial picture; this tends to
be more faverable to larger farms rather then smaller farms
because of other structural issues in agriculture.

3. Farm Credit Administration. The Farm Credit Administration was
the subject of considerable discussion, in large part because of
recent administration proposals to change the status of the
agency. Swiderski suggested that withdrawing agency status may
have greater impact on medium-sized farms. He concluded that
withdrawal would lead to increased interest charges, and the
subsequent rationing of credit would favor large-size farms.

4. Direct and Guaranteed Loan Programs. Swiderski identified five
programs that he considers to be of particular significance for
agricultural communities: Small Busineas Administration loang,
although they tend to favor larger farms; Economic Development
Administration loans to the non-farm sector, which provide
alternatives for coumunities to diversify the economic base;
FeHA Business and Industry loans, which would have beneficial
effects on all-sized farms; FaHA Emergency loans, now available
without regard to size of farm or income needs, might be more
beneficial to communities, Swiderski suggested, if restrictions
were place on the size of eligible farms, or {f a cap were placed
on the size of loans; and FaHA Ownership and Qperating Limited
Resource Loans, which have a fairly good {mpact on the structure
of agriculture and on the economic base of rural communities,
according to Swiderski, although he believes that graduated
repayment schedules and a lower interest rate would make them
more effective for low-income borrowers.

Dennis Dickstein, of the Office of Management and Budget, said that
Federal credit programs have substantial effects on the Federal budget and
the national economy: they change the allocation of resourcee and the
distribution of income; they represent a subsidy} and they increase the
Federal deficit and the national debt.

The future of Federal credit activities will depend, to some extent,
on attempts to achieve greater control over the Federal budget. Dickstein

observed that:
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Federal agricultural policy, guided in large part by Federal credit
programs, would be shaped by decisions and changes in overall credit
policy. Conversely, the Pederal credit budget, about one-third of
which 1s agricultural credit would be significantly affected by
decisions and changes in agricultural policy.

LOCAL GOVERNANCE

Local governments are a key factor in the development or maintenance of
stable agricultural communities. In recent years, these governments have been
faced with the need to adapt to economic, fiscal, intergovernmental, and
demographic changes. The capacity of local governments to adapt to these
changes, and the anpropriate role of the Federal Government in helping them to

adapt, were discussed during the Symposium.

Interdependence

Change was a recurring theme of the discussion on local governments in
rural areas. The list of change agents that have affected these governments
included the population turn-around, civil rights legislation, Baker vs. Carr,
tax policy, the Vietnam War, the Great Soclety, environmental law, inflation,
and fluctuation in energy prices. None of these agents are particularly rural
or agricultural in nature, but their effects have been felt by the most remote
agricultural communities.

Increased Interdependence has made these communities more vulnerable to
change than they were in the past. One element of interdependence is that
rural governments have become Integrated into the intergovernmential system,
in large part as a result of the increases in intergovernmental aid described
by Norman Reid and Robert Paciocco in thelr papers. Reld identified the

following consequences of this change:
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1. Increased funding has helped rural governments meet their service
needs and has produced some dramatic {mprovements in their
performance.

2. Rural governments are more vulnerable to fluctuations in the
Federal budget process.

3. The aid has been accompanied by increasing complexity, as rural
governments have become gubject to new regulations, standards,
and increased paperwork.

4. Rural governments have had to galn expertise in management
techniques necessary for full participation in the
intergovernmental aid gystem.

5. More communication between local governments and other
institutions, public and private, has been required.

Paclocco reported that reductions in intergovernmental aid would create strains
for local goveraing bodies who might be:

« + .« forced to change their general operating procedures. This means
we will have to learn to adapt, to decrease, and even to eliminate
sowe of our programs, capital lmprovements and general governmental
functions. Surely the raising of taxes 1is not the only solution!

No doubt we can learn to innovate; or find new sources of funding; or
learn better ways to do the same things we have been doing. 1t will
force us to determine what our priorities really are; who gets what;
who gets cut back; who gets cut off?

Change in the Intergovernmental sector has led to increased
interdependency for local governments; Ed Blakely pointed out that private
sector changes have had a similar effect:

As rural communities diversify their economic base they also increase
their vulnerability to external economic control. The increases in
rural jobs have come largely through branch plant development or the
establishment of firms serving metropolitan industries. Finance
Institutions remain concentrated in metropolitan centers, and
accordingly, decisions that affect rural areas are made far away from
rural communities. . . . as rural areas are integrated into the
national system they become vulnerable and typlcally have less control
over their destiny. Thus rural/nonmetropolitan areas ecannot measure
all changes as progress. The fundamental forces shaping rural areas
have changed dramatically. By recognizing this shift new policies
can be fashloned to assist rural communities and small towns to play
a4 productive role in the natfonal economy while simultaneously
retalning rightful control over their heritage and destliny.
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Local Government Performance

The speakers and participants at the Symposium reported varying
perceptions of the capability of local governments to deal with changing
circumstances. Both the Carter and the Reagan Adainistrations placed great
fatth in the increased capacity of rural local governments, and fashioned
national rural development policies that envisioned a National Government
responding to locally articulated policies and goals. Lynn Daft referred to
this element of the environment in which the Carter policy was formulated:

In earlier times, the near total absence of governmental capacity

at this level had often been used as justification for federal

tnvolvement. While this case could still be made for many rural

areas, it could not be made uniformly. Both state and local

governments had taken steps toward building their capacity to govern

more efficiently and more effectively, This was augmented by the

establighment of comaunity based organizations in many rural areas.
Robert Carleson remarked that the Reagan Administration philosophy of
federalism did not represent a turning back to the past.* Rathes, he said,
jmprovements in the capacity of State and local officials made it possible
to move forward to a new federal system characterized by problem~solving at
the State and local=--not the National--levels. Although Carleson viewed
the growth in Federal programs during the 19608 and 1970s as a negative
experience, he commented that the one positive impact was that it forced
State and local governments to become more sophisticated and to be staifed by
a more professional cadre of people.

Norman Reid noted a variety of ways in which local governance has become
more capable:

Rural leaders--more prone to be part-time, citizen offfctals~—have

made use of the greater number of training opportunities available

through the Cooperative Extension Service, state community affairs

agencies, assoclations of governments, community colleges, and the
1ike. These have led to general improvements in the capacity of
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rural governments to anticipate, influence, and direct change in
communities through more effective policy development and program
administration. Federal funds have provided incentives to hire
professional managers, and many communities have done so, sometimes
on a shared basis with other communities.

On the other hand, many participants maintained that even though there
had been improvements, rural local governments still are not uniformly capable.
Paid, professional managers are still uncommon and many local rural governing
bodies have no staff at ally Robert Paciocco commented that:

This situation places even more responsibility on the elected

official who must then do his own information gathering and report

preparation before he can study the issues, and who must personally

oversee the work of the community. We know of a county of about

8,000 with a three-meaber board of supervisors. In this county

the board members meet at the courthouse daily to conduct county

business normally done by an administrator.

Bob Carleson responded that even in cases where there is no professional staff,
local authority is still to be preferred to Federal programs and authority:#

+ » » the county you are talking of may be poorly run . +» + o

Whether they do it well or whether they don't do it well, the fact

that they are elected and re~elected means that on the whole they

aust be doing it well as far as the people in that county are

concerned. . . . Isn'’t it better that they are the ones who are

making those decisions than having somebody at the state level or

worse yet at the federal level making those dec-:lons or doing that

work?

Bill Bivens pointed out that rural areas may be short changed even whun
they are able to obtain professional help.* Most professionals are "urban-
oriented,” and career ladders lead away from rural governments. Urban
orientation was seen as & handicap for dealing with rural problems, on the
grounds that the solutions should not be the same, given the different needs
assoclated with different population densities.

A number of recommendations for improving local government capabilities

were offered. The Reagan Administration's rural development strategy called

for rural regulatory relief, the creation of State-level Technical Rural
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Assistance Information Networks, the publication of a Rural Resources Guide,

and {mproved rural data collection. Ed Blakely recommended that local and
State governments expand e:periments with circuit rider pregrams, possibly
through expansion of existing rcgional agencies, use of Cooperative
Extension, or a consortium of State and other colleges.

Rural local governments are faced with pressures on their financial
capacity as well as their political and administrative capacities. To a certain
extent, this results from limits on their ability to tap local resources.
Norman Reid observed that: "Local governments--especially the smaller ones
that predominate in rural areas--~continue to labor under restrictive, state-
imposed tax and debt limits that {nhibit many creative local responses to these
financial pressures.”

Some participants suggested that the best way to resolve this problem
was to have the states or the Federal Government assume responsibility for
financing functions such as health and welfare. Robert Carleson disagreed with
this position, commenting that:*

1f we start making decisions as to who should do what because of who

is going to pay for it, 1 think that's the worst thing we can do.

If the State government takes over functions as a means of fiscal

relief to local governments or to rural areas, that's a very poor

way to make a decision on who should handle functions. . . . if

there {s a fiscal problem, then the State government should give up

some revenue sources to the local governments that they may not have.

Maybe they ghouldn't have to rely on the property tax. Just because

that was the historical thing doesn't mean they should have to. But

1 would rather see them give up a tax base and tax sources rather

than take over a function in the name of fiscal relief because with

taking over the tunction in the name of fiscal relief you have taken
over the complete control of the function.
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Innovations in Service Dellyg;y

Innovative methods of service delivery were seen as the most feasible
way for local governments to meet the challenges brought about by reduced
{ntergovernmental aid, revenue constraints, population growth and its
accompanying gervice demands, and the need to replace aging physical plants or
build new ones. It was suggested that the Federal Government could play a
role in encouraging innovation by collecting and sharing local government
experiences.

Many of the suggestions for innovatiun {nvolved cooperative efforts among
local governments or between the public and private sectors. Paciocco
identified resistance to such cooperative efforts as one of the {nternal
threats to the capacity to govern:

What must happen is for governing bodies to first admit there are

barriers. Then an honest effort must be made to remove the barriers

and to explore simple ventures where a cooperative approach will

Succeed. Once this has been accomplished, the door will be open for

many ventures.

In order for the above to take place, we must be acutely aware of

the fiercely independent nature of rural cftizens in general which

usually causes them to be somewhat susplcious of federal and state

programs, and even a bit unsure of neighboring governing bodies.

There always seems to be the fear that someone will try to usurp

some of the authority of the locals. If this is the case, officlals

need to learn to overcome such an attitude or they could well 'drown

in their own juices.'

Potential service delivery fnnovations, many of which already have been
tried at the local level, {nclude volunteerism, cooperative ventures,
contracting for service delivery from private firms or other lacal
Jurisdictions, and consolidation of local juristiciions. Opinion with ree i
to consolidatfon varied widely. Some argued that it is the only loglical
method of eliminating expensive duplication of services and easing the tax
burden on local citizens. Others contended that consolidation is not
acceptable ta most citizens~-"people want those rovernments there''*--gnd

that in those areas wiere consolidation has taken nlace=--o.g., wducation--

the results have not heen entirely satisfastory.
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RURAL AMERICA: A NEW PUBLIC POLICY FRONTIER

Edward J. Blakely
Ted K, Bradshaw

THE NEW RURAL FRONTIER

The massive changes occurring in rural America are well documented. Yet
despite the increase in information available on rural and small town
population growth, increasing and improved rural employaent opportunities, and
aew problems facing smsll city and rural county government, little new public
policy has emerged to ease rural America's transition There are several
reasons for this. First, the changes affecting rural America are difficult to
disassociate from the changes occurring in the larger socioeconomic structure
of the ﬁation- Consequently, rural and metropolitan policy distinctions are
blurred, making it increasingly difficult to fashion uniquely "rural® policy.
Second, the direction rural policy could, or should, take is difficult to
discern from the available evidence. The changes 1in rural America are so
complex and contradictory that no single policy or even group of policy
options seem to contain the requisite ingredients to deal intelligently with
rural needs. Finally, because the nation's attention is focused on the issues
of a& slowing aggregate econoay, national deficits, declining productivity, and
diminighed support at the state and local levels, the intellectual, physical,
fiscal, and administrative resources required at the nat{onal, state, or local
level to meet rural challenges are not avallable now and are not likely to be

availaple in the foreseeable future.
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The need for new national rural policy has been recognized for nearly a
decade. Congress responded in 1980 with the Rural Development Policy Act.
fhe Carter administration in 1979 and the Reagan adainistration, with “Better
Country” (1983) attempted to fulfill chis mandate. In spite of genuine
efforts to meet the challenge, both administrations have fallen far short of

the expectations of Congreas and the needs of rural communities.

Lifferences, Liversity, and Development

During the past several years, the Rural Development Policy Project at
U.C. Berkeley thas been engaged in extensive research designed to provide a
better understanding of the forces at work in rural areas and to suggest new
policy tools and instruments which might inform or shape public policy. These
research efforts led us to detailed studies of local communities and the
migration patterns effecting them (Bradshaw and Blakely, 1981)., 1In addition,

in our buok, Rural Comaunities in Advanced Industrial Society we examined

dtate~level patterns of rural change in California in order to explain the
effects of national aconomic change and state policy on rural developaent
(drddsnaw and Blakely, 1979). Most recently our state-wide case studies and

exaninations of national rural policy are presented in New Challenges for

Rural Economic Development (Blakely, Bradshaw, Shapira, and Leigh-Preston,

1983).

Fhis work has given us an appreciation of the tremendous differences
among  rural places and the diversity of the policy requirements and basic
tools nacessary to naure that rural development benefits rural people and
places.  This paper summarizes and syntheaizes our recent research, combining
witn it related data to provide guldance to policymakers developing policy for

4 new rural America.l/

i? We dEtlne rural as those conmunities, areas, towns, and small cities form-
erly (or curreatly) economically based on natural resource extraction or agri-~
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New Forces Shaping Rural America

Any policy intended to benefit rural America must proceed from a basic
understanding of the forces at work in the nation and how they affect rural
areas., pBesides the uniquely rural deprivation of rural resource industries,
the condition$ of rural poverty have their roots in the urban industrial
transformation (Presidents National Advisory Commission on Rural Poverty,
1967), as well as In the large-scale national forces which influence rural
areas today. \Unfortunately, rural conditions are often considered 3 residue
of wurban forces rather than as the unique result of forces at work in a low
density geopolitical area, requiring unique policy.

Rural Ausrica today 13 not a residual or minor participant in the
socloeconoaic forces shaping the nation, but a full partner in the evolution
toward an advanced industrial society. For the first time siiuce the westward
expansion of the United States, rural areas are an integral part of the U,S.
society and econoay. While rural values, culture, and economy do not 1{in
theuselves estabiish an environment conducive to advanced industrialism, the
contributions of rural areas are by no mean: small or insignificant.

fhe emergence of an advanced or  "poat" industrial society is
characterized a8 one 1in which service sector industries increase, goods
production declines, and knowledge-intensive production and information
@dnagement replace labor-intensive processes. In addition, the rural advanced
industrial society incorpurates opportunities for diverse lifestyles,
protessional government, bureaucratic organizations, and improved
cowmunication (Bell, 1973; Bradshaw and Blakely, 198l; Hage, 1979; Wwarner,
1974). This general pattern is increasingly manifest in American institutions

EElIU?E'iylhg outside the commute range of major cities with a population
under 25,000,
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of all types and rural areas are’ contributing significantly to this
deve lopment, Rural areas and small towns are, 1in fact, becoming a new
advanced rural society, a goclety with unique economic, politfecal, cultural,

and human gettlement patterns, The components of this advanced rural society

are;
l. Comaunities restructured around a shift from natural-resource base

economies_to human-resource based economies;

2. lmproved soclopolitical infrastructure and a3 national socis., safety

net _that extends to virtually all areas of the countr ;

3. Concern with quality of life and lifestyle in policy formulation; and

&

“obulatfon  and  industrial settlement  patterns _altered -.tag

technological improvements in communications and transportation.

these four factors have not influenced every ryral community to the game
degree or in the same way. While sgome rural places are changing almost
entirely pecause of residents' concern with lifestyle and quality of life,
others are changing because of new technologies and industrisl restructuring.
Edch of these factors is a component of the changling national economy to which
some rtural arcas contribute, others, like central cities, are victims of a

process presents them with new problems and reinforces old ones.

Natural to Human Resoutce Base

O

Rural areds are now clearly part of the advanced, or post-{industrial,
econumy ot the nation (Blakely, Bradshaw, Shapira, and Lefgh=Preston, 1983).
Rural can no longer be equated only with natural resources or agriculture.
The trdnsformdtion of ryral employment from agriculture to new industries and
services in all reglons of the country has been astounding. Mechanized and

sclentitic agriculture has for many years displaced labor, and agricultural
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production has soared. [he big shift (n nonmetro employment has been to
survices (see Figure 1) and tu a lesser extent to manufacturing. Service
employwent, now over 6U percent of the rural employment base, is clearly the
leading eamployment sector 1in rural as well as urban locations. Since 1960
wanufacturing has grown in rural areas while declining in urban, although both
have declined in recent years.

More significantly, rural areas are changing from places where low-skill,
dylng industries locate to areas where new growth {ndustries are locating.
Many of tne new rural jobs are in the leading high=technology industries.
Miller (1980), for example, has shown that the most rapidly growing sectors of
tne nomoetro wdnufacturing economy between 1969 and 1975 were instruments and
printing/publisnhing (see Table 1). The greatest declines in the rural economy
were Lo traditfonal rural industries: lumber, primary metals, petroleus
refining, and leather products.

In addition, marked improvement in quality of jobs occurred in rural
areas over tne last decades. By 1977, for the first time in history, white
collar wapluyees vutnumbered blue collar in rural areas. The most rapid
tnerease in rural areas has been in professicnal occupations (see Figure 2).
Inese cndnges botn in the types of manufacturing firms and 1in occupation
pattern counter some of the “production cycle" arguments portraying rural
areas a8 merely the recipients of declining urban industries, The production
Cycle d4fgument suygests that new technologies are invented in urban areas and
then move to rural pldces when the technology becomes standardized and mass
produced. The low skill, lower wage rural worker 1s desired for these
"wature” industries (Thompson, 1975, Hansen, 1973). While this thesis may
hdve beun true in the past and continues to be the pattern in some industries,

rurdl dreds are now recelving a large share of new advanced technology
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Figure 1

Percentage of Total Employment by Industrial Sector:
Metro and Nonmetro, 1940-1980

GOODS- SERVICE~

- AGRICULTURE T ' pRODUCING | | PERFORMING
80 - - S -

i 4 L 4 L .-

y
60— S B — A
/ —

B 4 L 4 F

7 NONMETRO
40 t— — I _.METRO - F ]
\ e
| \NONMETRO  _| L - 4 B W
N /
\ /NONMETRO
20 f— \ — Fﬁ — - -
\\

- \\‘ - - - = —
o"'“ﬂ:;mo,' s ' B R R
1840 1860 1980 1840 1860 1880 1940 1860 1980

o)

65
A pemag prrogr et g
[ ! H t P -4t g
BE\H Gurl AvSKASLE




58

‘table 1, Nonmetropolitan Employment Change by Industry, 1969-1975

Employment Change
1969 1969-75

(Thousands) (Percent)
Instruments 46 19.6
Printing and publishing 131 19.0
Rubber and plastic products 123 16.2
Fabricated metals 225 8.0
Transportation equipment 197 4.6
Stone, clay, and glass 194 3.2
Nonelectrical machinery 377 2.4
Miscellaneous 84 2.4
Paper 175 1.2
Electrical machinery 313 0.5
Tobacco products 6 0.0
Apparel 440 -1.2
Textiles 470 -1.9
Food 376 -2.7
Furniture 165 ~-3.0
Chemical products 209 =-3.9
Lumber 345 -6.9
Primary metals 218 -7.4
Petroleum refining 32 -12.5
Leathec products 123 -17,9

sour:e: James P. Miller, "Nonmetro Job Growth and Locational
Change in Manufacturing Firms," data from Dun and Bradstreet.
198y, lable 1u, 11.
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[ne new migrants to rural areas have contributed greatly to the skill
base of rural areas. Data from several studies of recent migrants to rural
areas demonstrate that new migrants have higher education and occupational
Skills tnhan average rural residents. The migrant into rural sreas is older
and brings substantial intellectual and fiscal capital to small towns or rural
4reas. As a result employers now locate in rural places for the labor force,
and not tne physical resources or wmarkets (Bradshaw and Blakely, 198i; Voss
and Fuguitt, 1979, Laberkow and Larson, 1982).

€ducational achievement among long-time rural residents {s also rising.
Tne availability of community colleges, training programs, and good high
schools has contributed to this, While lagging slightly behind urban
educational efforts, rural educational programs have significantly upgraded
schools, colleges, and human resource deveélopment programs at every level. 1In
1977 only 58.3 percent of rural residents were high gchool graduates, compared
to 63.1 percent in metropolitan areas. From 1970 to 1977, however, rural
areas were rdpidly closing tne educational gap; with higher growth rates among
virtually all levels from h{gh school graduate and above (see Table 2). Por
example, high school graduates in nonmetro areas increased 47 percent while
hign scnool graduates in metro areas increased only 34 percent during that
period. Holders of advanced degrees (5 or more years of college) increased 64
percent trom 197V to 1977 in nonmetro areas, while increasing only 50 percent
in metro areas (U.5 Bureau of Census, 1978).

fne human resources available now in rural areus mean that rural places
compete with urban areas for industrial location. Rural work values and
nabits, small cosmunity amenities, and general lifestyle make rural areas

ideal sites tor research-oriented as well as and production facilities. Local
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TABLE 2,

Years of School Completed, Metro and Nonmetro, 1970-7/

Years of School Completed

1877

Metro Nonmetro

1970

Me:ro Nonmetro

Change
1970 - 197[__

Metro Nonmetro

Total, 25 vears old and
over {(thousands)

Percent

Elementary:

High School:

College:

Percent High School Graduates

0 to 4 years
5 to 7 years

8 years

1 to 3 vears

4 years

l to 3 years
4 years

5 or more years

81,655 39,215

100.0 100.0

3.1% 4,9%
6.0 8.8
8.1 11.9
14.7 16.1

36.1 16,1

14.7 10.9

10.1 6.8

7.3 IANA
68.1 58.3

74,105 33,580

100.0 100.0
4.7% 6.8%
9.0 11,9
1t.1 15.8

19.5 19.0

32.0 29.5

11.5 9.1
6.8 4.6
5.3 3.1
55.6 46.3

7,550 5,035

10.2 16.8

(-25.6)% (~15.2)%
(=27.3)  (-13.,9
(-20.1)  (-12.5)

(~16.8) (-1.%

24.0 42.9
40.1 39.9
65.2 71.7
50.1 63.9
35.8 ah 7

Source: Social and Economic i haracteristics of the Metropolitan and Nonmetropolitan Population 1977
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and 1970, Current Population Reports, Report P-23, No. 75, U.S. Bureau of the Census, 1978.
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entrepreneursnip also contributes to rural economic development, with rural
areas outpacing urban places in the number and type of small business starts.
in sum, as Hage (1979:98) notes, rural areas have entered {nto a post-
industrial gstate "so qualitatively different that one must look for quite
Jdifferent causal laws or hypotheses."” ,
Clearly, the wmarked alteration and tncreased diversity of rural economies
is 4  blessing. un the other hand, the rural employment growth {s
s@ographically, racially, and sexually uneven. There remain some 255
nonmetropolitan counties with persistontly high concentrations of low-income
blacks in the central Atlantic and southern states (Davis, 1979). In
addition, low wage industries and agriculture are located in these counties.
Finally, female labor force participation has increased 25.1 percent from
1970 to 198y (compared to a 1.8 percent increase for men). These female
workers are often in low-wage {ndustries, even in growth counties, and account
tor laprovewents in overall family incomes, thus lowering the total numbers of
people in poverty. However, female wage ratss {(n nonmetropolitan areas have
dropped  frow 4d.> percent of male wages to 47.5 percent between 1969 and 1976

(Blakely, 8radshaw, Shapira, and Leigh-Preston, 1983, pp. 45, 55).

Social Infrastructure and Social Safety Net

A substantial portion of recent rural growth can be attributed to the
overall d{aprovewent in and the expansion of svciopolitical institutions. For
the pdst three decades federal yovernament policy has had a profound impact,
altering the quality and avallability of governmental services to all parts of
the ndtlon. Rurdal areas have benefitted from these improvements. Virtually
o ared ol the country i{s i{svldted from modern government systems providing

clean water, nousing, fire protection, schools, and police secvices. In tar,..
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measure federal grants and aid have provided the funds to develop or expand
tilese aervices, although important differentials ip federal per capita
spending still exist between metro and nonmetro areas. Of the $629.5 billion
in federal outlays and loan guarantees made in fiscal 1980, metropolitan areas
‘received $2,529 per capita, while nonmetropolitan areas received 82,139 per
capita, or about 16 percent less (see Table 3), Federal expenditures on
agricultural and resource programs, business agsigtance, community facilities,
veterans' nousing, and native Americans favored nonmetro areas. Spending on
defense, gpace, transportation, non-veterans' housing, health anpd social
services, employment and training, and higher education favored metro areas,
Per capita federal spending on f{ncore security programs and elementary and
Seconddry education was broadly equal in metro and nonmetro areas. The gap
vetween metro and nonmetro areas in overall per capita federal spending
widened between FY 1978 and FY 1980, Due to the expansion of defense programs
in the current administration and reductions {n community and human resource
programs, this gap may have further widened in recent years (Reid and
Wnitenead, L482),

Nevertheless, social Security, Medicaid, and public .houslng subsidies
have formed a new social safety net for rural places. Transfer payment
programe including state and federal welfare programs have made the difference
between rural and urban less dramatic. As Table 3 indicates, rural areas
outpaced metropolitan areds in disability, retirement, and survivor benefits.
These transfer payments not only provide retirees with comfortable livings in
rurdl areas, but they also provlﬁe new jobs and stabllize many rural
communities' economies. Hirschl and Summers (1982) have shown that 0Old Age
d4nd Survivurs [nsurance (VASL) is an efficient generator of gervice or pon-

basic employment (n local economies. In their regearch they found that it

O

RIC

Aruitoxt provided by Eic:



64

TABLE 3. Per Capita Pederal Funds in Metropolitan and Nonmetropolitam
Counties, Fiscal 1980

Metro Nonmetro Nonmetro as a Proportion
Function (Dollars per Capita) of Metro

Agriculture and Natural Resources 52 235 4.1
Agricultural Assistance 21 173 8.2
Agricultural Rasearch and Services 12 8 0.7
Forest and Land Management 9 23 2,5
Water and Recreational Rasources 14 31 2.2
Comunity Resources 452 440 0.9
Business Assistan:e 23 40 1.7
Community Facilities 33 126 3.8
Comruinity and Regional Development 54 35 0.6
Environmental Protection 7 1 0.1

B Housing (non-Veterans') 135 102 0.8
Housing (Veterans') 85 35 2.4
Native Americans 3 16 5.3
Revenue Sharing 21 20 0.9
Transportat fon 90 69 0.7
Refense and Space 725 287 0.4
Aerondutics and Space 32 2 0.1
Defense Contracts 415 3%} 0.3
Defense Payrolls and Administration 258 170 0.7
Human Respurces 8b 51 0.6
Elementary and Secondary Education 20 23 1.1
Food and Nutrition 1 1 t.0
Health Services 14 7 0.5
Social Services 4 2 0.5
Training and Employment 47 18 0.4
Income Securfity 940 978 1.0
Medical and Hospltdl Benefits 247 241 1.0
Public Assistance and Unemployment 86 89 1.0
Retircrment, Digability. and Survivers 707 A48 1.1
ational Funct fons 268 148 0.6
Criminal Justice and law Enforcement 4 2 0.5
Eneryy 36 39 1.1
Righer Educatlon and Research 65 33 : 0.5
All Others 164 74 0.5
ALL FUNCTiuNS 2529 2139 0.8

sourve:  § Sarman Reld and Fleanur Whitehead, Federal Funds in 1980: Ceographic Distri-
butfon and Recent Trendy, ERS Staff Report No. AGES820927, U.$.D.A.. Washinston., D.C, 1982.

B

Aruitoxt provided by Eic:



[E

O

65

takes about §3,6UU0 to develop one non-basic job from transfer payments, and
apuut $85,%00 per Job from manufacturing. While these data are not
conclusive, they do demonstrate that jobs may well be generated from numerous
resources including the government support structure.

In addition, the national safety net strengthened rural medical care.
uovernment health care programs such as the Hill Burton Act added new
tospitals to many rural areas and substantially altered the pattern of
hogspital~physician distribution. The Hill Burton Act provided 60.2 percent of
4il hospital projects in communities under 25,000 and 51 percent of the funds
(Lave & Lave, 1974). Government policies encouraging the establishment of
hospitals and clinics in rural areas have, according to several studies,
increagsed and improved rural health services (Nuckton and Kushman, 1976). In
addition, the rapid expansion of Blue Cross and other fee-for-service programs
provide increases in the nuamber and quality of nonmetro physicians (Evashwick,
1%70).

fhe anti-poverty programs and rapld expansion of general aid programs for
special populations such as the elderly or handicapped further reduced the
burden associated with rural iiving. Finally, rural education has benefited
from a number of specific federal grant in aid programs designed to improve
rural school systems, vocational schools, and two year community or technical
colleyes.

fural pevple's expectations of Llocal government have increased as a
result ot lmproved rural conditions. The concentration on rural-urban parity
in soclal services and government service has masked the fact that innovations
in the deslgn and lmplementation of rural programs benefited the nation, not
Just rurdl reglons. efforts In rural community development first developed

through the Land dJrant College System which formed nne base for the anti-
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poverty programs of the L96Us (Christenson and Robinson, 1980, p. 171). Rural
hedlth prograus cmphasizing fauily care and prevention have been adopted as
part of the national health delivery gystem (Kasarda, forthcoming, p. 6).
Finally, rural comaunity experiments 1in multijurisdictional Joint powers
agreements to deliver a variety of gervices ranging from water and solid waste
to transportation are important new developments for all municipal areas in
tne nation.

the principal disadvantages associated with rural places have been
mitigated by a series of national governaent policies and programs. Only a
few of these programs were specifically targeted for rural areas,l but their
net eftect has peen to allow People to live in rural areas without sacrificing
wany of tne amenities associated with urban regions. These programs have also
made rural settings more desirable to senior citizens with pensions or Social

security.

Litestyde and yudlity of Lite Limensions

Litestyle and quality of 1life are elusive, but {mportant perceptual
Concepls ot the advanced industrial soclety. Lifestyle is how one spends
tive, with whom, and how daily routines are organized, including dress, public
bendvior, and roles. Quality of life includes such things as the place of
residence, the type of work, the general ambiance of the environment, and the
Lige.

Kurdl pluaces uften utter physical and social environments compatible with
tue  qudality ot Llife and lifestyle desired by many. Virtually all surveys
Indlcate tnat rural places are preferred to urban (Zuiches, 1980; pillman and
itemblay, 197/). Host people wishing to rafse families, retire, drop out of

vorgurtate lite, or particlpate in o gew wave of “back to the land" groups
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consider rural places or small towns more to their satisfaction than urban
places. o many new wigrants, small towns, even those far from aajor cities,
ofter opportunities for for bursulng individual ways of life not possible in
urdan settings. Qur research indicates that the majority of people moving to
rurdl places do 8o £or these reasons without the prospect of immed{ate
employuent (sradshaw and Blakuly, 1981).

Particuldr rural communities cater to particular lifestyle choices and
dttrdct newcomers with similar interests. For instance, many small towns are
principally or entirely oriented to retirees, various religious groups,
tourists, or professional artists. Many small communities have attempted to
decent and thus, reify the lifestyle attractive features. Dean MacCannell
captures some of the dimensions of this in his book The Tourist (1976) uhigh
portrdys how communities create tourist sites. These sites in gome manner
illustrate the community's sociopolitical structure. In short, small towns

dre now cnic, dnd being pressed to accommodate the needs of new populations.

lecunulogy dand Commungpaclon Advaqggg

fhe yreatest limitation rural places consistently faced {in the agri=
industrial era was physical distance. The advanced industrial society removes
or reduces tnis barrier, Creating access to all parts of the country at 1low
cost and making organized social systems i{ndependent of distance (Vining,
[§ 2-790 Advanced technologies, particularly telecommunications, have
transformed the sgettlement from a densely settled urban core to a new
muitinucleated dispersed development pattern (Webber, 1968). This new urban
torm {8 creating in rural areas and small towns the civic model of the future,
oriented toward decentralized environments, as Kasarda (forthcoming) suggests,

consisting "ot tunctionally i{ntegrated systems of nodes and networks and
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sucial and economic exchanges sustained vi{a advanced technologies on a time

cost rather tnan spatial cost bases.”

Purther, the development of 43,000 miles of interstate highway has made
woet rural places easily accessible, Initially the interstate provided batter
truck and bus links between urban areas and extended the distances city
workers were willing to commute from rural communities adjacent to
metropolitan areas. But the ({nterstate system has also gilven rural
communities easy access to urban areas, granting them an unanticipated gelf-
sufficiency. The addition of region&l airports to rural communities made many
rural areas not only more accessible, but desirable locations (La Poite,
1974). Consequently, rural residents are, with few exceptions, only a short
drﬁye and one extra plane trip further away than an urban resident from
anywhere else in the world.

Retirees and tourists were the first to take advantage of these improved
communicaticn and transportation systens, Second home construction and
improved physical and social infrastructures associated with tourists and
retirees have made possible full year residential development in many places.
The communities most likely to benefit from these improvementS are those with
physical amenities appealing to specific life styles, As a result, there has
been a differential pattern of development among rural communities. While
some places remain principally tourist and retirement communities, others have
become prutessional/trade centers.

In sum, cur contention is that rural communities are becoming an integral
part of tne transition to an advanced industrial society. 1In this transition
rural a8 well as urban coamunities are at the leading edge of the
transtormation. Some rural communities and small towns, in fact, offer a

quality of life, social Institutions, and {industrial developments that
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contridbute to 4advanced industrial evolution. On the other hand, where there
i8 a Leading edge tnere is also a “"tralling edge.” Some rural areas are
trailing, tney have not been, and may never be, part of the new socioeconomic

transition.

Clearly most policymakers dand scholars are pleased with the rural
population turnaround, the diversification of rural economic structures, and
improved living conditions. Yet these changes do not come without risk,
pitfalls, and problems. Advanced industrial soclety, rural or urban, is not
necessarlly better tor those involved. Many people are displaced and
disoriented, victims rather than beneficiaries of these changes. Further, the
wovewent towards an dadvanced curdal scelety is not unlversal among rural

comaunities., Some rural areas remain deeply embedded in their agriculture- or
resource~based economies, others continue social and political traditfons of
previvus erds, dnd gowme are 56 isolated that they lack both fundamental
resources o8 well ds dccess to the natlonal socloeconomic system. For
example, current unemployment {n rural areas is the result of declines in
wdanufacturing employment and technological {nnovation displacing the workforce
in mining, lumber, and agriculture. While new sectors are emerging, the human
cunseyuences of this transition are borne by current rural and urban
resldents., As Figure 3 indicates, rural areas continue to have high rates of
unempluysent pardllel to the urban pattern.

Some rural areas are belng integrated {n the natlional economy, and even
playlng an 4active role {n the natlional picture, but the consequences for the
communities and taelr resldents are mixed. This situation 18 {llustrated by

such exdmples as:

q
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Figure 3

Adjusted Unemployment Rate
in Metro and Nonmetro Areas
1980-1982
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® lhe Comnunities Left Behind - Nearly 500 rural counties, generally
concentrated 1in the central and southern regions of the nation, are not
sharing national population growth (Buale, 198l). These are largely poor
counties, heavily depandent upon low-technology agriculture, are isolated,
aid are without access to the major resources of the nation. Thege
communities face the prospect of continuing deterioration unless gpecific

policles intervene on their benalf.

® Ine reople Lett Behi{nd ~ In spite of new jobs or Job opportunities and

substantia) improvements in the social well~being of many rural areas,
poverty, unemployment, and underemployment remain high in most rural
counties. The types of manufacturing jobs available to rural people even in
leading industries tend to be those that pay low wages and employ high
propurtions of females. Thus {n rural counties with regources as well as
those with more diverse economic structures, the effects of these
iaprovements are not as great as anticipated, and profound patterns of old
and new torms of rural poverty persist. They are:

L. Ihe contiuuing poor - This group includes the rural ethnic black,

Hldpanic, and Native American populations of the mid~ and deep gsouth
and Texas. Nearly 41 percent of nonmetro black famili{es had income
below rne poverty level compared with Just 12 percent of the whites
(tHoppe, 193y), Further, the loss of farm land by black farmers in many
counties reduces the potential of this population to develop a
reasonable and stable economic bage. Black farms are decreasing at a
rdte 2.> times as fast ag white farms (U.S. civil Rights Commission,
1982). Among Native Americans =hese figures are even more distressing.
Even in rural counties with increased euployment opportunities minority

unemployment rates resained high dnd educational levels low.
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Lhe ewergling pour - Industrial and/or pustindustrial economic Limpacts
in rural counties with new manufacturing or service sector Jobs have
created several forms of economic instability. Agricultural workers,
including farm owners, taking jobs in factories find that farm income
and sometimes even two wage earners are barely enough to keep families
apove the poverty line, As manufacturing jobs are lost in rural areas
duu to the same forces affecting urban manufacturing the effects are
traumatic and dramatfc. Rural job losses in manufacturing are even
more devastating than in urban regions because many rural communities
are dependent on a single industry or industrial type (e.g., textiles).

ine new rursl poor - Rural communities are not insulated from broader

soclal torces which are changing the conditions of poverty. For
example, family 4instability 48 now affecting rural society with
increasing numbers of vrural female heads of household living under
poverty conditions. In 1979 there were 1.8 million women living in
nonmetro 4reas below the poverty level, or about 12.2 percent of
nonuetro females aged 15-44 (U.S. Bureau of the Census, 1979). The
majority of rural poor families are headed by a male (69.5 percent in
1975). The woman i{s ecwmployed {n slmost half of all rural female headed
nouseholds (42.3 percent). 1In contrast, most urban poor live in non-
working femdale headed households (Hoppe, 1980). In addition, newer
4roupy ot  unemployables are emerging in rural America who lack basic
education anu skills tor employment {n an {information and service
economy . Heretofore agricultural, lumbering, ana low~skilled
adnuldeturing absorved them, but such emplovment s rapidly belng
displuced by adchinery. S$ince urban areds can no longer dbsorb this

pupuldation, they are becoming an increasing social problem for rural
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communitivs., Finally, there are some volung4ary poor in rural America,
individuals who have decided for a variety of reasons that a rural
sarginal (or slmple) lifestyle 1is appealing to them. Thelr
contributfon or cost to rural areas is not entirely clear. But {t {s
¢leat from our resedrch that current soclal welfare programs iare not
appealing or useful to any of this nqew category of poor people

(Bradshaw & slakely, 1981).

¢ Unaven lapacts ot Recent Growth

Population ygrowth, economic diversification, 1ind improved gocial
infrastructure have not resulted {n unlform or even general lmprovements for
rural locales. £ven in rurel areas which have pade substantfal {ncreases in
Joos, people, and services, gevere community provlems remain. In some
places, rural boomtowns in the mountain states for example, development has
vecurred 50 swiftly that reaulsite {nfrastructure has not kept pace with
deiands for service, Consequently, tew of these communities or thelr
reaidents have been able to benefit from the increased wealth,

In other growing communities there are néw pressuvres on the existing
residents, particularly the poor and moderate income families, which in a
nuaber of communities, have led to their displacement to unincorporated
dreas  or other smaller towns, fourming new low-income ghettos as distressting

ds those in the ilnner city.

® uand Yse and Environmental Constraints

A principal attraction of rural areas {s thelr sce e veauty and
udariral  surcvoundings, including the presence of agriculture. Yot as rural
comaunities diversity tnelr evconumic and population bases tht- valuable

resource  Is threatened. The threat ¥oes well beyond the mere dirappearance



O

ERIC

Aruitoxt provided by Eic:

74

ot farm and tiamper land per se. It includes the damage to natural habitats
resulting from the introduction of domestic animals, hikers, camper- and
diseases transmitted by man that endanger both plants and animals (Bradshaw
and Blakely, 1978, Blakely, 1982).

Ine competition over conversion of land used for agriculture, timber,

fisning, and recreation to wmanufacturing and housing has created debates

"which range beyond the boundaries of rural citlea and counties. Rural

governments are frequent!y bewildered and frustrated by metropolitan-
dominatei state legislatures that limit the uses of land within rural arveas.

Finally, land use zoning and other planning tools designed fcr urban
environments 4re woetully inadequate to deal with the problems of rural

dreas.  As Healy and Rosenberg point out in Land Use and the States (1979),

large-acre 2zouing and similar measures are sometimes counterproductive
measures wnich hasten ill-conceived and poor uses of environmentally

sensitive landscapes.

Fragile gural Inst’tutions

Rural and small town coumunities place a spacial significance on the
character of various local institutions. Small town post offices, swimming
noles, local restaurants, parks, and churches have unique character
developed over many yedrs, even, {n some cases, centuries. As towns become
citiuvs, attempts tu preserve or protect these institutions' physical and
soclal role ends to ‘“"museum{ze” them, altering their true character and
eterilizing their rule. The genuinely vural {nstitution becomes artificlal,
theredy reducing Lts value as the cultural glue that gives a cemmunity {ts
resal cnargacter. In essence, as Randy Hester (1983, points out, the real
comaunlity peouple seex In rural places {s at least partially destroyed by the

Buukers.,
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¢ iuterdependent Control

A8 rural communities diversify their econowic base they galso 1increase
their vulnerability to external economic control. The increases in rural
Jobs nave coume largely through branch plant development or the establishment
of firms serving metropolitan f{ndustries. Finance institutions remain
concentrated {n metropolitan centers, and accordingly, decisions that affect
rural arvas. are @ede far avay from rural communities. Rural public
officials are, in many cases, totally unaware of them and unprepared to cope
with corporate actions that affect the destiny of their community,

Rural areas are even more affected by national wurban~ or fiscal~
oriented policy such as the deregulation of telephones, natural gas, and

trucking. These policles can have enormous impacts on rural communities.

In sum, as rural areas are integrated {into the national systeo they
become vulnerable and typically have less control over their destiny. Thus
rurdl/nonoetropolitan areas cannot measure  all changes as progress. The
tundanental turces shaping rural areas have changed dramaticdlly. By
recognizing this shift npew policies can be fashioned to assist rural
cummunities and small towns to play a productive role in the national economy
while simultaneously tetalning rightful control over their heritage and

destiny.

ERALALLYYG RUKAL PUBLIG PULLCY

Rural policy for must of this century has been & residue of wurban or
other publle policies. Even when national attention has focused on rural
resuurce i{ssues such as timber, food, or fiher production it has been {in the
cuntext o urban npeweds. Similarly, whenever the plight of the rural poor,

utemployed, or undereducated has beenn considered the policy objective is
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inevitaply to  {ncredse parity between rural and urban. The work of Michael
Harrington (1962) and Niles Hansen (1Y70), explains the premise that reducing
rural poverty would reduce the urban crisis.

Rurdl places have peen viewed as underdeveloped or undevelaped, a source
vt sname, embarrasswent, and  inequality. This concept of rural as somehow
lacking in resources, skills, and potential continues to plague the policy
lormuiation process. Rural legislators and advocacy groups cont{nue to
Justity rural needs in terms of bringing rural plac2?s up to an urban standard,
4 cofcept that is misgulded and counterproductive. 1t condemns rural policy
dusign amt development to ouly one goal: urbanism. The need now is to fashion
polictes and  programs that assist rural areas to define and meet their own

sudls aund yain redsonable contrul over their destiny.

Mistoric Rural Policy Base

uistorically, natiunal rural poiicy has proceeded trom cither geographic
00 {dil CesOuree  COnCerns., A8 a consequence, it is difficult for policy
turmulation to move beyond old ideas.

Rurai geogfaphic Policy Focus. For most of the century natfonal rural
policy was designed to reduce the isolatlon of rural places. Public policy
tocused on {ncreasing modern services such as electricity, telephone, and
highway access, Tnese policies aimed at impruving rural peoples' accens to
uroan plaves, ucban culture, and urban  jobs. Massive d4mounts of public
dssistance provided indirectly through the Land Grant Colleges and directly
tarough dgencles such g5 Economie Uevelopment Administration, and public
duthorities or cooneratives that pruvide clectricity, roads, water, sewers,

aid puolic tactlittes.  fhese programs remadn {mportant to  rural 4redas, but

taeic misdton nad subtly changed trom nudernf{zing to economic development and
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commuuity stavilizatlon.

RUral Hulan Resource sase. Directly improving rural human resources and
enuing poverty is a more recent undertaking of the federal government, largely
commencing in the 19507 and 1960s as Part of the massive antipoverty efforts.
ln its report [Ine Peopie Left Behind (1967) the President's Advisory
Commission on gural Poverty left no doubt as to the severity and the
consequences of rural poverty. The programs mounted under these auspices
credted the safety net discussed earlier. In many respects this safety nqet
formed the base for recent improvements in rural life.

Contemporary rural problems move beyond either geography or human
Cesnurce  {8sues.  New tssucs arlsing from the integration of rural areas into
4 altered national socioeconomic structure create pew policy needs.
Theretore rural policy formulation must be designed to alter, intervene in, or
Credle structutes that will assist rural pldaces to develop more diverse,
selt-sustainlng econvmic and sociopolitical institutions. The modal for these
structural changes should be Lo create low density, livable communities that
can suare resources with similar coenunities, creating a balance between human
settleaents, industrial development, agriculture, and the natural resource
base. Such a model can be developed and achieved through sensible policy,

without national plans or imposed regional fustitutions.

arw ULniNsLUNS 4D ulRECTIUN FUR RURAL puLicy

[wo succeeding administcatfons have been given the responsibility by
Longruss to rormulate new rural policy. Each of these administrations has
wlased the opportunlty to design policies and programs that place rural areas
witain the larger context of national social and ecanomice developwent. The

vdarter administration's efforts missed because their plan failed tn examine
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the changed conditions of rural America carefully, Consequently, the Carter
plan repdckdged old eftorts to solve the problems of the rural past. The
current adwministration's effort recognizes the changing circumstances, but
presumes  that tnese trends need jittle or 1o reinforcement and that
dduinistration progrdws will meet most rural needs. As a result, these two
dpprodches leave enormous gaps and policy needs unfulfilled.

Rural areas can play a leadership role in the future socioeconomic order.
[nis s not to suggest that all of the economic changes ¢gsoclated with an
ddvanced rural society are good, or that they are uniformly good in all rural
areas. But it we consider rural communities as potential contributors and
acturs {n tne gvolution toward a more technocratic socioeconomic systenm,
rather tnan as reactors or impdact-prone areas, the policy response will be far
different. It is our contention that ryral places should be seen as the new
venue for «n advanced industrial soclety, and that natlonal policy should be
eased on tnis concept.

[t 1s tne responsibility of national policymakers to develop the context
tor policy 4nd to articulate the role of state and local government. Each
level ot government has different responsibilities and tools to meet the needs
of tural communities. Further, the precise geographic and conceptual
boundaries between urban and rural will have to be modified at all policy

levels {n urder por effective policy to emerge.

Ing_Ndtional gole

Rural 1s no lunger equated with agriculture or natural resources, yet the
principal  liaison between rural people and communities and the federal
gUVeCHLEIL dre the resource-orieated Departments ot Agriculture (USDA) and the

laterior. tunsequently, rural people and communities are lower priorities
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Lhdn the land they vecupy, an enormous injustice to 61 million rural Americans
who nave  liaited access to the Departments of Housing and Urban Development
{dUB), Labor (DUL), Health and Human Services (HHS), and other human resource
dgencies.

fhe Adaministration'sy designation of an Under Secretary for Rural
Uevelopment and Small Towns within the Department of Agriculture i{s an
important step, put, the resources required by most rural communities remain
under the auspices and direction of other federal agencies. Therefore, small
towns and nonmetre areas continue to recelve residual or watered down urban
pulicy such as tue Enterprise Zone legislation.

In order tu place the regponaibility of rural places closer to a4 wider
set ot people-serving resources, we propose that the human services, housing,
and simflar urban and community development responsibilities for nonmetro
places be transferred to HUp, The risk in this proposal is that rural areas
wuould receive even less attention {n HUM than {n USDA, But strong
Longressivnal  vversignt as well asg specific legislation could legsen this
ddnger. Furtner, appropriate resident expertise in HUD could maximize and
candnce tie tutal drrdy ot programs within that department's scope.,

aAlternatively a new Rurdal and Small City Development Administration could
be formed 45 a yuasi-independent administrative agency within the Department
ul Agriculiure. Tne new agency would subsume the current EDA, Farmer's Home
Adalaistrat fon (Fand), dt'b small Cities Block Grant Program, and other
Uspartmeat ot Agriculture programs designed specifically for community
deve Lopmeat . The new Rural and Small City Developuent Adminiseration should
be directed vy o conalssion similar to the Office of Persounnel Management,
Secur ity and Fxchange, or vther sim{lar {ndependent commissiong.

tudtilssivaers would oe noaindated by the President to serve teras ot six years

Jij
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and would hdave the responsibility to report to both the President and the
tongress on the needs of rural and small cities annually and to propose steps
to be taken to meet the needs of rural people. The Comaission could also
establish guidelines, rules, and regulations based on Congressional Acts to
administer programs under its Jjurisdiction. The Department of Agriculture
would have the responsibility for program administration as directed by the

Ccommissfion and the President.

Data Requitements

National data and policy analysis nece.sary to determine rural needs 1s
not available. As a result, the effects of such measures as the deregulation
ot telephone, trucking, and airlines are difficult to assess. Even when
econonic effects can be measured, their effects rural development are not
considered. In essence, the current rural turnaround can be stymied by, or
¢ven collapse under, inappropriate or insensitive policy measures. Therefore
we prupose that the U.8. OUOffice of Management and Budget develop staff
capacity and expertise as 21l as data systems to support analysis of
auministration proposals on rural areas and small towns. As a companion to
tnis pruposal, the Congressicnal Hudget Office should be similarly staffed to

duseys leypislative proposal effects in the same way.

Rural Econumfc ypportunlty

in addition to prugram and plan assessment, the federal gcvernment must
be responsible tor improving economlic opportunity among rural communities and
people. Tne tederal government should sponsor a series of laitlatives

desgighed to,
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1) Incresse econowic diversity of rural communities. The apprvach to achieve

tnis would be a Rural Develepment Consolidated Grant Program administered
by the Under Secretary tor Small Towns and Rural Development. These new
grants, awarded through the states, would incorporate current EDA,
vommunity Services Blovk Grants, Department of Labor, (JTPA programs for
palance of state [rural] areas), Vocational Education grants and aid, UDAG,
Iransportation (DUT), and housing programs into a single consolidated grant
prograu. The consolidated grant program would not be a typical block grant
prograim {nasmu’h as it would be a competitive endeavor with fewer
guidelines, considerable flexibility, and no minimum distribution formula.
Inis dpproach has several valuable features. First, {t reduces paper work
and bureaucracy by allowing a copmunity to make a single submission to meet
many of their needs. Second, it improves internal planning and
coordination by forcing long-range thinking rather than attitudes based on
single ad hoc grant submissions for available federal funds. Finally, it
faproves rural comaunities' ability to compete successfully for federal
resources.

AS a requirement for participation, communities gubmitting proposals
would be required to demvnstrate that their plauning included consideration
vt agriculture and other natural environments under their sphere of
latluence. fo assist rural comsunities in planning and developing staff
Fesources, statvs would be awarded additional funds matching on a dollar~
tor-dvllar basts the funds appropriated by state legislatures for rural
development. [he majority of the funds for this consolidated grant program
would  w  designated for communities {n the smallest and/or poorest rural

sUuit fen pased on g weighted toraula favoriog them.

~
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2) duman resource programs. There is substantial evidence that the quallity of
numan resources in rural communities affects both population and economic
improvement (Bradshaw and Blakely, 198l; Beale 1982). 1In addition, two and
four year colleges are most often the critical factor in more knowladge-
{ntensive industrial development. Therefore, we propose an expansion of
the federal government wmatching grant prograns designed to assist
postsecondary educational ipstitutions in some of the nation's poor rural
counties engage in training and economic development programs. This
project would be aimed principally at helping institutions develop programs
more closely targeted to emerging employment opportunities, support
programas for small business development and entrepreneurship, and to
provide e¢cunomic development services to existing and potential employers
in their reglon.

in aaditicn, the current Jobs Training Act (JTPA, mentioned earlier)
and similar DUL furds shcould be restructured to meet rural needs by
providing that a larger portion of such funds be made available for job
generation and job creation projects in rural areas. Further, within the
Department ot Lahor a Rural Jobs Development Division should be established
to plan  and administer these funds to states and within stateg, to rural
counties. The most distressed rural counties would he made eliglihle for

tie largest share of such tunds.

fne state Role
States have not developed creative roles in rural development, yet there
dre signiticant areas in which state policy can be of enormous benefit to

rurdl copmunities. ogur reseatch and obsgervations suggest to us that the

tederal government should encourage the states to provide the support

34
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8tructure tur local eeononmic development. States are In the best pogition to

determine whether local city or county planning ts sound. Further, states can

develop tune infrastructure for smatl and medium-size business loans and loan

guarantee plans, Therefore, we propose that the federal government tnitfate a

series ot matching yrant and aid prugrdams to develop;

i

New fndigenous locdl husiness establishments in rural areas. This prograam

C . — - - = e

would pe designed to asgsist ind{genous business creation in rural areas.
Funds would Le available 2s below market loans, loan guarantees or interest
write-duwns for new sole owner or small partnership businesses opening for
tne tirst time Ln ryral dreas {n technical, {ndustrial, or similar fields.
he tunds for unis activity would come yia expanding current agricultural
odnking and Farmer's Home Adnministration programs to this purpose and
serting  an initial goal that 30 percent of existing agricultural and FaHA
ludns be used in this manner. Local government support of the project
wouid be required. §irms taking advantage of the program would be required
tu pdy back tunds (n totul amount ot the loan plus  prevailing {nterest
fates aad pendlties 1t tney relocdted elsewhere (inside or outstde the
Uia.) betore the (odn was repald,

Rural opportunity centers. Edch stdate would be required to establish a
rural  vevnoafe  and employment opportunity center. The purpose of these
venters would be tu establish a4 mechantsa to reach the underprivileged and
ditticult  to asstst population In rural dreqs. Fhe centers would provide
outh tecnnical igyligtance trafulng and combined grants and aid t community
sfuups {4 disadvdaantaged  coamunitles or local governaent In  the same
camanities.  Sbtate ceatees would cumnlnu tedural 4nd  state resources to
atigulate wd taplenent vounamic  developaent  activities for the

ALtV et Gt L faral areda, vwiading tie provislon ot housing and social

3.4
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servicues.

btate venture tindnce banks. Several states have experimented with some
torm ol state tiuance agency. To date, these efforts have merely
supplementued tne Small Business Administration (SBA) and similar efforts.
Jur fesearch lhdicdtes luang ot this type to be marginally helpful to rural
bubiness (Bradsuaw & Blakely, 198l). [he gap in rural finance s venture
capital. une reason ror this is that rural areas are distant from
tinancial centers and financiers. Further, the potential for the
deregulation of banks to reduce or deplete rural cash reserves is very
yredt.,

since people with ideas are the critical Ingredient In the natural to
numdn  ctusource transition, we propose that states develop new financing
capactty for rural areas by issuing rural development revenue bonds. Bond
ptuceeds would be used to establish a venture capital fund. This fund
would be used das o resource in attracting jJob-creating people and
industries tuv rurdal dreds and in stimulating existing rural business or
entrepledeurs to duvelop new products or services,

Ihe details ot such dan  effort require congiderable thought and
planning, but its basic strategy would be little different thon current SBA
and rmHA loans. One ditference that is envisfoned is that state or local
govelnnents would dacquite equ{zy'partlclpatton in sv=<h ventures in order to

stabilise {ts fncome aund to eater into a longer term relationship.

Land use planning and policy. We believe eéch state s%ould be provided
with new tederal incentive planning grants similar to the old "701"
planalag grants prograa designed to develop comprehensive rural land use
plan, that recogndze thne demand tor lternative settlement patterns, These

plan would endoursge the better use of exiseting small town urbanized

95
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atuds, yet provide for increased population in low density settlement. 1Ip
addition, such planning would incorporate new planning zoning and mixed use

formulas that assist in preserving farm land and natural habitat.

Ine Local Role

Rural local government is much maligned, even by small town officials.
while it 1s clear that rural public officials have fewer staff, it does not
tollow tnat they have access to fewer intellectual resources. Clearly the
avallability of gpecialists and the elaboration of administrative
intrastructure is helpful. But there are more creative ways to solve this
provlen than by adding more public officlals. We suggest that:

L. local and state government ¢xpand experiments with the circuit rider
programs Lo provide rural and small areas with expertise {n special areas
such as housing, budgeting and the like on a partial reimbursement basis.
Tnis special assistance might be provided through expansion of existing
reglonal agencies, use of Coonerative Extension or through a consortia of
state coulleges and others., This proposal might be coupled with the
Administrdation's TRAIN program and provide a gpeci{fic mechanlsm for
inforaation transfer to rural areas.

2. Rural local gevernments should establish nonprofit development corporations
whicn  act as development authorf{ties and have the legal capacity to hold
equity positions {n local enterprises. Lucal government would uyse the
development corpordtion to held shares, collateral, and other forms of
equity in pusinesses. Subsequently, the development corprration could
hypothecdte 1its holdings {n local enterprises as lavestment capital for

other comuiity projects.

-~
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In addition, we believe that local, county, city, town, and/or township

governaents wmust develop internal land-use and zoning patterns compatible
with total regional development rather than as separate entities. -Such
;plannlng can bring about uore improved total investment and increased

opportunities for all the participatory communities.

Conclusion

‘Rural areas are a significant contributor to the nation's transformation

"“to an advanced industrial society. Public policy then must be designed to
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‘enhance the role of rural communities. AE the same time, the rural physical,

gocial, and institutional landscape 1is fragile. It will take care and
sensitive policy instruments to achieve the necessary transition to a
compatiple rural/snall-;ovn living pattern. Rather than fighting small town
and rural development as forms of urban growth, planners and policy makers
need to lesrn to eupport them in productive ways in order to make use of
their unique contribution.

National policy that fails to provide a new understanding and
articulation of the role of rural sreas in the transition of the economy is
doomed. Therefore, it is important that a clear set of national policles and
programs be designed to assist rural areas in mitigating the problems
associated vith poor or unplanned development. Rural and urban people of all
races, ethnicities, and classes wmust have equal access to and benefit from
this next stuge of advanced rural society. Every level of government has a
role to play in reaching this objective. The national government must get the
context, offer direction, and provide resources to the poorest places while
state and local governments amust develop innovative implementation strategies.

[he new frontier can be a better one than earlier frontiers have been for

rural America and all Americans.
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AGRICULTURAL COMMUNITIES: ECONOMIC AND SOCIAL SETTING

Calvin L. Beale*

The agrarian ethic was long a dominant theme of American life. Yet

even when it was at its epic proportions in the homesteading era and in .

the sundering of the Nation over an agriculturally-based slavery, it was
aiso a diminishing theme. Decade by decade, throughout the nineteenth
century industrialization and urbanization emerged. When finally in 1920
the urban population exceeded the rural for the first time, the shock was
8o great that Congress, for the only time in {its history, found itself
unable to reach any consensus on Congressional reapportionment and ignored
its Constitutional requirement to reapportion, The debates of the time
make it clear that distrust of urban soclety and disbelief in the
permanence of th; outmovement from farming were major factors in this
failure.

After the onset of World War II, the farm population declined rapidly,
being reduced by half in the period from 1940 to 1960. Factors impelling
farm mechanization and enlargement, together with the lure of superior

urban employment and income, produced this result. In particular, the

* Head, Population Section, Economic Development Division, Economic
Reseaich Service, U.S. Department of Agriculture.
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- agrarian component of the South was greatly reduced as the historic share

.-tenancy form of cotton, tobacco, and peanut farming was abandoned for

:_proceduros using fewer workers. Gradually the fact that the farm

population had become a small wminority of the total population was

~'accepted. However, it has taken much longer to get the point across that

farm people are also only a small minority of the rural population. We

have 5.6 million farm population today, out of the total of 59.6 million

‘.rural people, (There were 30 million farm people in 1940 out of 57

3 million total rural,) Farm linkages with other economic sectors have

increased as modern farming has required vastly higher purchases of
equipment, fertilizer, pesticides, and services, and as we have moved to

increased processing of many products before final consumption. But many

Lot these linkages are urban based and/or do not necessarily involve a

community of like interests with farmers. (For example, in the short run,

what is bad for the farmer may not be bad for a supplier or buyer,)

AGRICULTURAL DEPENDENCY VERSUS AGRICULTURAL PRODUCTION

There is no easy way of defining the limits of "agriculture® or
"agricultural communities”, and it is not the intent of this paner to do
8o here. But, no matter how these corcepts are defined, agriculture as a
direct or secondary employer is not the driving force of most of the
communities of America today that are viewed as rural or small towns and
that ronstitute the clientele of the Department of Agriculture for many
Federal programs. This does not derive from any contraction of
agricultural output., Indeed the central fact of American agriculturs is
the increase in its output despite the loss of three-fifths of its labor

force in 40 years.,
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The deagriculturalization of rural America results from a major

- expansion and diveraification of the nonfarm rural and small town economy
- .which has permitted the total rural populatinn to increase despite the

'*fa:m sector losses. However, this growth has not been evenly spread. In

:fﬂgeneral it has affected the timbered and desert areas of the Nation much

O

ERIC

Aruitoxt provided by Eic:

more than the open plains and prairies of the midcontinent. In the

northern plains, in particular, there are still counties in which the

economy can be described as almost entirely agricultural. - Other equally

-rural areas, however, either have almost no agriculture (far example,

parts of the Southern Coal Fields) or have retained an agricultural
function, but have seen it overwhelmed in employment by such industries as
manufacturing or mining (many parts of the South or West),

Today there are only 19 counties left in the whole country in which
half or more of all employed people work solely or primarily as farmers or
farm laborers. Thirty ye:rs ago Kentucky alone had over 50 such counties.
Counties with a fourth or more of their employment in f{arming--a level at
which one can safely assume that agricultural interests still clearly
dominate the economy~-numbered 27} in the 1980 Population Census.

Most of these are thinly populated Plains counties and they oniy
contain 8 percent of the total U.S. farm population. With some
exceptions, their agriculture tends to be extensive farming of grain
(usually wheat) or cattle ranching, requiring large acreages. Thus we
encounter the anomaly that none of the 100 counties most dependent on
farming in the United States (as measured by employment) was among the 100
top counties in net value of agricultural output in the 1978 Agriculture

Census.
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The latter (top producing).class of agricultural counties is more

widely distributed., Ome major concentration is in California and Arizona.

- A second nmajor group 1is in the more productive parts of the Corn Belt,

- Other counties are in Plorida or the Columbia Basin, Many of them are
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characterized by irrigated farming, with its high value of output per
acre., In sharp contrast to the high dependency counties with their small
populations, many of the ranking top producers are metropolitan counties
(46 of 100), including the counties that contain such large cities as Los
Angeles and its suburbs, San Diego, Phoenix, Honolulu, Sacramento, Miami,
and Tampa. Much of our most productive farming 1is embedded in a
metropolitan environment, in which the farm community 1s a very small part
of the total. The three percent of counties that constitute the 100 top
producers, yield 20 percent of the Nation's total net _value added of
agricultural products.

The demographic contrasts between the high dependency and high
production counties are substantial, In the high dependency group (most
of which have no urban population at all), the total population declined
in the 1970's by 6.9 percent because of the lack of alternatives to
farming. 1In the high production group, where 87 percent of the people are
urban, population grew by 20.4 percent, This is a level of growth far
above that of the United States as a whole ([l.4 percent) and one that
unquestionably puts pressure on the price of farmland and its continued
use for farming.

There is a gradient of social and economic conditions assoclated with
varying degrees of agricultural dependence. 1In general, one can say that
the Liigher the relative dependence on farming, the lower the overall

levels are of education, income, minority race presence and female labor
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‘force participation, but the higher the average age and the percentage of

..children living with both parents (see Table 1).

FAMILY .JORKERS VERSUS HIRED WORKERS
“ In the past, a major organizational feature that distinguished
bagrlcultural people and communities from one another was tenure status,
especially the contrast between the South with its extensive share tenancy
system, and the rest of the country, .Today, the incidence and importance
of full tenancy is greatly diminished and is actually somewhat lecs in the
South than in the rest of the Nation, There 1is another measure of
organizational structure, however, that strongly differentiates
agricultural communities and regions in the United States, and that is the
comparative reliance on operator labor versus hired labor to do the work.
‘:& the time of writing, these data are not yet available from the 1980
"Census. The pattern, however, can be reliably seen from the previous
census.

In a large and basically contiguous area comprising the northern and
central Great Plains, the Coén Belt, the midwestern Dairy Belt, the
Ozarks, and much of Kentucky and Tennessee, the ratio of self-employed
farmers to hired farm workers is more than 2 to 1. This region is
dominated by commercial but family-scale operations. Some full time hired
labor {s required on the larger operations and thers may be seasonal needs
for extra help, but the main reliance is on family labor.

Adjoining this reglon and extending into the northern Rockies, the
southern Plains, more of the upland South and the interior Northeast are
many other countivs where self-employed farmers are more numerous than

hired workers, but not by a 2 to | margin,.
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At the other extreme, are agricultural areas in which two-thirds or
more of people in the production phases of agriculture are hired workers,
These 1include most of the top producing counties in California and
Arizona, most of the Rio Grande area in Texas and New Mexico, most of the
Florida Peninsula, a predominance of the Mississippi Delta, many counties
around major cities, and Hawaii. Areas where hired workers are in the
majority but are less than two~thirds of the farm work force fill in most
of the rest of the West, the lower South, and Northeast.

The character of aZriculture in the two opposite types differs
greatly, on average. The area with high percentage of self-employed
workers is focused on the products whose surpluses, low prices, or policy
problems seem chronically to dominate farm news; namely, wheat, .corn,
soybeans, and dairy products. This is also the area whose agriculture has
become rapidly more dependent on export markets in recent years.

The areas that hire most of their farm workforce, on the other hand,

produce much of the Nation's supply of vegetable=s, fruits, tree nuts,
sugar cane, horticultural goods, and cotton, With the exception of
cotton, they are producing heavily for the American market.
Producers are frequently large-scale, and fewer in number than farmers in
the area dominated by self-employment. Some of the areas of high use of
hired workers are characterized by nearness to the Mexican
border--providing a ready source of cheap labor--or by the previous
existence of large plantations that once were farmed by tenants and now
are too large for family labor operation--such as in the Mississippi
Delta.

Although precise data have not been calculated, it is apparent from

the location of the areas with high ratio of hired work to self- employed
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- work that they very often=-perhaps characteristically==have hired workers
.of. different ethno/cultural and social class background from the
operators, Many of them are areas in which hired workers are

' ‘predominantly Mextcan-Amertcaq. Black, or-—less frequently--Filipino or

"lndisan, whereas the operators are uysually White, ~ labor issues are

prominent and have racial and social class overtones in this context. In
the operator-dominated areas, such _farm labor as is used is typically
drgwn more from the same social stratum as the operators, although some
Mexican-American migrants are used and some of them have “settled out”
locally.

The question arises vecurringly as to which form of agricultural
organization-~family operated versus employer-hired labor--is superior for
the general welfare of the local communities or for soclety as a whole. I
do not intend to go into that literature here, of which Goldschmidt's
Arvin and Dinuba study is the off-cited prototype, but it typically
concludes that the family operated pattern is the more socially desirable
(Goldschmidt, 1946). It seems to me that the f{ssue has become more
prominent in research and policy-oriented discussions in the last 5 or 10
years,

Over the last decade both the relative and absolute importance of
hired workers in U.S. agriculture has risen, while that of farm operators
and other family labor has diminished. 1In 1970, hired workers averaged 28
percent of the farm work force; by 1982 this had climbed to 38 percent.
Farming 1s still a preeminent asource of self employment, as compared with
any other major occupation, Ironically, however, the numerical importance
of the self-employed i3 decreasing in farming at the very time that self

employment has expanded rapidly in the nonagricultural population,
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Although hired farm work 1s up, there 1is another and quite
antithetical element in the farm community that has also been growing, but .
for which 1little more than subjective evidence 18 available. 1 am
rgferring to the “homesteaders™ or "back-to-~the-landers“, This population
has come 1into or back to tne rural areas over the last decade or so. It
has a strong ideology of the value of rural living, of self sufficiency,

and stewardship of the land. Some of its members want to be comfortable;

‘othera are anti-materialist. Their role in farming seems to be typically

- small scale, often with a focus on organic farming, vegetables, or
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livestock specialties. Almost anything said of them lacks quantification,
for it is difficuly to identify this population and thus estimate its size
in regular data series. The homesteaders probably account for the
increase in small scale farms shown in the last census of agriculture.
They seem to go especially to partly timbered areas of marginal
productivity where the land was long farmed and a stock of farmsteads

exists, but where land value in recent decades has been comparatively low.

CHARACTERISTICS OF FARM PEOPLE

Within the apricultural community as a whole it {8 useful to identify
significant ways in which farm people differ from the nonfarm community as
well as among one ano:her.l Because of the declining number of people in
farming and despite the entry of a number of younger operators into the

profession in the last decade, the farm population averages more than 5

1 In this section most of the data on characteristics of farm people are
derived from Current Population Reports, Series P-27, No. 55, Farm
Population of the United States: 1981, U.S, Bureau of the Census and U.S.
Department of Agriculture jointly, 1982, Most of the material on income is
from Fara Income Recipients and Their Families: A Socioceconomic Profile,
by Vera J. Banks and Judith Z. Kalbacher, Rural Development Research Report
No. 30, Economic Research Service, September !981.
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years older than the nonfarm. Median age in 1981 was 35,7 years compared
with 30.3 for nonfarm. The farm population is still compa:atively short

; 3'of younger adults 20-34 years old (17.6 percent versus 25.9 percent for
nonfarm), and has a higher percentage of persons 60 years old and over
(19,0 percent versus 15,5 percent) despite the fact that many older farm
couples leave the farm in retirement.

The percentage of high school graduates among young farmers (25-44
years old) is now as high as that among nonfarm workers (83 versus 84
percent), although farmers 45-64 years are much less likely to have
finished Zgh school (57 percent versus 67 percent for nonfarm workers).
However, only a minority of hired farm workers have a high school
education, & .1 among the younger ones (39 percent). The educational
disparity between tne operators and the hired workers is widening, not
closing.

With the heav; exodus of Black tenant families and small owner
gperators since World War II, only 4 percent of the farm population now
consists of Blacks, compared with 15 percent as late as 1940. Persons of
Hispanic origin amount to just 2 percent of farm people, and the role of
both of these groups in farming is now prep:aderantly as hired workers
rather than as operators., Forty-five percent of all hired farmworkers for
whom farm work is the primary employment status are Black, Hispanic, or
other minority race, which is 1! times their representation among farm
operators.

At present, about two-thirds of employed farm men work solely or
primarily in agriculture and the rest a4t nonfarm jobs. The opposite is
true for women, Nearly two-thirds of farm women who are in the labor

force are doing nonagricultural work. The men are heavily employed in
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manufacturing and construction and the women in service industries and

retail trade., In addition, people engaged in agriculture at all are more

-_likely than persons in any other major industry to have a second job.

O

Nonfarm work 1is especially common for both farm men and women in the

i South, probably because of both greater need and greater opportunity.

A national survey in 1976 showed that of all persons receiving self
employment income from farming (including those who had losses) 15 percent
had no income from any other source; 38 percent had nonearnings income,
such as rents, interest, or social security; the remaining 47 percent had
wage, salary, or nonfarm business income to supplement their farm income,
and usually had other income sources as well. A fourth of the families
that teceived self employment income from farming also had social security
income (including railroad retirement), but only | percent had received
any public assistance or welfare payments.

As a result of these patterns, & majority of farm families receive
more income from nonfarm sources than from their farming. In 1975 (a
better year for farm income than any since then), 71 percent of persons in
families that received some self employment receipts from farming reported
that more than half of their total net income was from other sources.
Fully a fourth reported a loss from farming. The total median income of
persons reporting loss or negligible income from farming (less than
$1,000), was as high as that of persons having moderate to above average
incomea from farming. In median family income from all sources, farm
families collectively tend to run anywhere from a seventh to a fourth
below nonfarm families, depending on the relative status of the farm and
nonfarm economy {n a given Yyear. In 1981, 23 percent of the farm

population had income below the official poverty level, compared with 13.8
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percent of the nonfarm population. There are indeed many asset-rich

people in commercial farming, but it is also clear from the poverty data

- that there is a rather large minority whose incomes inclusive of public

" assistance and social security fall below societal standards.
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CONCLUSION

%
There was a time when it was possible to characterize farm people and

fara comgunities in terms of social disadvantage, as compa.ed with the
urban population. It was an obvious and relevant thing to do. There were
striking contrasts in electrification, education, quality of housing
(heating, water supply, sanitation), social security protection, income,
transportation, and communication. Although there are residual levels of
these doficiencies today, modernization of rural life has seen major
convergence between the material living conditions of farmers and others.,

In the process of farm consolidation, many of the poorest people in
farming left or were displaced, with large numbers going to the cities.
For some years to come many of the overall remaining differences between
farm and nonfarm communities will be partly shaped by the size and
character of the prolonged exodus from farming in the period 1940-1965ca,
and the continued more gradual decline since then., For example, until the
farm population stabilizes, it will contfnue to be an older than average
population. However, social indicator comparisons that are age specific
show less farm-nonfarm difference.

Within the farm population {tself, there are major differences in the

extent to which:
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(1) farm families depend on off farm work (and thus the extent to
which their problems can be addressed through farm policy),

(2) they and their tntgrests dominate comuunities or are merely a
minority social and economic segment within them, and

(3) agriculture is practiced by the modern day version of the yeoman
farmer with his family labor, or by agricultural employers
operating primarily with hired workers,

All classes of agricultural counties have been affected by the

revival of population growth in rural areas. (Even those that are

continuing to lose people are typically having much smaller losses than in

the past.) [ expect the diffusion of nonagricultural economic activity

into rural areas to continue. 1 am not suggesting that farm people have

"or will become indistinguisaable in values, attitudes, and life situation

from everyone else. Bu:, it 1is hardly more than a truism to say that
their economic and social setting is increasingly shaped by the complex
forces of modern society and, indeed, by international trade and political
factors as well. The internal variation among farmers may now be greater

than their collective average difference from nonfarm America.

-
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THE CHANGING NATURRE OF AGRICULTURAL COMMUNITLES

Daryl Hobbs *

" INTRODUCTION

The economic hase of a rural community has a direct influence on the
character and organization of the community. One need not depend on the ample
research evidence that documents that relationship; the connection is apparent
even to the untrained observer. It doesn't tak: a researcher to see that

there are differences in organization, character and even appearance of rural

‘communities that are surrounded by cattle ranches and those that are surrounded

by dairy farms, between those szurrounded by fruit and vegetable producers and
those surrounded by cash grain farmers. There are even more obvious differences
between rural communities dependent on fishing and those dependent on lumbering,
or those dependent on mining and those heavily dependent on tourism, retirement,
cr a factory, as is so often the case today.

The type of economic base also accounts for whv some rural communities have
been growing and others declining, Rural communities iocated near previously
untapped energy reserves for example, have recentlv hoomed (some have just aa
quickly busted), while those exclusively dependent for their existence on
serving the needs of fewer, but larpger and more mechanized farms, have struggled

in their search for ways to bolster their sagging economies,

——————

* Director of Rural Development and Professor of Rural Sociologyv, !niversity
of Missouri at Columbia,
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DIVERSIFICATION OF THE RURAL ECONOMY

A discqssinn of U.8. agricultural communities in the 1980's must necessarily
) begin‘by drawing a distinction between agricultural communities and the renainder»__
r'l.o! rural communities, All agricultural communities today are rural, but only
-a minority of 1iral communities remain predominantly "agricultural®, )
S Over the past generation both the farr and non~farm economic base of rural
(non-metropolitan) America has changed impressively, The aconomy of rural
Amarica has expanded and diversified, causing agriculture to shrink as a source
“of aggregate rural income and employment, despite dramatic increases in total
'_ggricpltural production., Manufacturing, government employment, retirement
income and commuting have led the wav in diversifying the rural ecouomic base.
The story of rural America has been one of répllcement. Farm employment
and farm families have been more than replaced by rural non-farm employment
and exurbanites moving to smaller towns and the country. A result is that
most rural communities today are less dependent on agriculture for their
economic existence and support of local services than they were a generation
back. Jordan and Hady (1979) reported recently that more than 2/3 of the
rural population of the country lives in counties in which less than 10 percent
of their labor force is employed in airicultural production. The combined
non-farm and urban influences have been so extensive 1t haa led some to question
whether rural is really rural anymore except for agriculture (Friedland, 1981),
Largely because of lower rural wage rates, fewer labor unions and other
perceived rural competitive advantages, the 1960's and 70's produced substantial

growth in rural manufacturing and some movement of manufactoring from metro

to non-metro areas. During the 1960's non-metro manufactoring employment
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grew by about 3! percent compared with a 15 percent growth rate in metro areas.

The 1970's saw the rate of non-metro employment growth drop to a 12 percent

increase but metro areas experienced a I percunt decline. (Haren and Holling,

1979)

Growth in rural government employment has also kept pace with government
employment growth in urban areas, contributing further diversity to the rural
economy. (Bradshaw and Blakely, 1982)

But job growth has not been.the only contributor to expansion and

diversification of the rural economy, The widely reported rural population

' turnaround of the 1970's was produced as much or more by the attractiveness

O

of rural areas as a place to live, as by the lure of actual or potential jobs.
(Brown, 1979) Persons employed in urban areas often moved further away from
their work to surrounding rural areas while large numbers of retirees brought

their retirement income with them to new RFD residences. (Beale, 1982) Neither

"the commuters nor the retirees depend on local rural economies for income and

empioyment hut do add a multiplier effect to the economies of many rural
communities,

These changes have combined to add to sources of rural income, thereby
reduting the proportion attributable to agriculture. The USDA (1980) reports
that in the late 1970's agriculture accounted for & percent of rural income
compared with 20 percent from manufacturing, 14 percent from government
employment and 1! percent from transfer payments.

But these additions to the rural economy have not been uniformly distributed
across the landscape. Clearlv not all rural communities have diveraified their
economy to the same extent. Many rural communities, especially in the midwest

and northern great plains, remain as dependent on agriculture as ever, although
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the nature of that dependency has changed. On the other hand bv far the largest

increases in non-farm salary and wage employment and in urban~rural population

movement have occurted in the south and west,

These different regional patterns have led some to observe that aggregate
asseasments of the importance of agriculture in rural areas tend to over-emphasize

its significance in some areas and under-emphasize it in others. {Pann, 1979}

THE CHANGED STRUCTURE OF AGRICULTURE

O

However, while the rural economy generally has been diversifying,
agriculture hasn't been immune from change either. Three recent atructural
chdnges in agriculture seem particularlv relevant to our concern for agriculetural
communities. One trend has been for commerical agricultural production to becoms
more geographically concentrated--not all rural areas of the country contribute
equally to the nation's agricultural output,

A second trend of relevance is that larger, more capital intensive farms
have become more specialized in production (Heady, 1980), A result is that
certain states and regions of the country have become increasingly devoted to
the production of some particular commodity or mix of commodities. This adds
to the tendency for agricultural communities to take on characteristics of the
dominant type of production that surrounds them. This is in contrast to the
norm of general farms of a generation or more past, when each farm produced a
smaller quantity of each of a larger number of commodities. In an era of
general farms there was a tendency for agricultural communities to be more
similar to each other,

A third trend of relevance iz that the nation's facms have become
increasingly stratified into a relatively small number of larze volume commercial

farma that produce a majority of the nation’s cutput, and another catezorv of
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et small farms that includes a majority of the nation's farms but only & small

portion of the output. These small and large farms sre not only different in
~«”: :si:e snd methods of operation, but they also tend to be located in different
: 'regions_anﬁlhlve a different relationahip with the connuﬁjties they surround

; ns>velL

Where Are The Agricultural Communities?

The nation's agricultural production has become more geographically
7 Lconcentrated than it was a generation back. In 1981 geven states (Iowa,

_j -fllinoia, Minnesota, Kansas, Nebraska, Texas and California) accounted for

— 46 percent of the nation's cash receipts from agriculture (U.S. Statistical

Abstract, 1982), By contrast it takes the output from another 21 states
" combined to account for an additional 10 percent of the nation's cash receipts
from agriculture.

" The extent of concentration of commercial agriculture ia further
illustrated by the attached map. It shows a majority of the 100 leading
agricultural producing counties to be in the heart of the midwest and in the
fruit and vegetable producing areas of California and Florida. Conversely
the 100 counties having the highest percentage of their labor force employed
in agricultural production are concentrated in the more sparsely populated
northern plains states. Those counties tend to be dominated by agriculture
largely by default--there is little diversity in the rural economy of that
region.

This map is not alone sufficient to identify agricultural communities
since 28 states, including such farm belt states as Indiana, Ohio, Missouri

and Michigan have no counties in either category. On the other hand certain
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highly urbanized counties gsuch as Los Angeles, Tucson and Phoenix, Arizona
are included among the top producing agricultural counties.

But the map does suggest that if we are to think of agricultural communities
as those most economically dependent on agriculture, then clearly "agricultural"
communities are not as vbiquitous and dispersed about the country as they were

a gencration back.

The Emergence of a Dual Agriculture

A part:of the reason why agricultural production has become more highlv
concentrated is that some areas of the count;y have experienced a more profound
pattern of farm consolidation and increasing size of farms than others. That
has occurred in part because the topography, climate and productivity of the
land in some regions have contributed to making larger scale and mechanization
more economically feasible, -

USDA data for 1981 reports slightly over 2.4 million farms in the country.
0f those, about 4 percent (112,000) accounted for 50 percent of total cash
receipts and 87 percent of net farm income. Conversely farms selling less
than $20,000 in farm output per year included 6! percent of all farms but
accounted for only 6 percent of cash receipts and had a net loss from farming
equivalent to 8 percent of total agricultural income (USDA, 1982). The key
to perpetuation of these small farma lies in off-farm employment and income
sources of the operator and family. Operators of these smaller farms were
receiving an average of more than $20,000 in off-farm income (USDA, 1982).

farger commercial farms have also been a part of a general move toward
specialization in production. Specialization has tended to characterize not

only individual farms but also regions. Some commercial farming regions have

123

O

RIC

Aruitoxt provided by Eic:



118

become largelv devoted to cash grain farming, while others are characterized

by dairy, broiler production, livestock feeding, cattle raaching, etc. 1Lf, as
stated above, the organization and character of communities is directly influenced
by the type of economic base then the conditions have heen produced to expect

considerable variation between communities in different agricultural regions,

Implications of & Dual Agriculture for Community

Important to our analysis of agricultural communities is that small farms
and large farms tend not to be interspersed, There are regions and states
where large output farms predominate--those described above. On the other
hand there are major regions and states where small, part-time farms constitute
the majority. Most of the states of the southeast, for example, can best be
described as small farm states, Similarly there are noticeable differences
between ane part of some states and another; e.g. east Arkansas is dominated
by commercial farms wnile small farms dominate in west Arkansas. Similarly
west Oklahoma is generally commercial, east Oklahoma generally small, north
Missouri generallv commercial, south Missouri small, etc:

The topography and productivity of the land seem to play a contributing
part. Small farms seem to be most prevalent in hilly, mountainous or more wooded
areas of the country, Such characteristics of the land tend to discourage larger
scale mechnization and the consolidation of farms that usually follows. On the
other hand land of marginal value for capital intensive agriculture has often
been lower priced and more suitable for recreation, hobby farming and rural
residence.

These geographic and structural factors are important to our concern with

the relationship between agriculture and community because small, part-time farms
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have a different relationship with the rural community than larger commercial
farms. A part of the difference in relationship {s attributable to the
importantly different social, economic and demographic trends associated with
each kind of region over the past decade or two (USPA, 1982). Areas dominated
by small farms have generally experienced the greatest amount of expansion and
diversificaton of their economic base and have been recipients of wuch of the
recent rural population turnaround. Conversely states and regicns dominated
by larger commercial farms have generally either lost population or have
experienced a slow rate of growth (Beale, 1982).

To provide some support for this generalization we made some comparisons
between rural Missouri counties characterized by larger commercial farms and
an equal number of counties dominated by small farms, The larger farm counties
were taken as the 20 counties having the highest percentage of farms in the
"over $40,000" gales class according to the 1978 Agricultural Census. (There
are 114 counties in Missouri, 97 of which are non-metropolitan) The small
farm dominated countiecs were taken as the 20 counties having the smallest
percentage in the "over $40,000" gales class. The "large" farm counties
averaged 38.4 percent of their farms in the over $40,000 category: the gmall
farms counties averaged 6.5 percent in that sales category. None of tie 40
counties wers immediately adjacent to the Kansas City or St, Louis metropolitan
areas, As indicated in the attached table the two sets of counties tended to
be quite similar in average population and in average number of farms per
county,

The larze farm counties experienced an average of +0.7 percent population
growth, and a 6.0 percent increase in number of businesses, from 1970 to 1980,
while the small farm counties experienced more than 23 percent average growth

in population and 26 percent growth in non-farm businesses.

!‘ L)
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Population and Business Change in Missouri
Small and Large Farm Dominated Counties

Changes in

Number Change # nonfarm
Pcpulation farms in pop. businesses
1980 1978 1970-80 1970-1980

20 Counties Most

Dominated by

Large Farms 16,400 925 0.7% 0.6%
Without 6 Counties
Having a Town of
7,500 or more 10,900 797 -2.0% 1.72

20 Counties Most

Dominated by

Small Farms 17,800 735 23.3% 26.3%
Without 4 Counties
Having a town of
7,500 of more 12,200 658 25.3% 28.4%

Regardless of the tvpe and significance of agriculture in a local economy,
the presence of a larger rown producec effects bevond those directly atrributable
to agriculture. Among the 20 large farm counties there were six that included
A town of 7,500 or more; four among the small farm dominated counties included a
larger town. When those counties are eliminated from the average the differences
are even more pronounced. The larger farm counties as a group declined by 2.0
pereent in population and had a very slight increase in number of businesses
while the more rural among the smail farm dominated counties exhibited larger
increases in hoth population and businesses when the counties with larger towns

are omiteed.
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COMMUNITY DEPENDENCE ON AGRICULTURE AND VICE VERSA

The traditional view of the relationship between agriculture and community
stressed mutual dependence, with agriculture supplying the economic base and
the community supplying services in support of agriculture. 1In the past because
there were more farms in all parts of the country, each having fewer and simpler
needs, the closest community was most often the locus of the off-farm support
structure~-~-the bank, conperative, school, repair services, household goods,
market outlets, etc. Most of the surrounding agriculture economy flowed
through the community both ways=--inputs coming to farms and outputs leaving
farms--and in so doing it helped sustain the community economy. But recent
rural trends and the changes in agriculture structure outlined above, contribute
to a revision of that view--but in different directions fur small and for large
farm regions,

The more vigorous pattern of rural growth and expansion in small farm
dominated regions supplies some explanation for the persistence, and even
growth, in the number of small farms. Rural industrialization and off-farm
economic expansion in thcse regions have made it possible for small farms to
survive, by becoming part-time farms, and by providing a source of supplementary
farm family income. Thus in those regions, rather than the community being
dependent for coétinued existence on farms, it appears that the reverse is
more likely the case--the continued existence of these farms may be at least
partially dependent on the viahility of the off-farm economic base. Should
the future include a decline in off-farm employment in some small farm dominated
areas, it is reasonahle to expect that there would be a decline in small farms

in the area as well.
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Conversely in larger farm regions, especially smaller communities remain
generally more economically dependent on agriculture, in part because there has
been less diversification of the rural economy in those regions. Expectations
are that continued farm consolidation, without a concomitant diversification
in economic base, will continue to produce a downward multiplier on the community,
causing continued decline in population and community based servic;s (Flinn and
Buttel, 1982). This has been happening for several decades especially in those
regions currently dominated by large farms. 1In those regions expectations are
that farms will continue to expand in size (Heady, 1980).

But we offer the observation that many smaller communities surrounded by
large farms, which are becoming larger, may be experiencing a form of double
jeopardy. They may not only experience the effects of fewer farms, hut the
very size of the farms themselves may contrihute to a smaller portion of local
farm economic transactions flowing through the closest community. Large farms
have a large appetite for capital and production inputs as well a8 & need for
often specialized markets. Consequently their requirements may exceed the
capacity of the services and institutions of the nearest small towns. Thus
many of the support needs of larger scale commercial agriculture do not flow
through the local community economy.

It appears therefore that large farms are increasingly becoming associated
with a large farm support structure, many features of which are to be found
in a multi-community or county region rather than being duplicated in every
small farming community. Thus many smaller cormurities, in the midst of some
of the more productive agricultural regions, are finding themselves extenpively

by~passed by the capital intensive agriculture that surrounds them.
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CONCLUSION

We have attempted to show, that if there ever were a generalizable
relationship between agriculture and community, that events of recent years
have rendered such generalizations obsolete. At a miriamum region, size of
farms, type of farm output and the extent of off-farm economic activity all
produce differeat consequences for rural communities.

Given the requirement of brevity we have chosen to focus most attention
ou the increasing stratification between the relatively small number of large
commercial farms and the large number of remaining farms. They are located
in different parts of the country, place different demands on their environment,
and produce importantly different lmplications for the communities they surround.

In concentrating on small and large farms we have neglected a rich history
of research on community organization associated with different kinds of
farming. Different kinds.of farms have different implications for the social
class structure of communities (Goldschmidt, 1978), for community participation
(Heffernan, 1982) and on soclial values and attitudes (Flinn and Buttel, 1982)
to mention but a few. But throughout much of the research on the relationship
between agriculture and community the size of farms surrounding the community
occuples a prominent place. When it comes to the effect on community one farm

is not the same as another.
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NATURAL RESOURCES AND AGRICULTURAL COMMUNITIES

Kenneth R. Farrell®

Agriculture is the largest single user of natural resources. The ade-
quacy of that natural resource base, quantitatively and qualitatively, to
sustain development of agricultural production and rural communities in the
decados ahead has been the subject of much discussion and speculation in
rocent years. In this paper, T explore two broadly interrelated issues in
the context of the next decade or two., The first is whether the availability
of natural resources will become a serious constraint to development of U.S.
agriculture; the second pertains to the quality of the natural anvironment as
{t relates to agriculture. Neither is a new or novel issue. But each may

pose critical public policy choices in the years ahead.

NATURAL RESOURCE AVAILABILITY

To speculate on avallability of natural resources and its implications
for the future requires that we consider two broad, interrelated sets of
relationships - (1) the demand for natural resources in both agricultural and
nonagricultural uses, and {2) the supply of those resources and technology
1ikely to be available to compiement or substitute for natural resouraces in
agricultural production, Each is complex and highly unoertain but, stripping
away the caveats, let me try to bring them into brief, speculative perspoc-

tive.

#Director, Food and Agricultural Pollcy Program, Resources for the Future,
Washington, D.C.
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First, the demand for agricultural products themsclves and what that
might imply for future natural resource needs (demand).

On one aspect of the future there {3 a widely held consensus, even by
economists--the prospective expansion in domestic demand for food well into
the 21st century, by itself, poses no major threat to the U,S. resource base.
The combined effects of increases in U,S. population and economic growth
suggest {ncreases 1in aggregate demand for food of slightly less than one
percent annually by the year 2000. A heavily subsidized program to produce
ethanol, of course, could add to domestic agricultural demand for resources.
However, barring precipitous increases in petroleum prices and assuming
continuance of the general emphasis of current U.S. energy policy, the growth
in commercial demand for agricultural commodities for athanol production will
be marginal at least to the year 2000.

But if there is genoral consensus on prospects for domestic demand, the
same cannot be said for oxport demand. Projections of recent years in annual
growth retes i{n exports range from 2.3 to 6.5 percent to the year 2000 from
the relatively high levels of the 1970s.

There are, however, several reasons to believe that the high rates of
growth in U.S. exports in the 1970s will not be sustained even to the year
2000, First {s the likelihood that price {ncreases which would attend such
growth would dampen foreign demand and encourage production outside the
United States. Second, some of the events of the 70s which triggered rapid
expansion of U.S. exports may have represented cyclical or transitory, rather
than long term, shifts in export demand. And, trere i{s cautious, but growing
optimism that the developing countries where much of the potential growth in
food demand resides, will continue to enhance their own agricultural produc-
tive capacity through a more appropriate mix of capital investments, research

and development, and more foresighted forms of public policy stimult.
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But, what about demand for resources for nonagricultural uses? Over the
past decades, U.S. agriculture has become increasingly Iinterdependent -
economically, socially, politically - with other sectors of the U.S. and
world sociaties. That interdepandence can be expeoted to grow into the 21st
century and with it will come increasing conpétition for natural resources.
On the margin, the value of water and generally the value of land in non-
agricultural uses will continue to exceed its value in agriculture. Thus,
where markets are operating unfettered and efficiently, agriculture in many
loecations will be in a weak competitive position for use of those resources
in the 21st century as 1t {s now. Somewhat related is the likelthood of
continued slippage in the political power of agriculture at the national
lavel and in many states. By the 21st century, agriculture will find
increasing difficulty to obtain or even maintain "special interest" policies
for water, other resources, or for that matter, agricultural comodities
themselves,

Clearly, further transfers of resources from agriculture will occur in
the next two decades and beyond. 1In the case of water, the transfers could
well be much larger than in the past two decades through expansion of the
market for ground water rights and institutional interbasin transfers.
Howevar, the rate of conversion of agricultural land may de~line as a result
of saveral factors. National population growth rates are slowing; the
dramatic migration from metro to nonmetro arcas in the 70s likely will slowj
the rate of houschold formation likely will decline beginning in late 1380ss
construction rates for new airports, water and highway transport systems,
dams and reservoirs--all significant claimants upon cropland in the past-have
already slowed. Recision or deferral of plans for construction of several
ma jor synfuel plants, have lowered projections of conversion of coal-and

shale-endowed agricultural land in the next decade or two.
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Summing up, competition and demand for resources will continue to
increase tnto the 21st century. However, the "demand-pull®" thesis which
ardergirded the more extreme food-resource scarcity scenarios of the 1970s
seems overstated {n the context of current perspectives. Still we might
expect as much as 20-25 million additional acres of agricultural land (8-10
million cropland) to be converted to nonagricultural uses by the year 2000,
Considering that demand and the additional requirements which might be needed
to acccmmodate domestic and export demand for agricudltural commodities, a
plausible "guesstimate™ is that total additional demand for cropland might be
35-50 million by the year 2000 from the current "cropland reserve™ estimated
to be about 127 million acres.

Does that mean rising real costs for both food and resources intc the
21st century? Tt is tempting to say yes. There is unly a finite amount of
land and water available. But resource fixity is meaningful only in a
physical context. Resource use is determined by human choice and powerfully
influenced by social and economic criteria. Scarce resources are socially
valuable resourcea. As a resource become scarcer ana more socfally valuable,
users conserve that resourco by substituting other resources and by adopting
resource-3aving technologies and management practices currently available or
induced by scarcity. This principle of substitution is dramatically evident
in the performance of U,S. agriculture in the past century.

The avatlabtlity and price of water and energy rather than land appear
to be the more critical natural resource variables for agriculture through
the remainder of the century, particularly in the West. 1In the absence of
subsidized large i{nterbasin water transfers it scems clear that water will be
increasirgly costly in the southern Great Plains with the possible result of

foreing conversion of substantial amounts of land from irrigated to dry-land
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farming systems. Tranafer of water from agriculture to meet demands in
growing urban centers in the West and Southwast are 1likely to induce major
adjustments in agriculture In those areas. Quantification of Indian and
Federal claims to water of the Colorado River and other water sources in the
West pose other potentially unsettiing issues for agriculture. And, it scems
evident that there will be no large scale Federal {nvestment in the next
dacade or two in large scale water development projects. Public poliey for
water in the West is moving from that of development of additional supply to
that of managing the increasingly more valuable current supply.

What scems likely to ensue over the next several decades %3 a series of
marginal agricultural adjustments to higher priced water--more efficient
water application, reduced rates of application, shifts from lower to higher
valued crops, and shifts In resource use and production patterns within and
among regions ofhthe country. The potential to conserve water from Such
adjustments {3 substantial. For example, {t {8 estimated that current water
applincatinn nfficiencins of about 50 percent could be inereased to 8% percent
by changing appliecation techniques--a T percent gain. 1In the context of the
Wost as a whole, the physical requircments for water to meet projected urban
and nther nonagricultaral ases to the year 2000 are smail relative to the
tntal quantities now used in agriculture. Nevertheless, the water {ssue will
he the anarce of many 4ifficult, nontroversial cholces in the decades ahead.
Nne of the major challenges ts to develop more offective inatitutions to
rodacn distortinons causad by polieciers predicated upon the premises of an
abindant, lnw-priced natural resource.

Agricaltural adjustments to the higher cnergy prices of the 19703 have
already heen  sabstantial--conservation in 43¢ of enorgy-based products

thrnagh auch technolagies as minimum till, {ntegrated pest management, ectc.
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Crosaon of RFF predicts that by the year 2010 as much as 50-60 percent of the
nation’s cropland might be farmed by means of conservation tiltlage., Although
valnerable to any major intnrruption of energy suppilies, it appears that
further moderate, gradual {ncreases in energy prices could be accommodated in
agricnlture withoat major impacts on agricultural communittes or the nation’s
food sapply by the year 2000,

l.ikewise the so-called cropland crisis of the 1970s seen in the light of
the principle of rescurce substitution scems less forgboding than popularly
deplcotad at that time. Although the annual net conversion of 875,000 acres
of cropland {n 1967-75 has been highly dramati- 4, {t constituted only
slightly more than one-tenth of one percent of the 540 million eropland base.
Rvan (f converstons were to continue at that rate, which seems unlikely for
reasons T have indlcated, the cumdletive losses to the year 2000 would be
only 3-% percent of the 540 million cropland base. Nevertheless, that
cropland base is a valuable national asset, che future use of which warrants
oar careful attention. And, preoccupation with a single national levnl
atatistic can be misleading. All land {s not created equal! Soll charac-
toristics differ and in combination with climate and management variablas may
haQo unique characteristics for production of high-valued crops. Thus, while
the eropland base does not appear to be a physically or economically limiting
factor to development of agriculture in the next decade or two, that should
not suggest that actions to conserve it, maintain its quality, or regulate
{ts rational, ecconomic n1se¢ at the local 1level are eoither irrelevant or
unnecessary. Indeed the 1issues and choices of land use planning to serve
multiple demands are likely to be increasingly lmportant policy issues at

loeal laevels in decades ahead.
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With raspect to the stock of resource-saving technology currently
available or likely to come "on-stream" in the next decade or two, weientiats
suggest that yields for major crops most probably could be f{ncreased 40-50
percent by the year 2000 relative to current levels with technologles now
available or readily avaflable from the "shelf,." Imprescive gainy 1in
livestoak productivity are cited as possible within the next decade or two.
And there are many who suggest that with additional investment {in basic
research, major breakthroughs to enhance both crop and livestock yields are

possible by the year 2000 or bafore.

AGRICULTURE AND QUALTTY OF THE NATURAL ENVIRONMENT

The relationship of agriculture to quality of the natural environment
posas another set of i{ssues of growing importance and controversy -- {ssues
which seem 1ikely to pose several critical public poliey choices i{n the next
two decades.,

There are those who contend that the current "high-tech" agricultural
production system {s a major source of environmental degradation in the
United States. Some contend that the system {s s{mply not sustainable in the
long run as a rasult of {ts self-defeating tendency to {mpair the quality of
natural resources upon wvhich {t depends. An opposing view is that technology
and improved management regimes are available or can be developed to ameli-
orate {f not eliminate, the worst of the environmental abuses attributed to
"high-tech” production system. Further, contend such spokesmen, no alter-
native practicable system ts avatlable unless we are prepared to pay much
higher prices for food--11fe consists of a series of tradeoffs between that

which is optimum and that whioh is attainable,
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Thre.e major problems complicate resolution of these i{ssues., First, is
that scientific evidence is lacking in some respects on basic relationships
involved in the controversy, e.g., the fate of pesticlides after they leave
the farmer’s fileld. Second, 1is the difficulty in valaation of the social
costs of the environmental externalities.-soil erosion, sadimentation,
salinity etc.--deriving from agricultural production. Third, institutional
mechanisms are not adequately developed to {nternalize to agricalture the
social costs of environmental degradation even {f they could be accurately
valuated.

Crosson and Brubaier, RFF, have published recently a comprehensive
report on the subject of the resource and environmental offects of U.S.
agriculture i{n which they speculate on such effects to the year 2010. Among
the troublesome oenvironmental problems associated with agricultural produc-
tion - pesticide, insecticide, herbicide pollution; eutrophication; salinity
of soils and water - they conclude that the major threat to the nation’s
anvironment {3 that of s0il erosion through its offects on water quality and
potential productivity leosses on agricultural cropland,

AMlr pollution, which derives largely from sources external to agricule
ture, ls of growing concern not only because of its immediate effects on
agricultural production in urban areas but because of its potential longer
run effect= on the climate of the globe and upon 1life support systems in the
form of "acid rain" and "greenhouse effects." Much additional scientific
research 1s required before reliable assessments of the impacts of such
pheonomena can be drawn. However, looking well into the 21st century, such
{ssues could readily become the source of increasing social concern and

require difficult pudblic cholce on a global basis.

138

O

RIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

128

Thus, the 1ssues surrounding agriculture and the quality of the natural
anvironment are neither transitory nor ephemeral., Nor are solutions simple
or ahsolute. It i3 impossible to reduce the environmental risks of a
*high-tech" agriculture to zero: tradeoffs between food production and
quality of the environment are required inevitably. By the 21st century, the
choteces will be more complex, more difficult, and more important to both

agricalture and the remainder of society.

SOME POLICY ISSUFS AND OPTIONS

The scenario I have dapicted for agriculture and natural resources in
the next decade or two is based on cautious optimism of the capacity of the
sector to adjust to what 1s clearly an uncertain and potentially highly
unstable economic environment. It may be that our best strategy is to hope
for the best but be prepared for souething less!

T see no immutable imperatives to suggest an approaching crisis in U.S.
agriculture or 1?'the availability of natural resources for future devel-
opment of agriculture. Despite this optimism, it would be erroneous to
conclade that there 18 no cause for concern about elther, Complex, critical
public poliecy issues and cholecus will confront us, Generally, we will need
to develop institutions to encourage more efficient use and socially desir-
able allocation of water. Policies and institutions to guide rational, anje
orderly, and faralghtaed use of land will pose other choices not on the vasis
of an impending national cropland crisis but on the besis of long term neads
to serve multiple uses and protect the quality of an increasingly valuable
resource.

Some of the most difficult and critical choices we will face turn not on

the qantity of natural resources per se but on the quality of resources and
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relations of agriculture to the natural environment including those which
Castle terms "open access" resources which lie outside the operétlon of
commercial markets., We are not well prepared to address sclentifically or
quantitatively the tradeof.’ terms between environmental quality and provision

of food and fiber. The development of more coherent, integrated, and con-

. sistent public policies involving agriculture, natural resources, and the

environment will require much greater attention and more difficult choices in
the future than in the past. The need to target more closely agricultural
production adjustment and natural resource protection and conservation
policies and programs to environmentally vulnerable arecas is obvious.

And there are critical choices to bs made with respect to investments,
public and private, in research to maintain or broaden our options in the use
and conservation of natural resources and the environment. In the past,
sooiety has chosen to make substantial investments in agricultural research
oven at times when current technology was contributing to current ecoromic
surplus on the promise that those investments were a form of social insurance
against long term food and resource shortages. Will we continue to do s0?
If 30, what strategles are most appropriate? {f cropland and water will
become increasingly scarce cconomic resources for agricultural communities
are current R and D policles appropriately targeted and adequately funded to
produce new or improved land and water conserving technology?

Finally, we should bear in mind that the costs of ad justment in fuature
ase of natiral reso.drces in agriculture will not be distributed equally among
agricultural comminities nor among persons in any given community. Some
agricultaral commuantities atand to lose from higher-priced water, for example.
Some may galn as a result of regional or interregional adjustments. Tt
follows tha* bacause of uneven distribution of resources within communit!es,
the costs (and benefits) of adjustments {n resoarce a3 will 4iffer among
{ndividuals in the community. Thus, public policles to assist in equitable
adjustments among ard within communities mist not be overlooked in the design

of national policies for agriculture and natural resources.
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SUMMARY AND RECOMMENDATIONS

INTRODUCTION
Background

Rural America is wondrously diverse. Some rural areas are changing
rapidly; some are not. Some are bursting at the seams with new
reside: ts; some are quietly dying because they have been forsaken by
succeeding generations of young People. Some rural areas are basking
in prosperity, and their residents enjoy many of the amenities of
urban life; some rural areas remain remote, {solated, and lonely
Places whose residents struggle to make ends xeet in an oppressive
atmosphere of grinding poverty. Some rutal areas are becoming more
and more like urban areas; others are becoming less so. One can have
a hot argument about whether convergence or divergence is the more
important trend for rural America, with compelling evidence on both
sidess it all depends on the area and the traits that concern one
most. Regions differ in culture and history. Communities range from
& lobster port in Mai- 4 to a ski resort in Colorado, to a lumber town
in Idaho. There are also similarities, however, in institutions and
human aspirations and {nteractions. Pew generalizations about rural
America are valid, because any valid generalization would have to be
80 carefully hedged with qualifications that it could hardly be
considered a generalization.

Rural areas will always be different from urban areas, to some
degree, because of space and the cost of distance, which lead to many
of the advantages and disadvantages of rural areas. Public and
private institutions in rural areas must respond differently to the
problems and potentials of open space and few pecple. Many rural
Pecple have job links with a natural resource base that demands
extensive area for its effective use, and the rhythm and style of
rural life are often tied clasely to natural events. Por many
reasons, more rural than urban families are poor and live in
substandard housing, and rural people suffer higher rates of chronic
disease, infant mortality, and other measurzes of poor lealth (Deavers
and Brown 1979).

We know a great deal about rural America, and the forces that are
shaping it, but we know too little. "Where we are," "where we have
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been,® and "how we got here" are all subject to dispute. The
procedures used to collect and disseminate data about rural people and
their problems have never been entirely satisfactory, and today they
are increasingly obsolete. Current data practices emphasize a simple
dichotomy between rural and urban, or between metropolitan and
nonmetropolitan, but rural areas and people quite definitely are not a
homogeneous and undifferentiated residual of urban or metropolitan
America. Current data continue to be more available for farming than
for other economic activities, but farming is only one of many
economic activities in rural areas today. The census of population is
taken only once a decade, and census data are soon out of date in
rural communities, as elsewhere; but formulas for transferring federal
and state funds to local governments, which have become an important
source of revenue for rural governments, continue to use census data
or crude estimates. Data on public and private economic activities in
s3all areas are inadequate for evaluating the effects of governmental
policies and programs on geographic patterns of developuaent.

Society's ability to alleviate the problems of the needy, who are
still disproportionately concentrated in rural areas, is handicapped
by the lack of data on target populations, program recipients, and
program effects.

Discovering What Concerns Rural America

The panel and its staff undertook a variety of activities to obtain
information for the study. Staff members interviewed officials at the
national level and panel members interviewed people involved in rural
development in their home states. A letter survey was mailed to more
than 600 people, in a random sample of 465 counties, in~uiring about
rural development issues and data needs. Two workshops were convened
to discuss the recommendations under consideration by the panel and to
check the completeness of the list of data needs the panel had
{dentified: the participants in the first workshop were regional
(multistate) and state planners involved in rural development; the
participants in the second workshop were representatives of rural
interest groups.

Intended Audience

This report is intended primarily for policy makers and for decision
makers who can initiate changes needed in information systems relevant
to rural development. At the federal level, the Parmers Home
Adninistration in the Department of Agriculture, the sponsor of the
study, is a key agency because of its financlial resources and network
of personnel at county, substate, state, and federal levels. The
Economic Development Administration in the Department of Commerce and
the Department of Bousing and Urban Development also have major
financial resources and sizable staffs. Another key network of people
and programs is the Department of Agriculture's Cooperative Extension



133

Service, which concentrates on information dissemination and
collection and education (rather than on delivery of physical goods
and services). These are the larger programs, but there are many
others at federal and state levels. At the state level, there are
state rural development coordinating committees with representation
from key agencies. The panel urges the members of these committees to
aid in the dissemination of this report and in the implementation of
{ts recommendations.

Producers of data are ancther important part of the intended
audience. Agencies at the federal level include, but are not limited
to, Bureau of the Census (Department of Commerce), Bureau of Labor
Statistics (Department of Labor), Economics and Statistics Service
(Department of Agriculture), several agencies in the Department of
Health and Human Services, and the National Center for Education
Statistics (Department of Education). We hope the state rural
development coordinating committees will also distritute this report
to appropriate producers of data at the state level.

Another important set of readers are elected officials and thelr
staffs at all levels of government. Providing timely and adequate
resources is clearly crucial to improving the rural component of
information systens.

Finally, some users of rural data will find cur extensive
documentation of sources of information useful. This documentation
was an important and necessary part of our task, and we are pleased to
share the results.

THE PROBLEM CALLED RURAL DEVELOPMENT

Improving the life of rural people is the major goal of rural
development policy. Everyone agrees that goclety should strive to
satisfy the basic Physical needs of all people, which include enough
food, clothing, and shelter for an active life and health care for
preventable diseases and for curable illneases. Other widely shared
goals of development include better education, improved public
services and community facilities, greater economic opportunity, and
careful management of natural resources, especially nonrenewable
resources. The pursuit of these specific development goals is
influenced by two additional goals: an equitable distribution of
opportunities, goods, and services, and self-deternination at the
community level,

piverse philosophies characterize the debate about an appropriate
national policy for rural development. For example, one view holds
that the federal government should focus on human resource and job
development programs for people who are poor or unemployed. Another
view focuses on area development directly increasing the economic
activity in a rural area through industrial, infrastructure, or other
development programs. A third view holds that a unified national
rural development policy is neither politically feasible nor socially
desirable because rural areas are too heterogeneous and because pecple
want local self-determination.

Q -1-41 Gi
ERIC

Aruitoxt provided by Eic:



134

The panel takes no position on the appropriate public policy for
rural development. The data concepts and procedures for collecting
data that the panel recommends will be helpful to those who must
select among policies and will also aid in the implementation of

whatever national policy is chosen.
Two important principles emerge from an examination of current

rural development policy: rural developaent is an {ll-defined
problem; and rural development must be part of total development.

Rural Development: An Ill-Defined Problem

The factual ("what is"), prescriptive ("what should be"), and
operational ("iow to get from here to there®) dimensions of rural
dsvelopment are all ill-dsfined.

Pirst, our knowledge of rural people and their environment is
imperfect and incomplete. Regular collection of information about
small, sparsely settled areas is expensive, and the data base for
rural areas consists of annual statistice for large aggregations of
areas with only occasional benchmark data for census years for emall
areas. The aggregated data are often misleading because rural areas
are 80 heterogsneous. The pansl believes, although it cannot be
proved, that the diversity within rural society today exceeds that
betwesen rural and urban life.

8econd, the prescriptive dimension of rural development is equally
ill~defined becauze of ths hetsrogeneity of rural areas, the political
fragmentation of rlral people, the disagrsement among rural peocple
about growth and planning, and the lack of coordinution of
governmental sfforts on rural issues.,

Third, the operational aspects of development policy are not well
underetood. Linkagss between the tools available to government and
their effects on the quality of 1ifs are well defined only when the
chain of causation is short and direct. The indirect effects of
programs probably ars significant in the aggregate, but causal chaines
and magnitudes are largely a aystery.

Ths panel was charged to make recommendations, not about rural
dsvelopment policy and analysis, but rather about improving the
statistical foundations for ressarch, policy analysis, and program
implementation. We would be rsmiss, however, if we failed to
recognize current conditions and to anticipats futura directions that
ars relevant to planning. Rural development will remain an
ill~defined problem at ths federal and state levels for ths
foresesabls future. Many individual rural communitiss will reach a
consensus about their problsms and nseds, but thoss local decisions
will be different from community to community, they will receive only
casual and sporadic attention at state and federal isvels, and thsy
wvill not sum to a national policy in any conventional ssnse. Pederal
and state governments will continue tO serve specific needs with
specialized programe that are coordinated poorly if at all,

Information systems, if they are to be sffectivs in such a policy
snvironment, must be flexible and accessible at all levels of
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government. The heterogeneity of areas and changes of values and
beliefs over time demand flexibility. Local decision marers must have
access to data, and to producers of data, as they struggle to solve
local problems while meeting the demands of state and federal
requirements. Federal and state decisidn makers must have data that
are comparable over many areas in order to make efficient and
equitable allocations and to design apprupriate programs. Although
decisions must always be made in some degree of uncertainty, current
information systems must be improved and sugmented to meet those data
needs.

Ruzal Development: Part of the Whole

The United States does not have, and should not attempt to develop, a
comprehensive "rural data base® or a "rural data systea" separate from
the information systems for other sectors of the population. The
growing interdependence of rural and urban people causes the probleas
of each group to affect the other, and policies designed to meet the
needs of either group will affect the other. Rural areas do have
unigue features, however, as well as considerable diversity, and there
are good reasons to ask whether rural residents are served adequately
by current data systems and institutional arrangements.

These two related points indicate that the panel had a difficult
task=-a review of all data systems for accurate and equitable
treatment of rural people and rural communities. The panel
established priorities in attempting to make its task manageable, but
it remained awesome even when it was restricted to subjects clearly
and directly related to the quality of life of rural pecple.

RECOMMENDATIONS

The creation of information systems adequate for the needs of decision
makers dealing with rural development requires a multidimensional
strategy. Conventions and standards must be adopted in order to
facilitate communication and mutual understanding, but these
conventions should allow considerable flexibility. Improvements are
needed in some of the basic procedures for generating and reporting
data, which affect a number of data series. The institutions linking
data producers and data users must be strengthened ¢o that each group
will understand the problems and potentials of the other. Pinally,
there are a few specific high priority needs for new data collection
instruments and improvement of existing procedures. Our strategy and
recommendations emphasize the development of the essential
institutions, standards, and methodology rather than new. large-scale
data collections. The panel was mindful of the cost implications of
the recommendations and was parsimonious in recommending the
collection of new data. Most of the recoamendations can be
implemented at a relatively low cost. (The chapter designation
following each recommendation indicates where the detalled disucssion
of the recommendation and underlying rationale can be found.)
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Conventions and Standards

by kg Rurality is a multidimensional phenomencn
and no single definition of rural ies satisfactory for all purposes.
There are obvious polar extremes of urban and rural, but in the fuzzy
aiddle ground, a value that is critical in terms of one criterion may
have little or no significance in terms of others. There i8 nO clear,
unique, and unambiguous concept of "rural®; it is a concept evolving
out of experience that, by consensus, is accepted as having meaning
but one that caunot be defined preclsely.

Curzent reporting practices for rural data are highly variable and
often frustrate rather than facilitate aggregation and comparisons.
$ince no single definition of rural is feasible or desirable, data
should be organized in a building~block approach. The basic building
blocks of the data base should facilitate aggregation regardless of
how rutal ie defined. The Oounty is the most commonly used geographic
unit for reporting saall-area data.

ndat| County Coding. The Panel recommends that
federal and state data be recorded with a county code to permit
tabulations for individual counties and groups of counties
(Chapter 2).

The aultiple programmatic definitions of rural have discouraged
evaluations of the effects of gove:;nmental activities on the
geographic distribution of growth. The difficulties of aggregating
data and making comparisons between Programs have frustrated the
coordination and assessment of overall economic development policy.
Although no single definition of rural would be appropriate for all
purposes, varying legislative requirements and agency interpretations
have created a great deal of confusion within the federal government.
Of course each agency must adminieter ite programs in compliance
with the law, but at the very least its projects should be identified
by a ~ounty code. It is especially important for federal agencies
awarding grants or oontracts to include the county code in their
gecords.

County classification To make comparisons and assessments of the
geographic impacts of programs, A& common aggregation scheme for
counties is needed., A further distinction between urban and rural
areas within counties would be desizable. The Statistical Policy
Division in the Office of Management and Budget should take the lead
at the national level in initiating and coordinating development and

in overseeing implementation.

Recommendation: Classification Scheme for tropolitan
Counties. The panel recommends that a standard classification
of nonmetropolitan counties relating to level of urbanizatica
(in the spirit of the Hines et al. (1975) classification) be
developed for use in program analysis and evaluation at sach
level of government. If possible, the county classification
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should be suppplemented by a distinction between urban and
rural areas within counties (Chapter 4).

FPederal role Although many programs and data systems are
appropriately left to state and local governments, the use of
standardized definitions and procedures at state and national levels
has distinct advantages. The function of making comparisons and
aggregating state data, which is necessary for improved understanding,
can be performed effectively only at the federal level in a broad and
continuing dialogue between users and producers of data at the local,
state, and federal levels. The responsibility for coordimation and
standards at the federal level should be in the Statistical Policy
Division.

Recommendation: Pederal Role in Coordination and in Setting

Standards. The panel recoomends that the federal government
take a more active role in the coordination of statistical
activities and in developing and promulgating common
definitions and other statistical standards that are
appropriate for implementation at the federal, state, and local
levels (Chapter 4).

State role Statistical activities and standards must also be
managed at the state level, States are solely responsible for many
statistical programs, and state officials have a major interest in
many other statistical activities in which the state sharas
responsibility for producing data with other levels of government or
for which the state is a major user of data produced by other
governmental levels. The panel believes that each state should have a
program-neutral statistical coordinating agency with statewide
cesponsibilities. Developing statistical standards is a consensus~
building process that needs to be very open and to be managed in a way
that recognizes the many difficult decisions on use and production of
data that must be made at each level of govenment.

Recommendation: State Role in Coordination and in Setting
Standards. The panel recommends that each state designate or

develop an organization for managing the state's role in
statistical coordination and in establishing and implementing
standards, Lf such an organization does not now exist
(Chapter 4).

Baslic Procedures for Generating and Reporting Data

Standard statistical areas The difficulties of defining rural
should not he allowed to result in inequitable treatment for rural
people, as may occur when rural is defined as the residual that
remains after the delineation of urban. The quantity and gquality of
statistical measures for the general population and for specitic
target groups should be comparable over rural and urban areas.
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A specific concern of the panel is that the "balance of state"
statistics often reported for nonmetropolitan areas are inadequate.
sStandard metropolitan statistical areas (SMSAs) are used extensively
for statistical purposes, leaving other areas in a residual non-SMSA,
or nonmetropolitan, category. Urban centers are designated as SMSAs
when they exceed a population of 50,000, and additions occur
frequently. A common practice is to compile and report data for
states, SMSAs, and a residual “"balance of state." Longitudinal
comparisons are hindered by the frequent changes in the "balance of
state” category that result from the proliferation of SMSA
designations. In addition, the statistics generated and reprnrted for
non=SMSA areas often apply to very large aggregations of people.

Procedures for obtaining, analysing, and repoiting data should be
developed to provide data for rural pecple and problems that are
comparable in scope and reliability to those for SMSAs. Designation
of standard statistical areas (8SAs) encompassing the entire
geographic area of the nation would provide continuous, inclusive, and
systematic data based on boundarins that would be changed less
frequently than the presently relaxed SMSA criteria. The SSAs would
be delineated in cooperation with states, conforming where possible to
substate planning and development districts, but encompassing more
than one such district when necessary to meet the statistical
reliability standards now used for SMSAs. Delineations would consider
nodal and homogeneous areas as used in designation of substate
districts. The procedure would preserve the building-block approach
for county data with appropriate urban orientation codes to facilitate
analysis of county differences within rural $SAs as well as among
rural and urban SSAs. If continued use of the label "SMSA" {s deemed
useful for an urban subset of the S5As, the rural SSAs could be
labelled standard rural statistical areas (SRSAs).

Recommendation: Standard statistical Areas. The panel
recommends that the Statistical Policy Divieion in the Office
of Management and Budget develop and implement a system of
standard statistical areas (an extension of the pPresent set of
SMSAs) to encoapass the entire geogzaphic area of the nation
{Chapter 2).

Small-area data The cost of surveys large enough to provide
reliable direct estimates of desired measures for small local areas is
prohibitive in many situations. 1In such situations it may be possible
to use existing information to construct local area estimates. Some
of the more promising statistical technigues are described in the
panel's report (see Chapter 12 and Appendixes G and H). The 1980
Census data provide a timely benchmarx for evaluating and refining the
methodology for smaking estimates and projections for small areas. The
need for improved estimates is especlally great for statistics that
are used to allocate intergovernmental grants because the qualicy of
those data i3 vital to program equity.

149




139

ommendation: Small-Area Estimates and Projections. The
Panel recommends that state and federal agencies give high
Priority to upgrading the quality of gmall-area estimates and
projections, particularly those used to allocate funds
(Chapter 12).

Health One of the most important components of federal health
programs aimed at alleviating geographic maldistribution of resources
is the identification and designation of those specific areas that are
most in need. While geveral shortage or medical “underservice®
indexes have been developed in order to allocate resources, the degree
to which any of these indexes contain the appropriate indicators to
specify those areas with the most health problems or the least medical
care is not clear. The indexes used now depend heavily on the
Physician/population ratio, a measure that has been found to be
misleading in geveral respects as an indicator of medical need. More
work is required to reach coneensus on an acceptable definition of
health service scarcity and to isolate and coabine the various
indicators of this important rural problem.

commendation: Meagures of Health Service Scarcity. The
Panel recommends that such Public Health Service agencles as
the Health Resources Adninistration and the Health Services
Adninistration devote further effort to the development of a
definition of health servi:: scarcity and to research on
measures of this concept {Chapter 7).

Education Education is an important factor in individual and
community development. The financing and organization of schools are
major concerns of state and local governments. The low density of
students in rural areas affects gchool organization. Deupite these
compelling and well-known facts, the National Center for Education
Statistics does not tabulate data on a rural-urban spectrum. A first
etep to improving data on education would be tc code sfchool districts
using the county classification scheme for nonmetropolitan counties
recommended above. A more refined alternative would be based on the
size of the largest place in the school district. Ultimately
classification of schools On 2 rural-urban spectrum would be desirable.

Recommendation: Rural-Urban Codes for School Districts. The
Panel recommends that codes for rural-urban location of school
districts be recorded with all school district data (pupil,
personnel, curriculum, finance, and facilities) to facilitate
comparison of resources available to rural and urban school
districts. The National Center for Education Statistice is the
appropriate organization to implement this recommendation
(Chapter 8).

.

Local data The panel has emphasized the limitations of federal and
state data sets in applications to problem definition and solution at
the local level. A desirable information network for rural
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developmant could not be complete and adeguate without primary data
collected at the locai level to meet local objectives. At that lavel,
expressions of goals, aspizations, attitudes, and perceived problems
can be generated. Many states and communities have been experimenting
with practical and inexpensive methods for generating such data.

tiong + 'The panel recommends
that the Parmers Home Administration encourage local efforts tO
genarate fural development data for local purposes. To this
end, the panel recommends that existing efforts at the local
level be surveyed and that particularly innovative and useful
examples be widely disseminated (Chapter 12). :

Distributjonal statistics Progress toward meeting development
goals often entails identifying particular groups of the population,
measuring their welfare, and meeting their special needs. Public
opinion has shifted from a general faith in the goodness of aggregate
growth to more sophisticated concerns for the quality of growth,
including the question of who gains and who loses. Numerous action
programs targeted for specific groups of the population have becn: a
response to distribucional goals and values.

The reporting of data has not kept pace with the increasing
commitment of society to distributional concerns and programs.
Tabulations too often reflect the outdated view that aggregate or
average msasures for an entire population are sufficient measures of
progress. There is potential for improved practices because
computerised data bases can be stzuctured so that distributional
information may be easily extracted, subject to limitations of small
sample size and requirements of confidentiality.

Recommendation: Distributional Measures. The panel recommends
that government agencies include additional frequency
distributions or measures of dispersion in presenting data,
especially for income, wages, housisg quality, health, and the
adequacy of public services (Chapter 12).

Institutional Linkages

The panel's review Of the current statistical activities for rural
development reveals a Pressing need for better comunication linkages
among the parts. In fact, the linkages and coordinating institutions
are either missing or so poorly developed that the term *"informat.ion
system® is not even appropriate. The recent conclusion of the
Advisory Commission on Intergovernmental Ralations that "contemporary
federalism is in serious disarray™ (Beam 1980:6) applies to rural
developwent with particular force. Some settled order of compatible
roles and of linking decision institutions must prevail from local
through federal levels of government before one can specify a coherent
rural development policy data base.
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State statistical service centers The ideal information system for
development policy, rural and urban, should recognize the
complementary roles of local, substate, state, and federal
governments. The system should facilitate communication of dsta needs
from users to producers of data and of information on potential
effective uses of existing data from producers to users. At the local
and state level the system should facilitate comparisons and linkages
among data sets. The system should not be designed and administered
solely as a means of disseminating data from producers to users of
data. wWithout an effective two-way linkage of users and producers of
data, maintaining policy relevance in information systems {s
impossible, and statistical resouzrces will not be used efficiently.

Recommendation: State Statistical Service Centers. The panel
recommends that each state develop or designate a lead
institution (or institutions) in the state to facilitate local
government access to wtate and federal statistical information,
if no such {nstitution currently exists. The panel further
recomsends that the federal government encourage use of the
statistical gservice centers by providing general financial
assistance and, in addition, that federal program agencies fund
the centers to maintain the local and state data bases
necessary for application to thelr programs (Chapter 4).

No confidential information, only publicly available statistical
aggregates, would be maintained hy these centers. The centers should
provide information on statistical date sources, prepare tabulations
Oon request, and provide other appropriate gervices. Some states may
wish to place in the center the responsibilities for gtatistical
coordination and standardization that we recommended above. The
center itaself should not produce statistice, because doing so might
generate bureaucratic conflicts in the statistical system. We note
that some states have already established statistical service centers.

State statistical service centers would focus the demand for new
data and together would have the political leveraqe necessary to
ensure a response from the federal statistical system. The neceasity
for such {nstitutions to communicate state and local data needs ie
underlined by the administration's failure to provide planning money
for the mid-decade census authorized by Congress. A mid-decade census
i3 critical for major improvements in state and local data. During a
workshop at the National Rural Center, a member of President Carter's
white House staff indicated that they were surprised by the lack of
support for the mid-decade census. He added that the adainistration
probably would not have withheld planning funds for a mid-decade
census in fiscal year 1981 if, for example, the National Governors'
Assoctiation had supported the idea of such a census.

Representation and data for ugers One way to ensure that the
interesty of local and regional users are considered in planning
federal statistical programv is to invite them to gerve on the various
advisory committees. The “ deral governmant should provide supporting
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services to the information network and should serve as a central
contact point and guide for those seeking information.

tion: Representation on Advisory Committees. The
panel recommends increased representation of local and reglonal
users of information on federal statistical advisory committees
(Chapter 4).

Recommendation: FPFederal Information Locator System. The panel
cecommands that the Federal Information Locator System (FILS)
be developed as fapidly as possible with an expanded mission to
provide public access to federal data sources (Chapter 4).

The FILS is presently designed to sezve the process of internal
federal government forms Clearance, not user needs, 80 additional
inforaation on data characteristics would have to be added to FILS.
Before FILS could be of substantial value to users, several user
services would also have to be developed. These user services should
include, but not be limited to, serving as a central contact point for
informat ion on data availability and sources, preparing annual guides
to federal statistical sources, and maintaining a computerized
bibliography of major regional and local data collection efforts. It
the Office of Management and Budget, which operates FILS, is not
considered the appropriate location for such a data user service, it
could be located elsewhere as long as an interactive computer link to
FILS is provided; to do otherwise would lead to major duplication of,
partially identical files.

Statistica)l training There is generally a low level of statistical
tzaining at the local level, although there are notable exceptions. A
constructive activity for agencies at the federal and state level
would be provision of statistical assistance to local agencies. An
attempt should be made to develop in nontechnical language the
statistical tools most needed for exploitation of existing data
bases. Sources of data could be identified and explained., In
sddition, it may be possible to develop manuals focused on sanpling
methods and questionnaire design for use in collection of certain
kinds of local data.

Recommendation: Manuals on Acquisition and Analyeis of Data.
The panel recommends that the Statistical Policy Division
initiate and coordinate the developwment of manuals to assist
local officials and planners in the acquisition and analysis of
data {(Chapters 9 and 12).

Data for grant applications Documenting need in grant applications
is one of the major uses of data at the local level. Local
governments rely heavily on generalists and have limited capacity to
handle the myriad requirements and expectations of state and federal
agencies. The burden on local units could be lightened by better
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Coordination at state and federal levels. This could be effected by
leadership from the Statistical Policy Division.

Recommendations Standardized Data Requests. The panel

recommends that application and reporting forms required by
federal and state agencies be standardized to the extent
possible and that the instruction sheet provide references to
data sources when the form requires data from federal
statistical publications (Chapter 4).

High~Priority, Specific Data Baces

Mid-decads census The 1980 census data, which will becone
available during 198), will meet many data needs. The 1980 census,
however, will show how quickly such data become obsolete and may well
als0 show how estimates based on the 1970 census in many instances
were nct serviceable during the last years of the 1970s. There is
every reason to believe that changes in the 1980s will be rapid and
that reliance on the 1980 census in the latter part of the 1980s will
be very misleading. One solution is to be found in the proposal for a
mid-decade census, as provided by law. The panel recognizes that it
is unlikely that a mid-decade census could be conducted in 198S
because of the lack of planning appropriations in the budgets for
fiscal 1981 and fiscal 1982. The success of all major statistical
collections requires careful advance planning, but especially in this
case, siice the activity will either be the fi:tst mid-decade census or
the largest sample survey attempted in this country.

Recommendation: Mid-Decade Census. The panel recommends that
the aid-decade census of population and housing be implemented
at the earliest possible date~-in 1985 if possible~--as required
by tha 1976 legielation. If the mid-decade effort takes the
form of a large sample survey rather than a complete count, the
panel further recommends that the sample be large enough to
permit direct estimates or good regression estimates for all
countics, the basic building blocks of the data system (Chapter
5).

Federal outlays The annual reports by the Community Services
Adninietration (CSA) about federal outlays by prcgram and county are a
valuable eource of inforamation about federal influences on the
geographic dietribution of development. The federal Ouilayu data can
sometimes be used in combination with other data to evaluate specific
programs. The principal problem with these data is their uneven
quality. Some agenciee give low priority to producing high—quality
estimatee for CSA. Major problems are the failure to report
subcontracts let by private firme with prime contracts and grante and
the failure tc report transfers by statee to local governmental
units. Some of the proration proceduree used in the absence of direct
astimates are very crude.
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s Yeder t . The panel recommends that in
reporting federal outlays data, the program agencles, in
cooperation with the Office of Management and Budget and the
Community Services Administration, make a greater effort to
isprove the guality and gecgraphic detail of the data and to
provide users with information on the quality and limitations
of the various components of the report (Chapter 10).

Surve nd ram ticipstion The survey of income
and program participation (SIPP} is a promising endeavor. Individual
agencies collect data on their clients to meet legal requirements and
for internal administration. They typically do not collect information
on their clients' use of other programs, nor do action agencies
necessarily have good data on the number and type of potential clients
that do not avail themselves of the services of the agency. Also, the
data collected by a particular agency from its own clients are not
necessarily of the type required by planners charged with coordinating
a number of agencies or developing new programs.

Recosmendation: Survey of Income and Program Participation.
The panel recommends that the survey of income and program

participation be expanded to include samples of clients of
rural development programs and rural clients of general
prograss. The panel recommends that agencies with rural
development responsibilities provide the funding for the cost
of the additional samples (Chapter 12).

Undezemployment index Unemployment rates reported for rural areas,
especially those that are econcmically depressed, are an inadequate
measure of the underuse of human resources (Nilsen 1379, Tweeten 1978)
because: potential workers who are relatively immobile become
discouraged and do not seek work when local job opportunities are
chronically lacking; the costs of additional active search for jobs
exceed gains more quickly in rural areas with few employers than in
urban areas with many employers; underemployed seasonal workers and
self-employed workers are often classified as employed when urban
criteria are applied in rural areas; and relatively few jobs i{n rural
areas are covared by unemployment compensation.

The failure of unemployment rates to measure the underuse of human
resources can be costly for rural areas because government allocations
to areas are increasingly tied to statistical formulas. In 1976, for
exanple, some 816 billion in federal funds was allocated according to
criteria of employment or unsmployment (Norwood 1977).

A preferable measure of underutilized labor in rural areas is
underemployment., Underemployment is measured as the difference
between the output of individuals in a given area and what they would
produce if they were as pProductive as workers in the nation with
similar age, education, end training; it includes, but is not confined
to, uneaployment. Although several procedures and formulas have been
proposed to measure underemployment (for a review see Tweeten 1978},
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an in-depth study is needed to ascertain whether current data and
concepts are adequate to construct a useful measure.

tions Und Index. The panel recommends
that the Statistical Policy Division of the Office of
Management and Budget establish an interagency committee to
guide the conceptual research for and tae development of an
underemployment index for counties on a periodic basis. The
panel further recom Wends that the Bureau of Labor Statistics
fund the research and assume the responsibility for
implementing the procedures upon the corpletion of the
methodological study (Chapter 10).

Rural cost-of-living index Meaningful comparisons of the econoaic

well-being of communities, regions, and program target groups require
that wages, salaries, income, net worth, transfers, outlays, taxes,
and other dollar indicators be expressed in comparable units. Data
series often are deflated for the cost-of-living differences of
regions and sectors, but they cannot be adjusted for urban-rural
differences because we have no good measure of these differences.

Rural cost-of-living data should identify differences between rural
areas in different parts of the nation and between urban and rural
areas in each region. These differences probably would change only
slowly, and an annual updating for benchmark purposes would be
adegquate. Month-to-month adjustments could be based on changes in the
urban consumer price index. A recent study by the Urban Institute
(Holden et al. 1979) is a useful starting point for developing a
measure of reglional cost-of-living differentials.

Recommendation: Rural Cost-of-Livii.; Index. The panel
recommends that the Bureau of Labor Statistics provide an
annual index of cost-of-living differentials between ea~h of
eight to ten rural areas and selected urban areas {Chapter 10).

A Word on Costs

The panel considered estimating the finanuial and staff resources that
would be required to implement its recommendations. Such estimates
would force the panel to be fiscally responsible in its
recommendations; in addition, since many of the recommendations entail
relatively low costs, making this fact known to decision makers might
hasten implementation of the recommendations. However, there are
several arguments against providing cost estimates. Pirst, an
estimate made today might be unrealistic at a future date when an
agency considers implementation of a recommendacion and thus might be
4 barrier to implementation. Second, the panel was composed largely
of university faculty members who are inexperienced in estimating the
cogsts of federal and state statistical activities. The panel might
have requested the federal agencles designated to implement some of
the recommendations to make cost estimates; but it was considered
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unlikely that they would be willing to devote the staff time unless
the recomwended activity were already on the planning horison. Also,
cost estimates for recommendations for changing organizational
structures in the states could be expected to vary widely among
states. Finally, the contract for the study did not call for cost
estimates. On the basis of these arguments, the panel decided against
making estimates of the resources required to implement the
recommendations.

DATA GAPS

The panel has made recommendations above to £i1l the five data gaps
identified as most important for rural development policy. Chapter 2
and each chapter devoted to a specific substantive topic (Chapters
S=11) have a detailed list of additicnal data gaps. The breadth of
rural development policy and the heterogeneity of rural communities
are mirrored in the wide array of specific data gaps compiled by the
panel in its work. If our recommendations concerning general
procedures and other institutional matters are implemented, many of
the specific data listed in the chapters would become available, some
through new surveys and others because data collection and tabulation
would be facilitated by the new standard definitions and codes. Some
data would also be collected and published because new organizational
structures, such as state statistical service centers, would focus the
demand for new data and would have the political leverage necessary to
ensure a response from the federal statistical systen.

Although the panel has recommended only a few new data bases, we
consider the following data gaps, selected from the more inclusive
lists in each chapter, to be high-priority items for statistical
agencies to consider:

Data Gap: Direct measurement and indirect estimation of migration
flows into and out of small areas.

The inadequacy of migration data is probably the weakest link in
saking population estimstes and projections for local areas- Wwhile
birthe and deaths are known from registration data, data are lacking
about the people who have moved into or out of an area. Migration
affects both the number of peuple and thei: characteristice and is a
major factor in population change in most areas. For example,
migration of the elderly is thought to have contributed to recent
population grewth in several rural counties.

Data Gap: Data on schooling for the appropriate jurisdictional
level, especially data on outputs, e.9., retention (or dropout)
rates, age-grade retardation, incidence of post-secondary
schooling, and educational attainment.

Public schools usually represent the largest category of public
investment in rural communities, and schools are an important agency
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of soclal and ecoudmic development. There is little evidence,
however, that education planners have much information about public
education and its effects.

Data Gap: Measurement of multiple job holding and the tabulation
of the employment of all family members in family units.

There is a complex relationship between families and eaployment
activities, which may have iaportant implications for rural labor
markets. For example, a study of one rural area found that labor
force entry and exit of household members was an important determinant
of the distribution of family incomes. Available data have only
linited information on enploynent by family composition and on
multiple job holding by individuals. Designing the necessary data
tabulations would be a difficult but valuable activity.

Data Gap: Annual Internal Revenue Service data on adjusted gross
income by county of residence.

Although the Bureau of Econoalc Analysis constructs annual estimates
of personal income by county, its definition of personal income
differs from the IRS's definition of adjusted gross income.
Information on adjusted gross income is especially useful for
analyzing the effects of federal fiscal decisions on small areas. The
data would be more valuable if it were available on an annual basis
rather than only in selected years.

Data Gap: County data on access to health care varlables,
including ability to pay.

Access is an important but conplex topic in any discussion of rural
health care. Access to health care can be measured by assessing
various deterrents to access such as lack of knowledge, finances,
geography, timeliness, and sociocultural acceptability. Some studies
using national data sets have found that rural people are
disadvantaged with regard to access to health care. However, more
refined data, such as those at the county level, are needed in order
to analyze, compare, and combine the various indicators of access.

Data Gap: Use and impact of housing subsidy programs for
low-income and other groups.

Rural areas have & disproportionate share of housing tr . falls to
meet accepted standards of quality, but they have few «avings and
loan institutions for £inancing new construction. The .fore, federal
housing subsidy prograas, especially those of PaHA, are particularly
{mportant. The targeting of those Progroms to low-income and minority
people is a priority, and data are needed in order to deteraine
whether this i{s happening.

RN
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Data Gap: National data on perceptions of both factual and value
issues.

Rural development goals include such various things as meeting basic
human needs, economic security, education, natural resource
protection, and equity. Information on the disparity between these
goals and reality, as perceived by rural people, is useful to policy
makers. While local community surveys about values and perceptions of
issues have been used in setting local priorities, such surveys at the
national level would be able to clarify broad trade-offs, establish
targets and measure pProgress.

These data Gaps deserve the serious attention of appropriate
agencies. In some cases modification of existing collections might
seet the need. In others more effort would be required. 1In the
absence of a coordinated set of policy institutions, the panel finds
it difficult to establish priorities for filling these data gaps.

Each item on the list, however, is directed at an important facet of
improving the quality of life of rural people.

CONCLUSION

Rural development policy and the data needs for it are {11-defined.
Today only pieces are known or aven knowable. The precondition for
greater coherence is a more integrated and coordinated set of
institutions to support policy making and its data base. The panel
has addressed this problem within the scope of its mandate and
knowledge. It is not the province of the panel to say what rural
policies and policy-making institutions should exist. Rather, we have
considered the statistical institutions and linkages needed to support
coherent policy making. We have identified new and modified
statistical conventions and standards ihat are needed, and we have
also recommended new or changed procedures for producing and reporting
data on rural America. We have also recommended high-priority,
specific data bases.

Rural America is in passage. Its future is unknown. Its people
are growing in numbers and diversity. A more complex econowic and
social fabric creates many opportunities and dangers about which
decisions must be made. Many of these decisions are of immense
significance not only for rural areas and rural life but for all
America. Improving the data base for such decisions is imperative.
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FARM STRUCTURE AND THE QUALITY OF LIFE IN AGRICULTURAL COMMUNITIES:
A REVIEW OF LITERATURE AND A LOOK TOWARD THE FUTURE

Frederick H. Buttel¥®

INTRODUCTION

[t is paradoxical and discouraging to note that there has been a tendency
for agricultural issuec--for example, agricultural resource degradation, the
consequences of public agricultural research, equity aspects of agricultural
policy, socioeconomic aspects of mechanization, the loss of prime agricultural
land, the demise of the "family farm'--to fail to reach the public agenda until
a print at which many of their socioeconomic consequences are a fait accompli.
Much the same can be said for the issue of the interrelations between farm
structure and the quality of life in agricultural communities, Massive and
largely irreversible changes in farm structure and the structure of agricultural
communities have already occurred by the early 1980s. I do not wish to argue
that because these major changes have proceeded so far that there is no
justification or room for creative scholarship and public policy; rather, I
make this observation as a comment on the historical state of our agricultural
social sciences (mainly agricultural economics and rural sociology) and as a
plea for social scientists and public officials to be more questioning and
forward-looking than they have been in the past

*  Agsociate Professor in the Department of Rural Sociology and Program on
science, Techaology and Societv, Cornell University,
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I will begin my remarks on the question of farm structure and its
relationships with the well-being of agricultural communities by makiung what
will appear to be two contradictory arguments. On one hand, there exists a
relatively convincing body of research indicating substantial interrelations
between agricultural structure, and community structure and quality of life,
This research is sufficiently solid and consistent so as to justify a most
crucial conclusion: Larger-than-family 1/ tends to be associated with adverse
social and economic conditions in agricultural communities. 2/ On the other
hand, our empirical knowledge is only partially adequate to gerve as a basis
for public policy; in particular, the social science community would find it
problematic to specify concretely the gains in the quality of life of
agricultural communities that would result from restraining or reversing the
growth of larger-than-family farms. The explanation of the apparent
contradiction is as follows: The research methods employed in the multiple
studies that converge on the conclusion that large-scale agriculture or larger-

-than-family farming is associated with adverse community socioeconomic

1/ U use the term "larger-than-fanily" broadly to encompass those farms
in which the majority of the labor is hired {rather than family) labor. This
category would include large-scale family proprietorships ss well as absentee-
owned, "industrial” farms of the type that predominate in major regions of
California, the southwestern states, and Florida. It should be kept in mind
that these large family proprietorships, while generally smaller than industrial
farma, are predominant among larger-than-family farma, especially in numbers
but also in the proportion of U.S. farm sales they account for. Using 1978
Census of Agriculture data for farms with annual sales of $200,000 or more as
a rough proxy for larger-than-family farms, these farms represent roughly 3,3
percent of all farms and account for about 44 percent of gross sales. The
growing prevalence of these farms based on hired labor can be gauged by data
recently reported by Smith and Coltrane (1981). These data indicated that
the percentage of farm labor that was hired increased substantially over the
19708. In 1972, only 26 percent of farm labor was hired, but this figure had
increased to 35 percent by 1980 (Smith and Coltrane, 1981: 3 ),

2/ The relevant research literature consists of roughly 15 separate
studies. Citations and reviews of these studies can be found in 3Juttel
(1982), Flinn and Buttel (19YR0), Heffernan (1982), and Sonka (1980).
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conditions have been adequate to identify the direction of the statistical
association, but have been limited in understanding the strength of and the
processes that underlie the relationship. The theoretical and methodological
limitations of this literature and their implications for future research and
policy will acordingly receive primary attention in this paper. First,
however, | will summarize the dominant thrust of the research literature in
Question.

The research literature on farm structure and quality of life in
agricultural communities has generally revolved around the following
conclusions relating to the impacts of larger-than-family farming and large-
scale agriculture. Large-scale agriculture has been found to be associated
with (1) high proportions of the community population at or below the poverty
level, (2) low levels of community service availability, (3) low community
cohesiveness (e.g., lack of participation in community organizations), and
(4) a low number and diversity of retail sales outlets, Several interrelated
mechanisms have been identified as leading to these adverse community
socioeconomic conditions. First, a high degree of mechanization and absentee
ownership, which generally characterize large-scale agriculute, have been found
to result in disproportionate decreases in the size of the farm population and
in disproprotionate changes in the composition of the farm workforce (chiefly,
a higher prevalence of agricultural wage labor than prevails in communities in
which large-scale agriculture is not predominant). Second, size of the farm
population has been found to be positively correlated with the number of retail
businesses, the volume of retail sales, and the level of tax revenues. Thus,
large-scale, larger-than-family agriculture, by virtue of its tendency to

lead to a small farm population, is associated with low levels of community
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business activity and public revenues. Third, the prevalence of agricultural
wage labor has been found to be inversely correlated with the level of community
business activity and with the level of community social participation. Fourth,
larger-than-family farming has been found to affect patterns of input

purchasing; the proportion of inputs purchased in the community of residenze

is lower than in “family farming" communities, resulting in the transfer of
amultipliers outside of the local agricultural community.

These unambiguous findings would appear to be a clear guide for public
policy: Agricultural and related policies that would restrain or reverse the
expansion of larger-than-family farms would, all other things being equal,
enhance service delivery, employment, income, ;etail access, and the quality
of life in agricultural ¢ommunities. Unfortunately, as i will expand upon
below, the character of the rese.rch that has been conducted has been inadequate
to specify either the level or the spatial distribution of the gains that would
be experienced by agricultural communities, Moreover, it is unclear whether
all other things would be equal. For example, would policics that restrain
larger-than-family farming have adverse or positive impacts on net farm
income, and with what impacts on agricultural communities?3/ The next section
of the paper will explore some of the reasons why existing research on farm
structure and agricultural community well-being has major limitations as a
guide for public policy.

3/ See Sonka (1980) for what to my knowledge remains the only discussion
of how one might approach the benefits and costs of farm structural policies
oriented toward increasing rural employment and quality of life., Sonka makes
a point that I will stress later: The failure of social scientists to analyze
joiatly the benefits and costs of prospective structural policies renders this
literature impotent for policy purposes.
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LIMITATIONS OF EXISTING THEORY AND RESEARCH

The literature of farm atructure and the quality of life in agriculrural
communities has significant limitations of both a theoretical and methodulogical
nature. Many of these theoretical and methodqlogical limitations are
interrelated, however, since inadequate theoretical notions have ied to
{napproprlate or restrictive methodologies. While recognizing that the
distinction between theorv and method 18 somewhat arbitrary, I will discuss
problems with the resecarch i{terature rhat are largely theoretical in nature
first, to be followed by an examination of more technical, methodological

problens.

Theoretical Limitations

I have noted elsewhere (Flinn and Buttel, 1980) that research into the
relations between farm structure and rural community well-being has in a
sense had a long history {n the U.S. This issue was of paramount concern
to @aany members of the first cohort of rural soclologists who did their ma jor
research during the 1920s to the 1940s. Kolb and Brunnef (1952) contains a
convenient summary of this ploneering work on farm and community structure,
which has been masterfully brought up to date in the context of current
rerearch by Larson (198l). Unfortunately, little re;earch of this type was
conducted during the 19508 and 1960s, and it was only during the carly 1970s
in a miliew of agricultural activiem that Coldschmidt's (1978a) work was
“rediscovered” and new researct was initlated. Implicit in Larson's (1981)

recent summary s a striking difference between the early and contemporary

literatures: The founding literature was rich and detalled In its historical
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perspective, while the current literature typically has had little or no
historical backdrop. The lack of historical perspective on contemporary
research has led to two unfortunate tendencies, On one hand, there has been a
tendency to look toward imagined utopias of the past when assessing the results
of analysis of recent data; in particular, there has been a strong tendency

to glorify the "good old days" of family farming and bucolic agricultural
communities, On the other hand, there is a strikingly different tendency--

one emphasizing imagined "disutopias" of the past--in gsome current research,
particularly that written by economists; the dislocations caused by the exodus
of excess "human resources” from the agricultural economy are sometimes viewed
as the necessary price to be paid for a much—-needed modernization of the rural
ecanomy (Barkley, 1978). The past no doubt had desirable and undesirable
features. However, there has recently been little attempt to place contemporary
data in a historical context so that one can concretely gauge improvement and
deterioration in the agricultural and rural economy.

A second theorctical limitation of the hulk of current research is the
inability to grapple effectively with the diversity within rural
nonmetropolitan 4/ and agricultural America. There is a growing recognition
of the profound diversity of rural/nonmetropolitian communities (Brown and

Beale, 1981; Goudy and Ryan, 1982). These differences have both historical

4/ Although the expreasions "rural™ and "nonmetropolitan” are often used
interchangeably (see, for example, U.S. Department of Agriculture, 1981:
Chapter 2), it abould be kept in mind that these terma involve two different
procedures tor population classification. The rural population has generally
been defined a8 those persons who live in small places (i.e., with less than
2,500 inhabitants). The nonmetropolitan population consists of those persons
who live in counties other than those which contain a large central city (of
50,000 or more inhabitants) or those which are stat istically defined as
ad jacent "bedrvom"” counties of the one cuntaining the large central city.
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and more recent antecedents. The character and structure of agriculture have
lefr a lasting imprint on most nonmetropolitan and/or agricultural communities,
as a superficial comparison of the differences among communities in the
post-plantation South, the urbanized Northeast, and the sparsely populated
West would indicate (Larson, 1981). At the same time, nonmetropolitan and
agricultural communities have been affected by a variety of forces--industrial
deconcentration, the growth of the service sector, fiscal austerity, improved
communicat ions--that have modified, and in some cases transcended, the effects
of farm structure on community structure (Johnson and Beegle, 1982).

This diversity of agricultural and nonmetropolitan communities has been
treated ir two very different ways in studies of the interrelations between
farm and community structures. The most prevalent tendency is an unfortunate
legacy of the otherwise pioneering work of Goldschmidt (1978a, 1978b): This
diversity is largely ignored as the iuvestigator strives for a high level of
generality across regions and types of communities., A refreshing corrective
has heen emphasized by Goss (1979) in his review of the reissue of Goldschmidt's
(1978a) As You Sow, which was originally published in 1947. Coss noted that
California, the research location for Coldschmidt's classic study of Arvin and
Dinuba, has an agtarian and rural social structure that was historically and
remains at present highly unique (see also Sonka, 1980). Most simply put, one
simply cannat weneralize from California studies (especially those conducted
four decades ago, as was the bulk of the data reported in Goldschmidt [19718a]),
or, for that matter, from research in any other state.

A contrary theoretical tendency 1n addressing the diversity of
nonmetropolitan/agricultural America has been to succumb to "holistic
paralysis”~~to emphasize and unduly exaggerate this diversity. This tendency

is rotiected tn tue otherwise useful paper by Brown and BReale (1981}, The
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authors, of course, are not incorrect in emphasizing that "diversity is a
necessary key to understanding current conditions in nonmetro America" and that
"hroad generalizations about nonmetro trends and issues often conceal as much
information as they provide" {Brown and Beale, 198l: 27). The point 1 wish

to make is that arguments emphasizing tremendous diversity aud the limits of
generalization can, and have, become a form of "holistic paralysis' that
prevents meaningful research on farm and agricultural community structures.

We must recognize that not all non-metropolitian communities are agricultural
communities, although we should not ignore the possibility that nonmetro
communities in which agriculture is not the predominant industry may still be
affected by structural changes in the agricultural systems that surround them.
what is most needed to avoid holistic paralysis in the analysis of farm
structure and the well-being of agricultural communities is an effective
typology of agricultural comsunities that can provide a framework for piacing
previous studies in perspective and for enabling future research to disaggregate
statistical relationships within types of agricultural communities.

A third theoretical problem with most of the currvent studies is another
unfortunate legacy from Goldschmidt's (19782, 1978b) work: the unidirectional
causality that is presumed such that farm structure is visualized as affecting
comnunity quality of life. The vast bulk of the literature on farm structure
and agricultural community wvell-being over the past decade has been directly
ingpired by Goldschmidt's previous research or has been "in the Goldschmidt
tradition” (Heffernan, 1982: 339). This tradition, while it has yielded
several innovative studies, has also been limited because it tends to ignore
how community structure may affect farm structure. Community structure can
affect farm structure through a variety of mechanisms--e.g., service

avarlability, availability of agricultural product markets, taxafion, and land
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use regulation. Unfortunately, these mutual and reciprocal linkages between
agricultural structure and community structure have remained largely unexplored.

The unidirectional image of causality has been associated with another
limitation of the research literature--namely, restricted conceptions of both
agriculture and community, Agriculture, again following Goldschmidt, has
generally been defined as the farm-level production sector alone. This
vonception ignores the input provision and marketing sectors of agriculture,
and ignoring the "agribusiness” sectors that surround production agriculture
has led to only limited consideration of the spatial distribution of income
and employment multipliers that result from the particular confluences of the
input, farm production, and output-marketing sectors of agriculture broadly
construed. There has also been a restricted conception of community structures
and institutions, and many crucial aspects of agricultural communities that
likely have important relations with agriculture have been ignored. Among
these community factors that have rarely been considered include the fiscal
capacity of local governments, community demographic composition, community
stratification and politics, and the impacts of local population growth nn
agricultural land markets.

A final theoretical shortcoming in the research literature on farm
atructure and the quality of life of agricultural communities has been its
restricted image of structural changs in production agriculture. The
conventtonal image has been that large, nonfamily industrial farms are
displacing small family farms. This change process is typically indexed by
change in average farm size or sove other indicator of central tendency. This
conception, while it had a relatively high degree of applicability before the
1970s, aow tends to oversiomplify the nature of farm structural change in the

.S, The pradominant tendency wer the paat decade has been towird QUEAK“E'
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in which larger-than-family farms have Rrown in numbers and proportion of
sales, amall “gubfamily' (Buttel, 1983) farms have increased slightly (or at
least held their own) in numbers, and medium-sized family-type operatiors have
declined in both numbers and proportion of sales (Tweeten and Huffran, 1980;
Buttel, 1981). 5/ As the U.S. farm structure has become more dualistic--as
relatively large and relatively small farms have come to predominate at the
expense of the traditional, full-time family farm--indicators of central
tendency become invreasingly unrealistic as indexes of farm structural change.
To wit, average farm size in acres changed relatively little in the U.s. during
the 1970s (Buttel, 1981) even though larger=than-family farms rapidly increased
in predominance during the decade (U.§. Department of Agriculture, 1981). More
importantly, the literature on farm structure and the structure of agricultural
Communities has yet to trave the additive and interactive impacts of changes

in the three types of farms on change in the well-being of agricultural
communities, or vice versa, At a minimum, researchers must begin to supplement
indicators of central tendency in farm structures with indicators of dispersion
in order to grapple more fully with the causes and consequences of farnm

structural changes in the post-1970 period.

Three major methodologival problems have limited the utilitv of the farm
and comaunity structure literature for the development of policy. First, the

data empluyed in wost studies are not at the community (or subcommunity) level,

3/ The distinction is made between "subfamily" and family farms on the
basis of whether the farm resources would be adequate in normal years to yield
a tamily income sbove the poverty line (Buttel, 1983). Roughlv speaking, farma
with annual sales of less than S40,000 per vear can be considered subfamily
farma, while farms with sales ot S40,000 or more would fall into the family
category {ser alew tootnote | above),
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but instead are generally data collected by the U.S. Bureau of the Census at
the county level, Several studles have even utlilized state level data. By
contrast, there have heen only a few recent Studies (Small Farm Viability
Project, 1977; McCannell and White, 1981) that have utilized community level
data, all of which are California studies with limited applicability to the
rest of the U.S. The use of highly aggregated data has led to problems of
aggregat.on blas (in which statistical measures of assoclatlon are likely to be
overestimated by comparison with what they would be at the community level of
analysis)., Highly aggregated urits of analysis also make it very dffficult to
tsolate the differential relationships between agricultural and community
structures across dlverse agricultural communlitles, since county level data on
agricultural and community structures are ltkely to mask major Internal
community-level varlations in both.

The second methodological shortcoming is the strong {mprint of
methodological monism. Virtually all studles are based on samples (or
universes) or areal units g/ and employ regression, linear programming, or
analogous techniques. Moreover, most researchers have tended to rely primarily
on cross-gectlonal analysis. My polnt {s not to criticize this form of
analysis but rather to argue that the literature could benefit from greater
methodologlcal diversity. 1In particular, Lt is fronic that the now-classic
study of Goldschmidt (1978a) that serves as the exemplar for much of this
research utilized a quast-ethnographlc community study technlque which could

be protitably employed to address many empirical problems In the fleld, The

6/ The major exceptinn to this observat lon has been studies conducted by
goclologlists using sample surveys (see, for example, Heffernan, 1982), These
studles have been undertaken primarily to assess the cross-sectional
relationships between farm structural categorlies and indicators of community
soci{al participation, commun ty attachment, perceived soclal well-belng and
quality of life, and patturns of retail pruchases.
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relations between agricultural and community structures could also be moye
effectively illuminated with longitudinal/historical approaches, both
Quantitative, as in the Harris and Gilbert (1982) study, and qualitative, as
in the rural sociological community stuadies tradition of the 1930s and 1940s
discussed by Larson (1981),

A final methodological concern regarding agricultural and community
structure research is that it has tended to lack a comparative perspective
4iross regions. Most research, except that using states as the unit of
analysis, has tended to be confined to county-level areal units within one
state (see, for example, Flora and Conboy, 1977; Small Farm visbility Project,
1977). This has largely been the case because of the fact that such studies
have been funded by State Agricultural Experiment Stations (SAESs) of land-
grant universities, which place a premium on research applicable to the
particular state. While there is little that can be done to militate against
the parochialism of SAESs in their apprrach to social science research,
tomparative multistate research could be pursued on a regional or interregional
project basis through the Cooperative State Research Service, and the Economic
Research Service of U,S.D.A. could take the lead in providing funds for
comparative work in selected regions or states of the U.,5, Comparative research
will be crucial in enhancing its generalizability and policy relevance. Only
by examining the mutual interrelations of agricultural and community structures
across Jdiverse regiona can one determine precisely the processes through which
agriculture affects communities and vice versa, and identify the public policy
instruments that would be effective in the many socioeconomic milieus in which
agriculture wexista in the U.S,

The point of undertaking this extended critical review of research on

farm structure and the quality of life in agricultural communities is not to
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suggest that this literature is without merit or that its results should be
discarded, Indeed, this literature has been relatively effective when examined
in terms of its major nbjective--that of determining whether large-scale
agriculture has adverse impacts on the quality of life and well-being of
agricuitural comuunities. The results have been unambiguous; "it seems
significant that a dozen studies, spanning four decades and all regions of the
nation and performed hy different ressarchers using different methodologies,
have rather consistently shown that a change toward corporate agriculture
produces social consequences that reduce the quality of life in rural
compunities” (Heffernan, 1982: 340-34l1). But, as the very author of this
statement adds later in his article,

Despite the consistency of results, however, researchable questions

remain . . . . Research is needed to identify key variables in the

agricultural system that, if altered, lead to a change in the quality

of community life. Past studies indicate a relationship between

agricultural structure and measures of quality of life, but they

provide limited insight into the ways that certain features of the

structure lead to deterioration in quality of life. A better

understanding of the social factors invelved might enhance

anticipation of the consequences as structural changes occur

(Heffernan, 1982: 341).

Moreover, as L shall attempt to demonstrate below, the additional rapid
changes being experienced in the early 1980s make it especially urgent that
rural social scientists sharpen their theoretical and methodological skills to

understand what promises to be a crossroads in the rural and agricultural

economies of the U.S,

THZ CHANGING SCENE IN THE 1980s: RURAL SOCIOECONOMIC TRANSITION IN AN Ei

OF CHRONIC FCOhOHIC STAGNATLON AND | RAP[D TECHNOLOGICAI "CHANGE,

It 15 now becoming apparent that the U.5. and thc larger world economy has
been mired in a ¢hronic contractionary downswing that can be dated from roughly

1973, This downswing has set in motion a variety of forces that are likely to
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alter the trajectories of development in agriculture and the nonmetropolitan
economy. These changes pose further uncertainties of utilizing the farm/
community structure literature as a basis for policy, and raise intellectual
challenges concerning how agricultural and rural issues will be conceptualized
and acted upon in the 1980s and beyond.

Chronic economic stagnation has over the past two or three years begun to
have a major impact on the agricultural sector. Recession has at least
temporarily interrupted the early- and mid-1970s dynamic of agricultural
expansion. Briefly, this dynamic consisted of the expansion of large-scale
(generally larger-than-family) part-owner farms. These farms tended to combine
land rental (to generate adequate cash flow and to spread fixed costs over
larger acreages) and land ownership (to take advantage of asset appreciatipn
and the deduction of interest payments from tax Liability). This expansion was
catalyzed as well by the tax system, which in addition to making attractive
interest deductions from tax liability for those in high income tax brackets,
also subsidized farm size expansion through investment tax credits, accelerated
depreciation allowances, and low rates of capital gains taxation (see Buttel,
1984; U.S, Department of Agriculture, 1981: Chapter 6). Moreover, the temporary
surge in export sales during the 1970s stimulated unprecedented appreciation in
land asset values and minimized the role of government payments in bolstering
farm incomes.

Global economic stagnation has attenuated many of the major forces that
underlay this dynamic of expansion. Market contraction abrvad has led to sharp
declines in export males and to downward pressure on agricultural product
prices. The result has been declining net farm income and growing federal
commodity program expenditures that should reach $20 billion during the current

flLacal wear. There have been significant declines in farmland values. Real
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interest rates (the nominal interest rate less inflation) have, despite declines
over the past year, remained very high by comparison with those that prevailed

a decade ago. Many farm operators are in a precarious financial position, and
the continuation of low agricultural product prices-~not an unlikely prospect
for at least one and perhaps two years=-will likely lead to a major “"shakeout”
in the agricultural production sector. This raises a number of questions that
are difficult to anticipate at this point. For example, which types of farmers
will be "ebaken out?” Hltp what consequences? Wha will buy (or leage) the

land they curtently operate? For what reasons and with what i(mpacts?

Parallel consequences of global economic contraction have been experienced
by nonmetropolitian and agricultural communities. While the nonmetropolitan
segment of the U.S. has been buoyed and continues to be stimulated by
“turnaround” migration, this turnaround has been experienced very unevenly
(Brown and Beale, 1981). There have also been indications that the 1970s
trend toward the narrowing of metro/nonmetro disparities in tncome and service
delivery (Tweeten, L982) has been reversed (Rogevs, 1982). The tendency toward
exacerbation of metro/nonmetro disparities has been due, in part, to the demise
of what has become a “"rural welfare state"” based on federal outlays (transfer
payments, service and public works gubsidies, area economic development
programs) that have now been slashed due to fiscal austerity. Moreover, federal
and state government fiscal austerity is being transferred to local governments
under the guise of the “new foderalism.” International economic contraction
and the helghtened competitiveness {n many traditional manufacturing industries
are now beglnning to have dramatic effects on nonmetro communities as these
{ndustries, which had moved many plants to rural reglons over the past two

decades (Summers et al., 1976; Summers, 1982), are now tending to shift plant
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locations to the third world in search of cheap labor (Frobel, 1980; Bluestone
and Harrison, 1982), The post-i374 economic contraction has placed particular
economic pressure on markets in primary raw materials such as minerals and
lumber. The result has been profound downcycles in many natural resource~
based industries such as lumbering and coal mining (especially coal mines
established in the Western states in anticipation of supplying what is now a
near-moribund synthetic fuels industry). Finally, the future of nonmetropolitan
America is clouded by what most analysts agree will be a long-term structural
unemployment problem; since nonmetro communities have long had disproportionately
high levels of unemployment (Tweeten, 1982), persistent unemployment will confer
especially severe hardships on nonmetro residents and their communities.

These economic stresses and uncertainties being experienced in production
agriculture and in nonmetropolitan communities may well be compounded with what
promise to be epoch-making technical changes in the world economy during the
next several decades. One such change will be toward the "information society"
based on computerization, robotics, and related information systems, The
information society has both positive and negative implications for nonmetro
America, On one hand, computerization will further reduce many of the
locational advantages of large population concentrations as sites for
manufacturing industries and other commercial businesses. Thus nonmetro
regions can expect to benefit from continued industrial deconcentration. On
the other hand, the information saciety will make redundant many of those
workers who perform the manual labor and clerical functions that will be
assumed by computers, robots, and related machines; many nonmetro workers will
face the undesirable “"choice" of working for low wages, having their jobs
shifted to the third wortd, or losing these jobs entirely to computer-based

automatilon.
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A second potentially pathbreaking set of technological changes will be
that of biotechnologies. It is as yet too premature to speculate on what
might be the implications of biotechnology for agriculture and nonfarm
industries located in nonmetropolitan areas (Buttel et al., 1983; Kenney et
al., 1983), Nevertheless, the emergence of biotechnologies in agriculture
promises massive changes in the nature of agricultural inputs and in the
processing of agricultural outputs. Possible changes in the farm production
sector might include a gignificant increase in the capital-intensity of
agriculture, leading to further pressures toward concentration of assets and
sales. The processing of agricultural commodities might also be dramatically
affected as a result of futher developments in recombinant DNA technology and
industrial microbiology; food may increasingly be produced in factories via
genetically engineered bacteria and industrial fermentation processes.
Accordingly, substantial frac:ions of agriculture might be skifted to prnducing
the organiec substrates to be utilized in industrial microbiology--arrangements
that might lend themselves to unprecedented increases in contract farming
(Xenney et al., 1981), The specific changes that will occur are, again, too
nascent to be predicted with any accuracy., But it is likely that these changes
will be far-reaching and will significantly affect the interface of agriculture
and community over the next several decades.

t began this paper by noting that existing research on farm structure and
the quality »f tife in agricultural communities is sufficient to Warrant a
cunclusion that the rise of larger-than-family farming has tended to result in
low levels of community quality of life. Public policy that would restrain or
reverse the expansion of larger-than-family farming would undoubtedly increase
the size of, and reduce the proportion of hired lahorers among, the farm

pupuiattsn and rtaereby {ead to tneredases tn nontarm vmplayment | retatl sales
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volume, public revenues, and service availability. Such changes would also
likely lead to intangible or nonmaterial benefits such as greater community
integration and social participation. Unfortunately, one nagging dilemma haunts
the efforts of those, including myself (Buttel, 1980), who have advocated farm
structural change as a lever for rural community development: There exists

only 4 fragmentary pleture of the costs 7/ (or, alternatively, the potential
parallel gains 8/) that would bhe accompanied by reductlon of the role of larger-
than-family farming in U.S. agriculture. To my knowledge ouly oue of the _
researchers (Sonka, 1980) who has investigated farm and community structure
relatlonships (see Sonka and Heady, 1974) has even bothered to inquire {nto the
mix of costs and benefits that would be appropriate for restraining larger-than-
family farming while maximizing the bunetits and minimizing the costs for
farmers and the nonfarm segments of agricultural communities (Buttel, 1981).

In sum, what has i{nteilectually been an unusually satisfying literature because
of the consistency of {ts empirical findings {s quite Iimpotent fram a policy
perspective.

The lmpotence ot this literiture for policy purposes prabably is of little
consequence At the present time (or more than likely for the foreseeable
future), however. The prognosis for the types of policies that would
effectively restrain larger-than-family farming is not good. My own view has
beuvn that the policies that would be required would be relatively drastic in
the context of U.S political institutions (Buttell, 1981)., Over the shart-term,

7/ Examples of possible costs might be higher farm commodity prices, lower
aggregdte farm lncome, or declines in farm asset values.

8/ Fxamples of parallel bencfits might include greater opportunitles for
rural yoeth to enter farming, reduced energy consuaption and soll erosion, and
less vxplottation ot hired farm Jgborers.

O  26-0220- 83 - 12 175
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it would be essential to : (1) invoke major altcrations in the tax system so e

.
e

as to curb drastically the prevailing tax subsidies to capital intensity {(i.e.,

lif‘k
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significancly raising capital gains taxation on farm real estate), and (2) deny

- commodity program payments to farm operators who operate at a larger-than~ T
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- family ucale'(preuumably on a progressive sliding scale which places the

"4":required to ensure that land ownership patterns are neither too concentrated

greatest penalty to scale on large-acale industrial farms). Over the longer-

term government -intervention in or regulation of farmland markets may be

nor tov fragmented to be consistent with economic efficiency or community

goals. These changes would clearly be extremely difficult to achieve in the

" eongext of “normal politics.,” They would be opposed not only by privileged e e

_fnrn operatora and sabsentee ownera, but would be reaisted by farmers generally-- -

including the swalls and medium~sized family farmers who are their intended
beneficiaries--as well as by those nonfarmers who have vested interests in tax
subsidies to capital-intensive investments and real estate speculation and who
disfavor government regulation. Effective political advocacy that can counter
these multiple powerful interests would be exceedingly difficult to muster,
perhaps regardless of whether the agricultural social science community is
prepared to marshall comprehensive evidence on the benefits (and costs) that
might result from the restoration of a family farming system,

The foregoing is not to preclude the possibility that the future may
bring agricultural policy changes that would today be considered radical or
revolutionary., [t must be kept in mind that the current milieu is characterized
by chronic economic stagnation {despite current signals of "economic recovery")
and that this milieu, similar to that of the Great Depression, may become the

breeding ground for changes in political structure that make nogsible
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" unanticipated policy reforas. This notion was brought home to me after reading e

v -% provecative article in Forbes (Kindel and Saunders, 1982) less than & year : o

aéﬂ:' The article began by posing a paradox: While {t is generally understood
i;thp; the U.S. economy is plagued by underinvestment and slow productivity Tk
- growth.:agrlcﬁlture--one of thé.shlning stars of the otherwise dismal U.S. B

‘‘economy according to these criteria--remains mired in what promises to be -~ 777 -

chronic economic distress. Moreover, the authors argve that no readily

‘Jtdenniftable set of policy instrumente will be able L. »» . 2ate agriculture. . :

.quq155§.gconomlc crisis. .The authbrs.conclude br- argulng that only a bold . B
‘“poticy initiative can restore the economic health o. agriculture. They make
" the case that a partial nationalization of agricultural land~-using the public

.~ funda that would otherwise be allocated to massive commodity program payments fcﬂ,a

to puechase. farmland--would be a worthy policy alternative even though it will R

be resisted as a governmental incursion in the free-enterprise economy., Kindel
— and Saunders suggest that the creation of a federal farmland reserve would ';;
' enable the federal government to control overproduction in the future; these -
lands could be rented to farmers or withheld from production based on
‘projections of world food demand and fara product prices. In addition, the
 assembly of a federal farmland resorve would ultimstely eliminate the need for
expensive farm commodity programs.
.- The program briefly sketched out in the Kindel and Saunders article would
be dismissed as radical propagands or as the delusionary thoughts of the
underworked academic were it not for the fact that the article was published in
an otherwise conservative business magazine and written oy the magazines'
regular staff, [ emphasize the Kindel and Saunders article nre because it has
already had a significant {mpact in agricultural policy circles. Tt clearly

has not. Instead, the article is a testament to the lost faith in the

i
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B austerity has led to a situation uhich at this writing promises to result in an — .

1trljectory of U.S. agricultural development (and in.the public policies that
“ have under;lrded this development) and a veminder of the fact .hat periods of

3*"acanamic crisis may create unanticipated openings for yolicy reforms. Whers

éhe.creat neprension oltnensed the establishment of farm commodity programs

- that have survived essentially intact up to the present, federal f{iscal

unprecedented diminution of the federal role in supporting fara product prices.

VOr;anized interests in agriculture may have little leverage in averting this

'-ltpq}g¢y shift. Other major policy changes may follow if the economic downswing =

~ .continues.
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The challenge that remains for social scientists is that major policy

"“’gnnovations” born of social and economic crisis are not necessarily progressive

~or socially desirable. Partial federal ownership of faryland may just as

easily resuit in land consolidation as in. a deconcentration of farm operations.

" the soclal science community can and should do & better job in conducting policy

relevant research and in anticipating the “openings” in which this research

might have a major policy impact. My view of the state of knowledge on fara

gtructure and the quality of life in agricultural communities is that a

considerable amount of research remains to be done so that the social science

community can {nfluence policy meaningfully.
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PAST-AND PROSPECTIVE RCONOMIC DEVELOPMENT OF RURAL COMMUNITLES . .

. . .- . Luther Tweeten¥

INTRODUCTION

P
&y

R This paper examines past and prospective economic forces shaping rural

- communities. Emphasis is on:

The past and likely future economic contribution of agriculture
to rural communities;

e ﬂutlookufor.farm.au:put.and-structure: and

Policy requirements for economic health of the agricultuyral and - o
the rural economies,

Many rural communities depend on the farming industry which is expected to
"f;“ expand l-2 percent annually in output and stadilize in population during the LA

next two decades. But rural areas now depend on a wide range of aconomic bases . o

including manufacturine, mining and .retirement industries.. Within this context,

“the paper briefly reviews various public policy options for agricultural and

rural development,

i i g e 03 e i et A0

* Regents Professor, Department of Agricultural Economics, Oklahoma State
. - ‘Universitv, Stillwater, Professional paper of the Oklahoma Agricultural
Experiment Station. Comments on the paper by Gerald Doeksen, James “ielson,
Daryll Ray and Keith Scearce are appreciated. The author is solely responsible

for shortcomines of the paper. Parts of this paper are from Tweeten (July 11,
1983),
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SOURCES OF INCOME IN RURAL COUNTIES

Data in Table 1 and 2 shows the direct contribution of agriculture and

" other sources to income and employment in metropolitan.and nonmetropolitan

-counties. Each job in a;rtqultpre.;s a farm proprietor, hired worker or
tt;agricultqral services worker dlrectly accounted for 23 percent of the
eaployment in totally rural counties andefor 12 percent of eaploysent in

nonaetropolitan counties in 1979 (Table 1), i/ “n

_ Service industries such ss transportation, trade and finance exist in Lo R
... Tural communities in part because of basic industries of agriculture, mining
“and manufacturing. Employment and income multipliers differ considerably by
. size of community, enterprise or industry, And distance frou.other communities

V(Tuteten and Brinkman, p. 321=28)., ‘A .rough approxlun:lon is a nultiplier of

--1.5 for a typical rural community and 2.0 for rural counties in aggregate,
Based on the latter mulziplier and data in Tnﬁle 1, nearly half the employment
in totally ruval countles and nearly one-fourth of the employment in
nonmetropslitan countiea.vag attributed to agriculture in 1979,

Other basic inuuotries such as manufacturing are in rural counties tn
part because of raw materisls and "part-time” labor available from farws.
Manufacturiug in 1979 accounted tor over 18 percent of income and 20 percent
of employment in nonmeiropolltan counties. Although agriculture is not as
important to the economic bagse of rural communities as a whole as in prior

years, it {s the only major economic base {n much of the Great Pluins and

oy ..

L/ Prizary agricultural production is widely dispersed because natural
regources are dispersed. It {s cheaper to produce near natural resources and
ship produrrs to consumers rather than ship resources to plants located close
to consumers. Jecondary and tertiary economic activity locates to setve
agricultural ecouowic activity,
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TABLE I+ Compasition of Enploylent-ln Metropolitan and

Yonmetropolitan Counties, U.S., 1979 2
tndustry or Type Metropolitan ) Nonmetropolitan
. . .
Total ik
Less Totally Nonmetro~ i
4 eve e o ot . Urbanized a/ Urbanised b/ . _Rural.c/ - politan
Total Employment - T SRR : B :
(1,000} 78,719 11,085 12,723 2,925 26,733 -
(Percuol) : 100.0 100.0 100,0 100.0 100.0 g
(Percent) s
Total Wage and Salary 93.4 ) 9.3 8.1 72.1 83.3
__ farm Twploymsnt . . . . I S 1% B, 3.5 b9 31
Ag Services 4 I 2R SRRt BRI
-c- v Porestry and
Fisheries .03 .1 .l .1 %
Mining .5 1.3 2.6 3.0 2.0 -
N Construction 6.4 4.2 3.9 4.2 . 4.0
H Manufacturing -19.9 - 21,5 L20.7 . ... . 13.6 20.2
i ‘- Transportation,
77 Communication
and Utilities 5.3 N 3.6 2,9 3,75 um
Wholesale Trade 5.5 3.4 3.4 2.7 3.} .
Retail Trade 14.9 142 12,0 9.4 12.6 3
Pinance, Insurance . )
and Real Estate 5.5 i 29 2.3 2.0 2.5 .
Services 19.4 14.6 12.4 11.4 13.2
Gov't.: Givilian 3.0 2.5 1.6 2.2 2.0
Gov't.: Military 2.2 3.8 1.4 1.5 2.4
Gov't.: State and 11.8 13.9 13.3 13.5 13.6
. Local
Proprietors 6.6 10.7 18.9 27.9 16.5
. Fara Proprietors .7 3.5 9.7 17.0 7.9
Nonfarm Proprietora 5.9 7.2 9.2 10,9 8.6 .
Source: Compiled by Economic Development Division, ERS, U.S. Department of Agriculture " e

from basic data provided by the Du.cau of Economic Analysias, U.S. Department of Commerce.

a/ Counties with moce than 20,000 residents in urban places of more than 2,500
population.

b/ Counties neihar in the "Urbanized" or "eorally rural” category.

e/ Countics with no city containing at least 2,500 residents.
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“TABLE 2. Composition of lncome in Metropolitan and Nonmetrupolitan Counties, U.5., 1979

Metropolitan Nonwetropolican a/
: o . : Total .
Less Totallvy Nonmetro- AR
. Urbanized Urbanized - rural politan et
Totsl Personal Income . . . . .. Lo
‘ ($ billion) Coo1.482 185 a4 445 L
e o LERECENOL) 100.0 | 100,0 100.0 100,06 100.0 : ot
= . s
Labor and Proprietors’ Income . o
. == By lndustt e R : - - : ‘ ot
©- vare . RS SR 75 SRR IY SN U 60
T Ag Services 2 4 4 .4 .4
..... Forestry and Fisheries .05 .1 A ol .1 —
_ Mining 7 1.9 1.7 4.6 1.0
Construct ion 4,8 4.6 4,2 4,9 4,4
Manufacturing 26,1 2.1 17.8 10,3 18.4
Transportation, Communi~ - - R I - - -
. cation and Utilities 6.4 5.0 4,5 3.7 4.6 _
~‘Wholesale Trade 5.8 3.3 3.0 2.3 3.0 "
Retail Trade 1.8 7.8 6.8 5.6 7 e
Finance, Insurance and . -
; Real ¥atate . 5.1 2.6 .21 1.8 2.3 | T
.. Services 14.6 9.9 1.6 6.9 8.5
= Gov't.: Civilian 3,2 .27 1.7 2.4 © 2,2 .
T Gov't.: Military 1.1 2.2 o b 1.2 -
" Gov't.: State and Local 8,2 9,3 8.1 7.7 8.6
~= By Tvpe i
© Wage and Salary Income 67.2 60.5 50.5 62.4 53.8
s Other Labor Income . 6.6 6.0 5.4 4.2 5.5
: Farm Proprietors’ Income .5 2.4 5.9 9.0 4.8
Nonfarm Proprietors’ Income 5.0 5.4 6.0 6.4 5.8
Other Income and Contribuzions
Personal Contributions to
' Social Insurance -4,) -4.0 - 3.5 - 3. - 3.7
Dividends, Interest, 13.9 14,0 15.1 t6. 1 14,8
and Rent
Transfer Payments 12,3 14.4 15.6 17.3 15,3
Population (Milliong) 158.4 24,2 29.9 1.1 b1.7

Source: Compiled by Economic Development Division, ERS, U.S, Department of Agriculture
from haaic data provided by the Bureau of Economic Analyais, U.S. Department of Commerce.

a/ See Table | for definitions,

O Ezgi wof d N
ERIC 1 Gei B

Aruitoxt provided by Eic:



U UURII I GUpE I SNBSS L DESPREIVEER LIRS L Sl e o)

S

" western Corn Beit (see Bluestone, p. l4; Hoppe). Nonetheless,-:he data in o T,

. Tables 1 and 2 support an important conclusion: Rursl areas now depend on a -

~“givarsifiad base of economic activity including agriculture. 7 ' ’ E

" 'PROSPECTLVE CONTRIBUTIONS OF AGRICULTURE TO RURAL COMMUNITIES T T

The contribution of agriculture to rural communities depend on aggregate R
food and fiber demand andnitt lﬂnklgelto rural comnuni:ies. Technology plays q;i
Ax_ln key_role~in~the-4inkage. Car; and _trucks reduced thg_tipqquq_cosg;pf ) _‘ Lk
-";runsportation, making it possible for farm people to go farther to shop for - -
. jobs, gooda and servtces Many bypassed small communities have disappeared.
L Roads and vehxcles will continue to improve but the principal xmpact of o

.

teansportation probably lies behind. The rate of growth in small rural

communities with populations of 1,000-5,000 is comparable to rates in larger

 communities. The rural renaissance in employment and population is broad
based, and is apparent in rural counties near amd distant from metropolitan
areas.

Emphasis in this section is on two important dimensions of farming that
{nfluence rural communities: One is farm size, numbars and population that
determine community social activity tied to population. The second dimension
is farm income and expenses that determine business activity tied to buying
power. Before turning to projections of these variahles, it is well to

review the relationship between farm structure and community.
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- good for gociety.. Data in Table 3 show economic impacts on prices, input,
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_Impact of Farm Size on Communities : -

. .
__ﬂg‘dy)., And what is good for farmers or rural communties is not nacessarily

-t

and quantities but values are in 198] dollars.

' -

belic policy could conceivably shape whatever farm structure society

Qngyes. Not every farming ccntigurat§0n is equally desirable (see Sonka and

output, recaipts, expenses and farm numbers of sole reliance on large, medium -

or small size farms. Results assume full adjustments have occured in prices

Market adjustments are presumed to be complete so that prices cover all
costs of production. Because small farms are less productive per unit of input
than are large. farms, sole reliance on small farms requires 90 percent of
. i

191014 parity to cover all resource costs. Large farms that currently account - e

- for hatf of farm output cover all costs with prices only 54.percent of parity,

Income and employment multipliers relating the farm to the community depend

partly on forward linkages and farm output and partly on backward linkages and

farm input, It is notahle that apggregate farm output is greater with large

farms but farm input is greater with small farms. Input volume even under the

- small farm scenario is less than actual aggregate input volume in 1981 because

the analysis assumes heroically that inputs are freed from existing large
numbers of low productivity farms with sales of under $20,000. Also, our
exports are priced out of the market with only small farms,
Income and expense data provide clues to the impact of farm structure on
e
rural communities., Given time, all costs equal all rec.ipts. Adding off-farm
ineome to farm receipts (or costs) indicates that economic activity in rural

communities would decline to about 78 percent of 1981 levels with only large

farms and would he 5 percent above 198! levels with only small farms.
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T e © " TABLE 3. Estimated Economic lmpact of Adjusted U.3. Farming Structure

Comprised Solely of Large Farme, Medium Parms or Small Farms - s
item ST . . Farm Size - » L ~ Actual
: ) 1981
‘ ‘ Medium Faras - - Small Farms ’ ]
Large Farss (Sales $100,000- (Sales $20,000~ )
_ Sales $200,006 + . $200,000) 7 540,000) S
-+ “output  § billion) a/ 164 SRLY) 12 1%
(Percent of 1981) (106) (89) (73) (100)
Domest ic _ 114 107 100 111 R
(Percent of 198t {103) (96) o ’ (90) - (100)
Export 50 30 12 43
Crivcenr of 1981) - .. (118) - io . . QO . - @ (100
“lnput (3% billion) 1/ o 164 R £ L R - -187 .. .. 208 .
- (Percent of 1981) (80) {90) (91) (100) .-
Productivity .
{Output/lnput)} 1.00 14 .60 .75
(Percent of 1981)-. ... . (133) e o sy (100)
Parity Ratio T o ’ C .
{1910-16%100) . s 7 90 61
(Percent of 1981) - - (89) - - - (120) . .. - (148) (100) wE
“ “"gaceipts ($ billions) 146 164 T 166 154 >
= “(percent of 1981) .- - {9%) . (106) (lo08) - (100)
Costs ($ billion) 146 164 6 s
(Parcent of 1981) (95) (106) (108) (100)
Net Dff-Farm lncome -
- ($ billion) b/ 4 10 36 39
{Parcent of 1981) (10) (26) (92) (100)
Total Tncome and
o Outlays ($ billion) 150 174 202 193
o (Percent of 1981) (18) (90) (10%) (100}
Number of faras (1,000) 243 868 3,27 2,636
{Percent of 1981) (10} (18) (134) (100)

Gource: For basic dats, see Tweeten {(March 1983).

a/ Domestic demand elasticity =.2; export demand elgsticity -1.5. Ourput and input are
quantities weighted by actual 1981 prices. g“

b/ Same off-farm income per farm as in 1981.
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The composition of rural economic activity also would change with the size
of farm, . To provide off-farm jobs, a system. of only amall farms implies more
nopfat- economic base in rural communities relative to the farm hase. Large

farms would tend to be two~amily operations so 240,000 farms'night have 480,000 -

" families. Still, a_system of small farms with one family per farm would support

nearly seven times as many farm families and social activity that depends on .
Efﬁ*-'"fltl population than would a system of large farms. It must be remenbered,
T .

however, that in ltrictly economic terc: the gain to rural communities from & R
:’ff..ylt!I.ofnlﬂltl farms .is more.than offset by higher food and other commodity - s

" costs to consumers due to the lower economic efficiency of small farms. A

system of even smaller farms than shown in Table 3 might provide more stimulus

to rural communities but the social cost would be huge in terms of lost exports L

aia D" SR
and high food costs., - XN : R :

It is also notable that 26 percent more real .input than actually used in
1981 would have been required to produce‘the actual 1981 output solely with
‘small farms. This figure contrasts sharply with the 9 percent less input with
b_only,s-all farar as shown in Table 3. The latter occurs because the higher

prices required to cover all costs reduce sales, output and input,

Trends in Farm Size and Numbers

As noted above, farm size influences farm population and income and
thereby the vitality of rursl communities. Table 4 shows the impact on farm
- size of four key elements--labor-saving technology, the opportunity cost of
farm labor, off~farm income and the gap between farm and .onfarm income per
capita. Farming technology caused farms to grow batween 3-4 percent per year
on the average from i940 to [980. Farm firm growth from tecknology is

projected to slow no more than 3 percent arnually by year 2000,
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. B 7Perlonll income of farm people will keep up with income of nonfarm people
- over time in a well functioning economy. Other things equal, this means the
" “scale of farming must increase with real personal income per :capita of nonfarm

:ygrlpn;iuhicﬁ advanced 2 percent per year in the 1970a., U.S. real per capita
o '”ingone growth has slowed and is projected to require farms to frow in size by
only 1,0-1,5 percent per year hetween 1980 and 2000. - . .
Combined technology and personal income gaina ra2quired farms to grow 5-6
percent per year from 1940 to 1980. An offsetting fofce was nonfarm income
) :of farm people from off-farm jobs, transfer payments and other sources, The
~ growth rate 1n the proportion of income farm people receive from off-farm
sources is expected to slow in the 1980s and 1990s.

A final major element explaining changing farm size is farm expansion and
‘consolidation to close thu once huge gap between farm and nonfarm income per
capita, In Table 4, the difference between actual sales growth and the
inflated total required sales growth reflects fara firm changes to close the
accumulated incoze gap between farm and nonfarm people, Farm size expansion
for that purPose averaging 7 percent per year in the 1940s and approximately
4 percent per year in the 19508 had essentially closed the income gap by the
late 1970s. Success was apparent even in the depressed farm economy of 1981,
With farm prices only 61 percent 1910-14 parity in that year, farmers income
from all sources averaged 88 percent of nonfarmers' income per capita. Further
closing the gzap will not be an important source of farm growth in the future,

Based on the above factors, the average commercial farm is expected to
grow approximately 3 percent per year to the year 2000, a slower rate of growth
than in the past. With total acreage in farms somewhat stable, the implication

is that farm numbers may decline slightly. However, a decrease in number of
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”'TABLE 4. Actual and Required Growth in Sales per Farm by Decade From
1940 to 1979 and Required Growth Projected from 1980 o 1999

Growth required per farm a/

i . ) . : A " Total Sales
—

l - -Actual
. Personal Off=farm Salea
Decade Technology income Subtotal income Real 1Inflated Growth
Annual average, percent
" Actual ' B
1940-49 3.4 2.6 6.0 =45,1 1.9 7.5 12,6
_1950-59 3.6 1.2 4.8 =5.4 -6 1.5 5.3
1960=69 3.3 3.0 6.3 =6,0 3 3.0 7.3 ~
1970-79 3.2 2,0 5,2 =2.9 2,3 9.4 7.8
Projected
1980~-89 3.1 1.5 4,6 =1.4 3.2 - ——
1990-99 3,0 1.0 4.0 =1.2 2,8 —— -—

Source: Tweeten (1981),

a/ To the extent that farmers keep un with technology, income growth, etc,
required growth {s also actual growth.
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mid-size farms is expected to be nearly offset by an incresase in the number of
large farms and sagll part-time farms (see Tweetea, & March 1983, Figure 1),
The latter catééﬁ?é‘is less influenced by the forces examined in Table 4 and
shows signs of continuea growth in numbers.

. Data on economies of size indicate pressures for firm expansion and provide
additional insight into future trends in farm size and numbers. Lower cost per
unit of output for large farms than for small farms encourages expansion in size
and reduction in numbers of farms. Most economies of size are realized on farms
with sales of $100,000 or more (Tweeten, lech_l983). However, some production
and market economies extend beyond $100,000, providing incentives for even

commercial farms to grow. Many small farms with high per unit costs remain but

an increasing proportion of these are part~time farmers who willingly now and in

the future will support farming with off~farm income, Full-time small farmers . .
are a vanishing group. PFarm size and numbers will tend to stabilize as entrance
of large and part-time small farms offsets exit of full-time medium size and
small farms.

Farm numbers will tend to stabilize, but the vomposition of farms will
change. Medium size farms are expected to account for & declining share of
farm numbers and output. In competing with large and small farms, medivm size
farms vill be disadvantaged because of (1) cash-flow oroblems associated with
the inflation cycle, (2) increasing risk in the face of less sophisticated risk
management opportunities than on large farms, (3) less risk-redicing off-farm
income than on small farms, and finally (4) high asset requirement: for an

economic unit,
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* Trends in Supply and Demand for Farm Output

"PTable 3 was a snapshot in time ignoring expected trends in supply ani

demand for faru output, PFuture trends in inputs purchased and products

| marketed through rural communities depend on trends in the aggregate supply-

demand balsnce for farm output. Estimates from several sources of that balance
are presented in Table 5. After productivity shifted the supply curve faster
than the demand curve to the right in the 19508, generating surpluses that

carried well into the 19608, demand grew faster than supply in the 1970s. The

" estimates in Table S5 are varied but in general indicate that farm output demand

and supply may increase at somewhat equal rates in the later 1980s and 1990s.
The implication is that no strong upward or downward trend in real farm prices
is foreseen. However, acute, unpredictable periods of surplus and low prices

alternating with periods of shortage and high farm prices 2re expected. Chances

" seem slim for persistent gains in demznd relative to supply and in real farm

prices that would help create a long=-term boom in rural communities.

CONTRIBUTION OF OTHER POLICIES AND INCOME SOURCES TO RURAL COMMUNITIES

A striking feature of Tables | and 2 is the similarity of economic
structure in metropolitan and nonmetropolitan counties. Rural economies on
the whole sre now highly diversified and integrated into the nationsl and
international economy.

Defining basic industries as those which bring dollars from outside, it is
apparent in Tables | and 2 that mining and manufacturing as well as trans fer
payments for retirement or other purposes are vital components along with
agriculture of the economic base for rural communities, Transfer payments

are tha largest single source of personal income in totally rural counties.
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TARLE 3. Projected Increases in Demand and Supply
for Farm Output from 1982 to 2000

U R P bbb itk dedettat ettt e m————— 4 & = ot o 0 e e

. Supply
Source Demand (productivity)
Domestic Exports Total ‘ ' L
RCA-USDA a/ Quantity, year 2000 as ¥ of 1982 117 151 127 122
(Annual increase, %) .9) (2.3 (1.3 a.n
Tweeten Quantity, vear 2000 as % of 1982 117 170 132 131
(Annual increase, %) (.9) (3.0) (1.,6) (1.5)
RFF, EEC Quantity, year 2000 as % of 1982. 115 154 138 ——--
constant b/ -(Annual increase, %) (.8) (2.8) a.n -

- RFF, EEC Quantity, year 2000 as X of 1982 . 115 210 15t -
liberalized ¢/ (Annual increase, %) .8  (b,2) (2.3 -——-
NALS-USDA d/f Quantity, vear 2000 as % of 1982 118 259 161 ———-

(Annuai increase, 1) .9) (5.4) (2.7 —m—-

Source: Table taken from Tweeten (March 1983),
a/ Resource Conservation Act "moderate" estimates.
b/ Resourcea for the Future projection for crops with continuation of current EEC

policies, My adding of domestic and export components gave total demand index of 129 in year
2000 for s 1.4% annual increase rather than the reported index of 133,

¢/ Same as footnote (b) except my adding of domestic and export components Rave total
dumand of 141 and 1,9% increase compared to the reported demand of 151 in vear 2000,

d/ From Hational Agricultural Lands Studv.
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"Payments from social security, medicare and medicaid are critical to the

lwell-being of rural communities and their residents, Numbers of persona
.;“réachigg retirement age will rise in forthcoming decades. The amenities of
.1“rural communities will attract many retirees.
f _; ;' i The challenge is to devise public policies consistent with the interests
" of agriculture, rural communities and the public at large. Immediate needs to
revitalize the farming economy are (1) national and international econonmic
progress (with stable prices) to boost demand especially for farm exports,
-(2) elimination of excess commodity stocks, and (3) no better than normal
weather for crops. Agriculture and rural communities will be much influenced
by national monetary-fiscal policies; by farm commodity and credit policies;
by community service, welfare, health, and education policies; and by work

force policies,

-Monetary-Fiscal Policy

The immediate overarching requirement for economic heslth of tarming,
rural communities and the economy at large is sound monetaryffiscal policy.
That policy is now in disarray. Most economists candone budget deficits
incurrred duiing recession and condemn large deficits incurred after economic
recovery. To promote steady economic progress without inflation requires
decisive movemeat towards a balanced federal budget. The money supply as
meazured by Ml or M2 has been increasing at a rapid rate since July 1982,
Unless the rate is cut back soon, inflation will reemerge. Unemployment and
recession again will follow high inflation rates.

Erratic monetary-fiscal policy has given rise to an inflation cycle

featuring inflation in the expansionary phase and high unemployment in the

Q 138
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stabilization phase. The inflation cycle crates undesirable cost-price, cash-

!low-nnd instability-uncertainty impacts_on farmers which I have explained in

detail elsevhere (Tweeten, December 1980; July 1983). Inflation and instability :,
- attending such policy especially disadvantage full-time farmers and shift the

“composition of agriculturo away from medium=size family farms.

In recent years a tight monetary policy has been combined with expansionary,

high-deficit fiscal policy. One result of monetary and fiscal policies working

. at cross purposes has been high real rates of interest damaging to both farm

_ and nonfarm economies. High real interest rates impact unfavorably on farmers

directly, High real rates also impact indirectly through international linkages
by attracting capital investment from abroad. The inflow of money raises the

value of the dollar in international exchange markets. The result is more

. expensive U.S. wheat, corn and soybeans to foreign buyers. A depressed U.S.

economy imports less from other countries. Inability to export to us depresses
economies abroad; those economies in turn import less from us.. International .

recession and high real interest rates contribute to international financial

crises.

Export Policy

The economic vitality of agriculture and its contribution to rural
communities rests firmly on export markets. The business integrity of farmers
willing to risk competing in unstable export markets deserves respect. Past
actual and future possible export embargoes imposed by our government violate
business trust and exacerbate an already high level of uncertainty in the farm

aconomic environment. Perhaps embargoes should be reserved for national

199
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emergencies only. At the same time, a federal policy of multinational reduction

“in trade barriers and encouragement of trade in general can help boost the farm

- ‘and fural economies,

Commodity Programs and Payment-In-Kind

As bast can be determined from a number of studies, the net impact of

" _commodity programs on farm structure has been minimal (see Spitze et al.). To

-:be sure, commodity programs have helped to maintain vitality of farms and demand

for goods and servicus in rural communities during depressed times. But on the

other hand, commodity supply control programs have reduced farm production and

. hence input purchases from rural communities. In aggregate, commodity programs

O

added at least modestly to the economic base of rural communities in the last

" five decades. 1In some periods such as the 19608 the contribution was

‘substantial,

In part because of the drop in world demand for farm exports attributed
indirectly but in no small part to our monetary~fiscal policies, the government
intitiated a massive payment-in-kind (PIK) program bringing total federal
commodity suport costs to $21 billion in 1983, Research on PIK (U.S. Department
of Agriculture, 1983) indicates that net farm income will increase by 20 percent,
machinery inputs will decrease by 2 percant and all other agricultural inputs
will decrease by 6 percent. These changes will impact & rural community in two
ways,

One, rural firms or individuals such as elevators, fertilizer firms,
gasoline retailers and farm laborers from which farmers purchase inputs will

experience decreased demand for their products. In regional economic terms,

200
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this is the "indirect" effect. Two, farm families receiving the PLK payment

-will have additional money.to spend. Increased household spending is referred

. .to. as the "induced" effect.
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The estimated total effect of the PIk prograﬁ’on two Oklahoma communities

“ is. shown in Table 6, The first community has about 40,000 population with a

large service area. The second community has 1,500 population and has a small

service area. DNutcomes are estimated from & simulation mode! (Woods et al.)
——a

-which uses the gravity model and location quotient technique to derive an I-0

(input=-output) model for.a community and its service area. For Stillwater, a
one dollar PIK payment generates $1.53 throughout the economy. Some gectors
experience a positive impact whereas others experience a negative impact. The
latter occurs because agricultural inputs, especially hired labor, will be
reduced. The service and wholesale and retail sectors especially benefit from
the increase in consumer spending resulting from increased income.

The smaller community with less service area receives only modest positive
impact from the PIK program. For each PIK dollar, a total of $1.05 is
generated thrnughout the small community, 1In general, the agricultural input
sectors have a negative impact and retail and services a positive impact.

The principal crop is wheat on farms around the two communities shown in
Table 6, Wheat had already been planted so fertilizer, pesticides and other
operating inputs had been purchased. The PIK program for crops not yet planted
would entail less input purchases and less payments, hence would be less
beneficial to comuunities. Communities will benefit from PIK induced higher

commodity prices after 1983 because of PIK-induced stock reduction.
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TABLE 6. 1Income Impact of PIK on Two Oklahoma Communities
per Dollar of PIK Payment

_.Sector ' 7 : -Community

Stillwater ' Pawnee

PIK Transfer Payment to Farmer $1.00 s$i,on

- MAgriculture and ¥ining -.28 ~.05
.Construction ‘ .00 .00
.. Man-Nondurables .00 .0n
-~ Man=Durables N .01
Transportation .03 -.01
Communications .00 ~-.01
Wholesale and Retail .19 .03

- Pinance, Insurance and Business Repair 14 .00
Professional and Related Services .49 .08
$1.58 51,05

Source: Unpublished results from Gerald NDoeksen, Nepartment of
Agricultural Economics, Oklahoma State University.
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‘A commodity program of the 1983 cost and acreage magnitude seems

~ unsustainable. After stocks are brought down to reasonable levels, new

" . “directions for commodity programs need to be considered 3/.

7 Research and Extension

O
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Publicly supported agricultural research and extension emphasizes

development of scale-neutral technologies (Carter et al,), Output-increasing

1_teehnologies such as improved varieties and management emphasized by land grant

university research and extension probably does not have a major impact on farm
size and numbers. Agricultural research snd extension have been high-payoff
investments in the past and will be essential to keep farmers competitive in

world markets in the future.

—————

3/ The following program option is market oriented, discouraging
international production and encouraging consumption with lower prices. The
program frees larger farms to use their efficiency to compete in international
markets while providing income protection for family size farms., Supply
control and nonrecourse loan suoport would be abolished.

Small farme do not benefit much from commodity programs and many part-time
small farmers do not naed income support; medium size farms are most at risk
and most need programs. A greater share of funds could be focused on
medium-sized farms by retaining the targét price at levels that cover nonland
cost of production and with payments limited to (say) $25,000 per operatov
recipiant. The deficiency payment would be based on the difference between the
parket price and the target price on three-fourths of normal yield times base
acreage. Established yields and acreage bases would remain unchanged for at
least the four-year life of the program. The Farmer Owned Reserve might be
retained to promote economic stability but with a cap for each commodity--in
the case of wheat, at about 800 million bushels. Any unfilled capacity in the
Farmer Owned Reserve would be prorated tc farmers according to established
yield and base acreage. Farmers would have incentives to cutback excessive
output becacse incremental output would receive the market price.
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Rural Services

Some federal programs influence farm and community structure by reducing

_costs of community services through technical assistance, low interest loans and,

in some cases, direct subsidies. Government assistance to electrical, water,

"telephone, school bus and other services encouragee people holding nonfarm jobs

“to reside on small farms. Many such rural residents would choose to live in.

O

RIC

rural towns or cities if they had to pay the high full cost of bringing public

 .aervices to their farm residence. The net impact on rural communities from

withdrawing federal assistance to rural services might be small because the
decrease in the number of farm residents would tend to be offset by an increase

in town residents,

Work Force and Human Services Policy

Manufacturing is the largest single industry in many rural counties. It
has been ettracted to rural areas in part by low labor costs. The importance
of nonfarm industry to rural counties and to farming is clear--two-thirds of
total income of farm people is from off~farm sources, For manufacturing
industries to flourish in rural communities, federal and state governments
must resist measures to arbitrarily raise wages above market levels. A federal
wage supplement might be useful to (1) provide a socially acceptable wage to
persons who have limited earning capacity, (2) promote employment especially
in labor intensive industries competing against imports, and (3) encourage

employers to hire disadvantaged workers,
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Education, welfare and health service programs provide major benefits to
rursl areas. Their impact on farm and community structure is not well
" understood. Possible reforms are discussed elsevhere (Tweeten and Brinkman,

© Chapters 5 and 6),

Tlx Laws

The nation's tax policies impact rural communities both directly and,
" through farm structure, indlrictly. federal tax policieq need not favor but
'f  so-efjlel.have_favored corporations over sole proprietor business o
lorgani:ationa, large farms over medium and small size farms and capital over
labor, Accelerated depreciation allowances and investment tax credits

encourage substitution of capital for labor in production processes, thereby

increasing farm size and decreasing farm numbers, A more resource-neutral

- tax policy could promote earnings and employment on farms, in rural communities

and in urban communities.

CONCLUS IONS

Conclusions of this study are as follows:

(1) The economic base of many rural communities is agriculture. A large
number of rural communities with growing nonfarm population and a diyersifled
economic base also rely partly on agriculture for income, The future of all
these communities depends in no small degree on farm structure and income.

It seems unlikely that food and agriculture will be dominated either by
chronic surplus or chronic shortage in the next two decades. Real farm prices

are expected to fluctuate but around a somewhat flat trajectory over time,

.05
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Persistent real farm price gains that could transform economic fortunes of
rural comunities secem unlikely, The real demand for farm output and hence
‘f;agriculture's contribption to the economic base in rural areas is expected
—_r.o__gkrow_ gsout l.5-2.0.percent‘ per 'year on the average to vear 2000.
V " Farm population will tend to stabilize. About as many farms will exit
‘:-(pnrtiCularly full-time smaller farms) as enter (particularly large farms and
“T- - part-time smaller farms).

8019 reliance for. food and fiber on small farms would increase the farm
-populnniOn and boost rural community activities which depend on the number of
'Tpeople but society wéﬁld pay a substantial price in terms of higher food costs

and lost export earnings.

(2) The gconomic base of rural communities is highly diversified, contains
' many similarities to the economic base of urban communities, and is integrated

'Z'in;q-nntianll and international markets and government policies.

Farmers increasingiy depend on the nonfar sector for production inputs
and off-farm jobs. More nonfarm workers are movin; to small farms. With
integration of farms and hence rural communities into national and
international output and input markets, federal transfer payment and monetary~-
fiscal policies become more important for the well=being of farms and rural
communities. Federal policies to keep international trade channels open and
promote steady economic progress without marked unemplovment and inflation
are critical for economic health of agriculture and rural communities.
Decisive action is also required tn bring dairy and grain, especially wheat,
supplies in line with demand either by lower market and support prices or

through supply control,
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ECONOMIC INTERRELATIONSHIPS IN THE RURAL COMMUNITY

J. Dean Jansma *

. $5TRODUCTION

A recent book, sponsored by the American Agricultural Economics Association

" and published by the University of Minnesota, includes three review articles

O

under the general heading “"Rural People, Communities and Regions.” (Martin,
1981), These three articles reference more than 1,000 published studies relating
to some aspect of the intorrelationships among various economic entities within
rural regions. Thus, the general topic of economic interdependenctes in

rural communities has not escaped the interust of economists or other gocial
scientists,

What then, can be added hy another look at this complex set of linkages
between the agricultural sector and the rural comnunity? Perhaps the most
promising ares for making a contribution is to focus the discussion somewhere
between the generalizations associated with theoretical formulations and the
empirical estimates of studies of spectfic programs or regions. In more
specific teras, the thrust here wili be on what are some of the relevant
questions which should be asked when considering alternative strategies for
lmplementing policies which will effect agriculture-rural community

interrelationships. By providing a structure for these questions, {t is

* Professor of Agricultural Sconomfcs, Penn State University.,

]
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hoped that the basics of an economic framewark for viewing policy alternatives
can be developed,

One caveat before proceeding. The discussion here will be limited to two
1§onc¢rnlr-¢con0lic efficiency and distributional impacts. A host of related
concerns (e.g., social, political, cultural) are arbitrarily defined as being
‘outside the boundaries of our assignment. This is not to suggest these concerns
are lass important, but rather that :fficiency and distributional issues are the

targets in this analysis,

DETERMINANTS OF RURAL AREA ECONOMIC VIABILITY

Before addressing the question nf the kind and magnitude of impacts
resulting from implementing policies affecting the agriculturalerural community
linkages, it is necessary to determine what forces are responsible for the
economic viability of a rural community, That is, we need to develop "norms"

e or benchmark data. In general, the determinants of the economic viabilitv of
an area can be traced to four interrelsated forces:

1) The level of demand for goods and services in the region. A conceptual

basis for viewing the level of demand as the basis for economic viability is
provided in export-base theorv. The causality link is that the level of
economic activity in a community is determined largely by the extent to which
that community can expnrt goods and services. That is, what does the community
produce that is desired by the “outside world," However, this descriptive
demand-oriented model does not address the question of what forces determine

the demand for the goods and services produced in a region,

2) The level and productivity of the human and natural resources in the

fegion, The competitiveness of the input to output relationships is another

o ] ~56-022 O - 83 - 14
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detarminant of an area's economic viability. That is, how productive and what

is the level of availability of resources in a varticular region when compared

to other regions producing similar goods and services? Related are a host of

. questions concerning such factors as resource mobility, spatial relationships,

ete.

O

1) Economies of size., The effect of economies of size on the shape

and composition of a community provides an added dimension to the Zemand
considerations mentioned ahove. For example, as economies of size forces
push for l‘arger and larger farms, the number of farms decrease with a
corresponding decline in the number of facm families. The expected result is
a decrease in the demand for foods and services in the local communitv, Thus
the economies of size factors are an important first round effect on the
relationship between agriculture and the rural community, Relatively large
multipliers generally associated with the agriculture sector suggests there
are also important second and subsequent round effects, (The multiplier ia
an estimate of the total economic activity generated by an original 1.0 unit
increase in agriculture production.) The guidelinzs provided by central
place theory, in conjunction with export-base theory, assists in predicting
the type of rural community that will be associated with various types of
agriculture production areas.

4) Historical precedence. Although of less immediate concern in evaluating

most policy proposals, historical precedence is an important consideration when
attempting to explain the current size and composition of rural communities,
The location of a firm which starts in "grandma's kitchen” and grows into a
multinational firm with headquarters at the original rural site is difficult

to predict. Similarly, one would probably not predict that the rural town of
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Rocheste Minnesota would be the home of the world famous Mayo Clinic. Publie,

aa vwell ga private investments are important in determining the size and

composition of a significant nuaber of rural communities. Many of our Land

- Grant Universities are located in rural communities but the economic baae of

O
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theae communities is not the agriculture sector in the surrounding countryside.

FRAMEWORK FOR EVALUATING POLICY IMPACTS

Once the benchmark measures nave been developed, the next assignment ia
to examine the effects of alternative atrategiea for implemrating policies.

It is my belief that economic efficiency is often used to justify policies,
but distributional impacts play a more important role in the adoption and
implementation of policies. I think this is a cruc: 1 point and needs to
be examined in more detail.

There are two major approacaea to evaluating policv alternatives when
designing programs. (Cameron, 1970, Cumberland, 1973, Leven, 1965), One is
the efficiency approach where the mos: efficient area, technique, income class
(or some other grouping) is selected as the benificiary of a policy action
regardless of the distributional consequences. This approach is responsible
for a great deal of interesting rhetoric, but it is used infrequently as a
aingle objective in public decision making. The whole concept of economic
efficiency as a single objective is somewhat counter to our system of
representative government in which congressmen represent a group of citizens
within a spatially defined district. Thus, economic efficiency is a useful
yardatick against which the costs and benefits of various policy alternatives
are measured, but it is not often used as the single criteria for the allocation

of public funds.
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A second approach, which is weighted toward the distributional concerns, is
based on gaining policy objectivea through a system of planned ad justments. The
rationale for this approach is usually based on one of the following arguments.

1) The impact of past deciaions must be incorporated into current policy

- decisiona. For example, commodity payments for selected agricultural prograns

have been capitalized into land prices and suspension of these programs would

now result in major losses to present land owners. Thus, present policies,

it is argued, need to consider the effects of previous actions. Using another
example, it is argued that individuals who have invested private capital on
the presumed continued availability of publicly aupplied irrigation water or
grazing permits to public land should be protected.

2) Fairness is a second reason given for the development of programs which
help people in areas with insufficient resources to compete in the market place.

1f resourcea are immobile, the argument is that we need to develop policies to

- either increase mobility (normally not an alternative held in high esteem by the

" Congressman whose district will experience the exodus) or to bring additional

O

resources to the region. The rationale for transferring additional resources to
an area take almost as many forms as there are policy alternatives, Some are
simply attempts to assist lagging areas--the programs of the Appalachian
Commission are an example of this approach. Others follow the classic "infant
industry" arguments which call for subasidies, often in the form of low cost

loans or subsidized wages, until an industry is well enough established to

compete on an equal basis. A third approach is to increase the flow of knowledge
to a region to increase productivity while a fourth is to enhance the distribution
of information about a region to insure potential entrepreneurs recognize the

oppurtunities available in the specitic community.

i 213

Aruitoxt provided by Eic:



ahgtt

- 208

" APPLICATION OF THE EVALUATION FRAMEWORK

The focus here will be to examine the probable impacts of hypothetical

policies which result in a change in agriculture production. For example, what
- are the aggregate impacts of a program associated with increased agriculture

production? Edwards (1983) argues, on the basis of nati-nal input-output tables,
that the probable overall multiplier effect associated with an increase in
agriculture production for domestic consumption is in the 2,5 range. Converselv,
if the inereased agriculture production is destined for export, the estimated
aultiplier is probably closer to 1.8. The major reason for the difference in
the size of the multipliers is due to the forward linkages associated with
the increase in production. That is, when agriculture production is for
domestic consumption, the agriculture products tend to move from agricutture
to the food and kindred sector for further processing and then into the
vholesale and retail trade channels. Each step in the process increases
economic activity and enlarges the overall multiplier effect. Conversely,
the forward linkages associated with increased agriculture production fur
export is often limited to transportation to a shipping terminal where any
additional activity associated with commodity is "leaked" from the system
with no further stimulua to the economy.

Measurement of other forward {inked impacts such as an increase in farm
family expenditures for consumption jtems requires another set of questions.
I1f there are no policy provisions to support price, an increase in agriculture
production without a comparable inrreaee in export for commodities with an
inelastic demand (a majority of farm products) will result in an aggregate
decreace in returns to the farm sector (i.e., prices will decrease more than

quantity increases)., 1In reality, there will probably be some farmers with

O
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" significant gains and others with severe losses. There is little disagreement,
however, that in nearly all cases the major beneficiary will be the international
and domestic conaumer who gains through increased product availability and lower

.. prices,
Prom a backward linkage perspective, the results are not significantly
" different in the two scenarios. Increases in the demand for seed, fertilizer,
machinery and other farm production will be similar regardless of whether the
ultimate dispostion of the product is for export or domestic consumption,
Similarly, the differences in the impact on local gevernment revenues
- - and expenditures would be minimal. Small area input-out studies suggest that
7 increased activity in the agricultute sector results in only small increases in
local government revenus. (Sharma and Conner, 1974) In general, studies have
found that unless policy has a significant effect on the property tax, the
impact on local government revenues will tend to be small., Changes in the
level and composition of expenditures by local government resulting from the
implementation of a policy will depend on whether new infrastructure is
required.

Other types of agriculture policies would have diffevent impacts., Programs
designed to hold land and/or labor resources out of production (e.2., land hank
programs, PIK, etc.) have a direct effect on firms supplying inputs to agriculture.
Thus, uvsluating the backward linked economic activities becomes a wmore important
concern, but it does not negate the need to examine the forward linkages
discussed in the previous example. In both examples, the type and probable
distributional impacts among the agricultural uubnnc::ra (e.g., pouitry, dairy,
grains) and their corresponding impact on the rural community needs to be

evaluated.
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An impact that is often neglected, or at least treated only in generalties,
is the spatial distribution of costs and benefits of public programs. An article
by Tolley (1959) entitled, "Reclamation's Influence on the Rest of Agriculture®

is & claasic study of the spatial distribution of impacts resulting from

"subsidized irrigation water being supplied by the Bureau of Reclamation. He

- .examines the spatial impacts of increased cotton production on irrigated areas

in the West on other regions of the nation through an acreage change matrix.
Although the study is now dated and Tolley admits the concept is more important
than the exact numbers, he concludes that “---it may be that one farm worker

for every twenty remaining in southern agriculture has been displaced by

" western reclamation.” (p. 180).

O

A related concern is the extent %o which the size and distribution of
impacts depends on the coumplexity of the economic system where the policy is
being implemented (Jansma, et al 1981). For example, the frequency of need
for a particular good or servics to support agriculture production in an area
is one predictor of its availability, The farmer's damand for gas, lubricants
and minor repairs is likely to he at least weekly, 1In addition, the capital
requirements for a gas station-minor repair shop are relatively low. Thus,
nearly every rural community will have this type of business activity.
Conversely, farm equipment is purchased less frequently and dealers often have
substantial overhead and must sell a relatively large number of units to cover
€ixed costs. As a result, major farm equipment dealers tend to be located in
medium or larger sized rural communities. In terms of impact, policies which
affect short run decisions {i.e., the purchase of fuel and minor repairs)
will tend to affect smaller communities the most, while policies more directly
affecting intermediate to long term decisions (machinery or land purchases)

will be more of a consideration in the larger rural communities,
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Another factor that should be included in any evaluation of the impact
of policy alternatives is the high and increasing percentage of the farm
population’s personal income derived from non-farm sources. Recent statistics
(1981) indicate that 59 percent of the personal income of the farm population
lil from non-farm sources. (USDA, 1982) Thus, any measure of the impact of
agriculture policy needs to include not only the direct relationship between
the agriculture sector and the community, but also the effect a change in
agriculture policy will have on the ratio of farm to non-farm sources of

-~ income--and how a change in this ratio effects the economic viability of

" the entire community,

A_PROPOSAL

This review of some of the factors affecting the interrelationships between

i 'z"iﬁé agricultural sector and the rural community suggests, in my opinion, the

need to focus attention on the development of impact atatements when evaluating
‘various strategies for implementing public policy. It is argued here that in
addition to measures of overall cost effectiveness (or benefit to cost comparisons
if the benefits are readily quantifiable) there should also be an emphasis on

the "who and where" impacts.

The desirability of a reneral comparison of the costs and benefits of a
policy proposal is generally accepted--at least by most economists. That is,
measures such as cost per acre of land retired or net outlay per emolovee
retrained are usually accepted as useful indicators of a policy's desirability,
1 would argue there is also a need to provide policy makers with additional
information sbout the second and subsequent round effects of implementing

various policy alternatives.
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For example, would it be that difficult to evaluate the probable impact

of alternative farm programs in terms of the following questions?
’ :l) Who are the primary beneficiaries and are the benefits concentrated in
.  ;,.. specific ares or region?
‘ . 2) what is the general level and sectoral distribution (both positive and
negative} of the forward and backward linkages associated with changes in the
primary beneficiaries?

3) How are the impacts resulting from implementing this policy distributed

© among vnriopl income classes?

A trade~off would need to be made betwsen the cost of this additional
information and the value of the information to policy makers., However, I would
argue that "rule of thumb” estimates of who gains and who loses and where the

.benefits and costs would be located would be a cost effective activity,

I would eaphasize that 1 am not suggesting we undertake a major research
endeavor to study each policy slternative, Rather, the sugg@ltion is to use
the research bsse that is available--plus allocating a minimal amount of funds
to add to this base--in order to provide better information to the policy makers

who are required to make the difficult policy decisions.
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FMILY FARS and ARICUUTURAL COMMIMITIES

In addressing the topic "Family Farms and Agricultural Commmnities,”
1'd lika first to exmmnine several questions that must be answered before
any useful discussions of public policy toward family farms or agricultur-

al camnities can take place,

As a2 way to pit the issue in perspective, 1'd like to pose a ques~
tion: what is it asbout family farmars that captures the concern and imagi-
nation of the non-famming public? To answer that question, I will briefly
examine:

® e relationship betwean fanily faoms and
agricultural camanities;

®  What it means to "save” the family famm;
® long range policies that must be put in
place if we are to save the family famm.

Most pecple who s\prort family farms perceive a relationship between

a healthy family farm-based econamy and the existence of a healthy agri-

*Asscciate Director, Rxral Coalition
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e cultural cawmunity. Some take this several steps further and relate the

well-being of the entire U.S. econcamy to the health of family farms.

a anall, tut growing, body of research has attanpted to prove empiri-

W

cally that the econanic, social and political make up of rural canmmnities

r1v

is directly related to the kind of agriculture practiced around them.
while these studies have not examined these relationships over time, they
are the body of evidence supporting the thesis that family farm-based agri-

. cultural cammmities have better social services, cammunity life and small
husiness sectors than do cammu ities surrounded by large, non-family
farmms. Camunities surrcunded by larger, non-family, "industrial" farmms
are marked by higher levels of poverty and econanic inequity, fewer busi-
nesses and services, poor hcusing and camunity services, and a larger pop-

" * ulation of umarried males and’ transients (and, hence, businesses and ser-

vices that cater to theam rather than to families).

Most of these studies are well-known and build upon the historic work
of Dr. Walter Goldschmidt who, in 1944, studied two San Joaquin Valley
tomms, Arvin and Dinuba. He fonnd that Dinuba, surrounded by family-owned
farms, was healthier econcmically, sccially and politically than was
Arvin, a town of camparable size surrounded by larger, more industrialtype
farms. More recent studies have reached similar conclusiony and have am-

plified Goldschmidt's work., (See Fujimoto, et.al., Rodefeld, McCannell)
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In a recent paper, rural sociologist Dean McCannell of the University
of California, Davis, noted the following relationship hetween camunity

an farm sgize:

. Midwestern rural cammunities are different fram
carmunities in the American South and West in almost
every respect except that many of the problams they
currently face can also be traced to increasing farm
size, and land and capital concentration in agricul-
ture. The cavunities of the American !idwest were
originally predaminantly middle class and professional
and functioned as service and market centers for the
swrrounding locally owned and cperated farms..... Stu-
dies....indicate that the nurber of businesses and ser-
vices found in smmall towns in Iowa and Nebraska is much
-greater per wnit of populaticn than in other areas of
the U.S.... [M]idwestern conmmities have twice as
many businesses and services per capita than their
Western caunterparts....

While the nature of their vulnerability is quite
different from camunities in the other regions of the
U.S., Midwestern towns are equally at risk fram increas-
ing concentration of fam amership. Even as ownership
ramaing local and labor remains in the family unit, de—
creasing the number of farms in the region erodes the
support base for the cammnities.... Same of the busi-
nesses stagnate and collapse while others move into the
larger regional centers, vitiating the infrastructures
of the small cgmunities.

Thus, a large number of family farms provides a stable econamic and
political base by creating a stable population with a tangible stake in
its canmnity's well being. This concept is the very underpining of Ameri-
can political philoscphy which equates landownership with political power
and stability. As U.S.D.A. historian David Brewster explains,

S0 strong was this conviction, that land owner-
ship was a factor in deciding who could vote well into

the 1%h century. The traditional attitude held that
people who mosessed property had an unmistakable staks:
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in society. Their holdings demanded protection and
freed theam fram the threat of econamic ccercion, thus
making than the most desireable citizens.

Fram this premise derived an cbviocus conclu-
sion: the way to guarantee & republican fom of
 govermment and a reliable electorate was by wide
distribution of property.
It is not swprising then that family farmers see themselves, and are
seen by the public, as the bedrock of democracy. Of course, this concept

of the family farm implies that a family fammer owns his land. That state-

© . ment is no longer a self-evident one, however.
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Only abast 50 percent of the farmland in the U.S. is farmed by the
perscn who owns it. In fact, 70 percent of the people who own farm land
are not farmers. Farm tenancy is increasingly camron, and it is the rule,
not the exception, for farmers to own only part of the land they famm, and

rent. the rest.

The fact that landownership is no longer a given in the definition of
fanily farm backs us into the old, and difficult, question, "what is a fam-
ily fam?" It is just not an academic question, nlthough many an academic
has wrestled with it, because, in fact, the definition of family farm must
be broadly understoo! and accepted if famm policy based on the "family

farm' is to have any meaning.

For exanwple, a recent Mew York Times article highlighted Secretary of

Agriculture John Block's family famm in southern Illinois. Secretary
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Block refers to it as a "family" operation -- all 3000 acres of it includ-
ing its seven amployees who produce 50,000 bushels of soy beans, 6000
hogs, and 230,000 bushels of corn per year. I would guess that Secretary
Block’'s definition of family farmm is very different fram that of the

'averqe" American, particularly when it cames to public policy that

supports family famms.

The definition of "family fam" has changed drastically over the past
t.w:: hundred years. General elaments of the definition include: land
temre, decision making, provision of labor, and incane. Most people
would agsume a family farm is one owned and operated by a family which pro-
vides the bulk of the labor on the famm and which makes all decisions rela-
ted to farm operations. Such a famn should generate enoudh incame to sup-
port the family. No definitions of "family fam' imply any standard size

in terms of acreage or incame, nor any standard farming practices.

In his paper on the changing concept of the family fam, David

Brewster notes,

Gradually over two hundred years, the family
fam concept has shed its coamponents. Jefferson
sav the institution as one cambining land, manage-
ment, sustenance and labor plus a host of elanants .
that were even harder to pin down ~- political pro~
bity, moral sowxiness, econamic stability and the
like. By the 1940s, the family famm was perceived
more narrowly as a family controlled business that
provided a living and full time aemployment. Today,
it is camonly regarded, in practice, as a fam that
hires less than a designated amount of labor. These
definitions have not neatly succeeded one ancther....
Much confusion abait agricultural policy has arisen
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. definition of "family farm" is one developed by U.S.D.A. econcmist
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in recent years because people using the same ex-
pression have had very different meanings in mind.

Today, a camonly accepted, by policy makers and econcmists at least,
Radoje

 Mokolitch in 1972:

The essential characteristics of a family famm
are not to be found in the kind of tenure, or in
the size of sales, acreage or capital investment,

t in the dagree to which product ive effort and its
reward are vested in the family.

The family fam is a :rimry agricultural tusi-
neas in which the cperator is a risk-taking manager,
who with his fanily does moat of the farmwork and per-
fooms most of the manayerial activities.

According to this definition, "most of the farmwork" means the farm
operation cannot use more than 1.5 person years of outside labor on the
farm each year. Because this definition is so broad, almost every fam in
this country becanes a family famm, which means, writes David Brewster,
that "policy makers [can] claim that, whatever problems beset the agricul-
tural sector, the family famm is holding its own as a percentage of the

total."

I daubt that is is how most Americans envision the family farm, how-
ever. Most people probably assune land ownership is an essential part of
fanily fammiing, not realizing perhaps that the high cost of fammlard and
the increasing scale of agriculture make land ownership, for new farmers
especially, only a remote possibility. Econanist Dnon Paarlberg has argued

that as "it becanes increasingly difficult for the farmer to supply all
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the factors of production, he will gradually slough off providing the capi-
tal, owning the lani and even supplying the labor. He will retain to the
last that most preciocus role of all, entrepreneurship ==~ the decision-mak-

.ing function."

.Cri:ics of this concept wornder how a farmer without control over
lard, labor and capital can, in fact, be an entrepreneur. tHowever knotty
- this conflict -« particularly as it affects famm policy -- it will have to
be adiressed and resoclved in the very near future if famm policy is to
have any meaning,

Many pecple also think the family farm is, by definition, a amall
fam or a limited resource operation. Thus, in th.e.ir minds, the reason to
support public policy that helps the fanily farm is based on a wish to
eliminate poverty. The "average" Anerican who thinks of family fanmers
this way is of course, angry when she/he hear about family farmers who
operate 1000 or 10,000 acres and Jrive air conditioned four-wheel drive
tractors. ‘They expact to feel sorry for farmers ani instead wing up face-
to-face with middle incane people who canplain about inadequate incame
just as do auto workers or lawyers or federal bureaucrats. People with
this image of the family farm must feel they've been “had" by public
policy. This same atvitwle carries over into attitules toward “rural pro-
grans” -- people assume that all rural prograns are anti-poverty programs

when they are not,

. 26-022 0 - 83 - 15
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It .is therefore important to re-frame the debate around farm and
rural policy so that the urban and suburban public whose support is neces-
sary for the enactment of such policies understarvis that the goal of such
policies is not to ~liminate poverty per se, but is to preverve the

- gtable, prosperous econanic base that has heen (and could be once more)

- generated by modetate sized family farms.
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As Luther Tweeten explains.in a recent paper:

¢ g

Nuw sous studies of farm-cammnity inter-
actions reveal that moderate size farms are moet
closely consistent with the well-being of rural
canmunities. Middle-class families support
churches, schools, clubs, and cammercial husi-
nesses, Although the optimal size of a famm, if
there is one, varies widely and no one size fits
all corditions, the size of farm consistent with
increased well-being of society as best measured
with our crude tools is neither a amnall nor a very
large famm but rather is a moderate-size family
operat ion.

i

It would appear, then, that for many pecple the real issue in "saving
the family famm" is saving a heterogenecus, pluralistic structure of agri-
cultuwre that encourages many scales of agriculture;, broad based land
ownership and the potential for the successful entry of new farmmers into
agriculture. Unhappily, however, it is just this structure and the middle
sized farmers that give it life, -- the ones described so eloquently by

Dr. Tweeten -- that we are naow losing.

There are about 2.3 million farms in the U.S., hut in 1981 71 percent

of them grossed less than $40,000 a year The vast majority of
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those famms gross less than $10,000 per year. ‘These small farms differ

greatly fram one ancther, however. Many might best be called "rural resi-

.dences.” Same amall famm operators use their famm operations as a hobby

and make the bulk of their incame elsewhere. Cther small farmers work off
the fam in order to make encugh incame to stay on the farm. Some amall
farmers -- particularly miwority farmers and those in regions like Appala-

chia -~ are chronically poor and are severely limited in their access to

land and capital. These 1.63 million farms accounted for only 13 percent
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of the value of all farmm autpt in 1981,

At the other emi of the scale, about 5 ;?ercent of all farms about
115,000 (fams) grossed more than $200,000 in 1981. These farms accounted
for 49 percent of the value of farm output. According to U.S.D.A. projec-
tions, by the yesar 2000, the largest three percent of US farms will con-
trol 66 percent of farm output.

In the middle are the operators most of us would call “family far-
mers" -- those who gross $40,000-$200,000 per year. In 1981, 24 percent
of all famms were of this "mid-size" and acocounted for 38 percent of all
farm owput. In 1978, however, 19.5 percent of all famms were of this
size and acomunted for 37 percent of the value of farm ocutpt. In cone
trast, in 1978, only 2.4 percent of all famms grossed more than $200,000

per year, and accounted for 39.3 percent of all farm cutput.

The U.S.D.A. study A Time To (hoose noted, too, that “the full time

farmers who are having the most difficulty surviving as farmmers fall

oo
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within the $40,000 to $100,000 sales group. These are men and wamen who

have fams that are, for the most part, large enough to realize most of

'Mthe efficiencies associated with siza, who have little off farm incare,

" ard who, in sane cases do not have sufficient volume for an adequate

incame.”

These farmms are what econamists now call the "disappearing middle."

As U.S.D.A. econamist leal Peterson explained in Fammline (April 1982),

_ "'Ihe_s-eA mid size farms [£d. Note: Thogse that gross $40,000-99,999 especial-

"1y} seam to be too large for part time famms and too snall for full time
farms. They are under greatest adjustment presswe.” ‘These famms are
forcel to expand to increase production, and hence gross sales, or to con-

tract and rely more heavily on nff farmm incane. Peterson and associate

_ponn Reimnd conclude that these mid size famers face campetition fram

all sides and that "as their numbers rise, there seems little likelihcod
of easily replenishing their ranks." Ircnically, the typical fammer in
the lowest sales categories can often out bid the mid size farmer for lamd
and other rescurces because fammers in lower sales categories tend to have

significantly larger off-farm incame.

Yet it is within the middle range of farmm operations that the grea-
test econamies of scale are reached, nunerocus rasearchers have concluded.
(See Madden, Miller et,al.) Summarizing this research, Luther Tweeten
nctes, " In short, the optimal si: . of farm to increase well being as best

that can be neasured appears to be the typical cawnercial size farm of

<29
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today -- approximately $100,000 in sales and $1 million in production

assets.” But given low fam prices and the high fixed costs of machinery

and equipment, it is difficult for a fammer to stay moderate-sized when

' ngen the opportunity to grow. The cambination of market forces and pub~ N

lic polizies that reward, for example, volume of production and the pur=-
chase of large scale equipment, have made the middle incane fanmers “dis-
appear” ~- despite the fact that mid-sized farms appear to be the most ef-

ficient users of econcmic and natural resources and the most beneficial to

. nural camunities.
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Given the reverity of the crisis in agriculture, many pecple argue
that all farmers -- not just those in the “disappearing middle" -- are
sufferiny, Today's fam problems are often likened to tihose of the Great
Depression of the 1930s. But, the famm crisis of the 1980s is affecting
fammers very differemtly than did the depression of the 1930s. And those

differances get to the roots of today's problems,

In the 1930s, agriculture was not as top heavy as it is today. Thus,
while same farmers were better off than others, the disparity between them
Was not as great as it is today; the depression of the 1930s hit the great
majority of farmers pretty hard. Today, however, the farm crisis has not
struck with swh impartiality. ‘The most graphic example of this wuneven-
hardedness is the fact that about 50 percent of all fammers now carry all

$200 billion of the nation's fam debt, As Wall Street Journal reported

Meg Cox has noted, the high cost of faming has “stratified" operators

230
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along the lines of debt. Those fammers who inherited land or did not over-
leverage themselves to finance expansion in the late 1960s and throughout
the 19708 are now relatively debt free. They are in a different situation

than are those with heavy debts.

But even those farmers without debt face huge fixed operating costs.
As fanner Robert Duxbury, former South Dakota State Agriculture Camission-
er, told reporter Cox, "In the 19308 and 19403, if there was a bad year,
you could glide along awhile, farmers burned wood, had no electricity and
raised their owmn focd. Now, your fixed expenses are so high, you can lose

in one year more than you can recover in five or 10 pretty good years."
Thus, today's "famm problan” is not Just a reflec@on of inxlequate
incane and a natiorwide depre'ssion. It is, instead, an incame problem

overlaid upon a system which has becane increasingly unstable.

As the U.S.D.A. report A Time %0 Choose notes,

The inherent instability in agriculture signif-
icantly increased in the 19708 with the advent of
rapid growth in foreign markets., This instability,
ultimately reflacted in farm earnings, most severely
affects those fams most reliant on famn income,
who also depend m.st heavily on debt financing --
the primary and, to a lesser extent, the small far-
MerS,. ssss

The financial structure of farmms is much dit-
ferent today, owing to the proportionately larger
use of purchased production inputs and the still
growing use of debt. capital. This has greatly in-
creasad the annual cash requiranents of most famms,
because they now have larger and more numerous fixed

231
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financial obligations. This pattern varies across
farm sizes, becaning greater for famms of larger
sizes.... where the debt-to-asset and cash-expense-
to~product fon-receipt ratios are much larger than
for the smaller ones. (66)

In its report The Changing Character and Structure of Amexrican

Agriculture, the U.S. General Acoanmting Office summarized the problem

O

ERIC

Aruitoxt provided by Eic:

this way:

: Since World War II, general inflation and ris-
ing costs of famm inputs have continually narrowed
profit margins. To swrvive, to maintain incame,

the surviving farmer increased his famm size, ex-
panded production, and sought off-farm incane. While
the cost-price squeeze during the 19508 and 1960s
ranoved many of those amaller volume famers who did
expand or improve production, even the most agyressive
famers of the 1970s are feeling econamic pressures.
This is because biological productivity per acre has
leveled off amd thereby has limited, at least temporar-
ily, future production increases to fam expansicn.
This cost price squeege particularly inhibits the en-
tering farmers whose land amortization costs alone

can exceed over 40 percent of this gross incame in an
average production year. Slight variations in yield
and prices can cause extreme financial difficulties.

Given the camplexity of this situation, it is nearly impossible to
prescribe one or two remedies to the "farm problem,” particularly when the
“probiem’ is defined as a structural one, rather than a "family fam' prob~
lan. Fran my cbservations, it would appear that public concern about what
is happening to family farmers is really a concern about the loss of an
agricultural system that offers the possibility of a diversified, plura-
listic base -- one which creates opportunities for new entry farmers and
one which does not allow the public monies to encourage the unlimited

growth of famm operations. Because Americans exuate, and probably

232
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correctly, broadbased ownership of land with political stability and
economic health, efforts to create a famm econany that pramwtes such broad-

based omership ought to have widespread public support.

It is ironic that the most vociferous critics of efforta to "restrue-
tuwre" agriculture are often fammers themselves, most of whan have a vested
interest in agriculture as it exists now. Most farmers rebel at the idea
{or at least have in the past) of supply controls, caps on target or other
support payments, or limitations on who or how many bushels of production
can receive price supports (a la the Brannar plan). Many family farmers
want to be able to expand as much as they can even though the nation has
log since passed the point where every fammer could grow without having
to camnabilize a neighbor or two to do so. In addition, the nation no
longer needs to increase the scale of agriculture or reduce the numbers of
farmers on the land in order to maximize efficiency. Past fam policy has
encaraged such growth, hut it is clearly time to re~think policy goals in

light of a drastically altered structure of agriculture.

Given the current strnxture of agriculture, public policy and pro-
grams can no longer simply put more money into agriculture or into rural
areas and assume it will benefit all farmers or all rural people. In
fact, with the current structure of agriculture, simply increasing fam
support prices, without any thoaght to targeting them or to long range

goals, micht further consol idate the power of the wealthiest farmers and
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non-farm investors in agriculture, and further reduce the options for new

entry famers or for the srabilization of the disappearing middle.

Certainly there is no guarantee that incis 8ing farm incame will auto~
matically improve the rurzl econamy. As we've seen, only a few countics
are agricultural today and, second, given the structure of agriculture,
roriey flowing into today's rfamm econoy may go straicht to corporations or
investors in New York, Chicago or San Francisco ~- not to Giurdan, Iowa,

or to Waldesboro, North Carolina, or to Junction, Texas.

As Dean McCannell explains,

Accelerating concentration of land and capital
within agriculture during the last 25 years has
produced a new and clpar division within the rural
sector: namely policies that benefit large scale
agricuitural businesses do not automatically imurove
the life of agricultural laborers and rural non farm
peoples. In fact, there is mounting evidence that
current policies designed to pramote agriculture, in-
sofar as they lead to the the expansion of existing
operations and greater concentration, in actual
practice also pramte the deterioration of rural com-
munity life,

To create the structure of agriculture necessary tO preserve the
family fann advocates will have to develop, articulate and supportlemc:-
ment of mblic policy with qreater clarity and consistency than they have
in the past. Varicus U.S. Dupartment of Ariculture studizs indicate thas
if current krexis continue, corncentration within the farm sector will also
contimir and intensify. Costs of entry into ajriculture -- as a land-

owner, that is -- will hecane premibitive, and the now disappearing niddie

oo
Qa2
e,

ERIC

Aruitoxt provided by Eic:



224

= will disappear entirely. It will take specific, sustained intervention
7 in the famm econamy to change the course of American agriculture. Anyone
concernxt about the fate of agricultural canmmnities and about the future

of Lroad-pased omersh_ip of land should support such intervention,

Because Congress will write ancther amnibus fara bhill in 1985 , now
is time to examine the policies and programs that will encourage an agri-
cultural system with options for new farmers, for innowative famming tech-
niques and for .;rr.timrity farmers: a system which pramotes the sound manage-
Lo ment of food producing resources including soil, water and energy: and a
| system which does not encourage the concentration of resources into farms

which are larger than efficiency would dictate.

Several things must happm:: before an agricultural system like the one

I've just described is even a possibility.

First, we must gort out the incame needs of gmaller farmers fram the
neal to create a stable fanm econamy. In the past, famm policy has
attempted to reduce poverty in the farm sector and to stabilize famm
frices. Today, the goal of "price policy" might hetter be eliminating the
sectoral instability generated by the ever-tichtening cost-price squeeze.
The export market alone can't do this; here, then, I disagree substantial=
ly with the recamendation of the new Administration rural policy which
states that by expanding the export of "agricultural and other rural pro-

ducts,” the overall econanic situation in Anerica's rural cammities will
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- improve. The report further claihs that amall businesses "may be especial-
ly well suited to play a major role in expanding exports of processed agri-
“cultural products." Given the current structure of agriculture, it seens

-~ unlikely that expanding exports will benefit small producers or small busi-

Supply controls cambined with a ccherent and stable export policy and

a ice policy that supports famm prices samewhere close to cost of produce

- tion would go a long wey toward making agriculture more stable. Finally,

we might lock at a Brannan-type plan that would limit the amount of produc-

tion for vhich any one producer could receive federal supports or pay-

ments; this limit would reflect the scale of production needed to reach

' economies of size. Such a plan should enjoy public support, particularly
at a time when the federal budget is under such close scrutiny.

Secord, puwblic policy must address, and change, the fact that agricul-
ture is now more profitable for those who own fam land and sane kinds of
production assets than it is for actual famm producers who do not own farm
land. 1In fact, for the last decade or so, capital gains have geherated
more farm incane than has the sale of fam cowmdities. This has made ag-
riculture a prime target for speculators and has twmed farmers into specu-
lators. Gbvicusly, federal tax laws must be changed so that speculation
and investment are not rewarded more than is the actual work of producing
focd.

DO
Lo
N

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

226
Finally, given the high cost of entry into agriculture, special cre-

dit and technical assistance prograns must be made available to qualified

‘naw fammers. The Minnesota state new farmer progran is a model for such a

new famer program. Along with the creation of new farmer programs should
cqne a redirection of the Fanmers fiame Administration to insuwre that FmHA
does in fact serve family fanners who cannot obtain credit elsewhere, but
vho are otherwise qualified borrowers. Special attention should be paid
to the credit and technical assistance needs of minority farmers who have

been victims of discrimination through the years.

This {s only a beginning, but given the crisis in agriculture and the
impact agriculture has on rural ocaumnities and on the rest of our
econany, neither the Congress nor the public can afford to postpone look-
ing carefully at famm policy and at the kind of agricultural econany this

comtry ocught to have when the 1985 famm bill is only two years away.
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RURAL COMMINITY DEVELOPMENT AND AGRICULTURE:
A CONSTRUCTIVE OR DESTRICTIVE RELATIONSHIP?

Bruce Hawley*

For purposes of this paper, agriculture means farming and ranching, but
does not include agribusiness support activities. Rural camunity development

- refers to the trangition of a commmity fram agriculture support to agriculture

support plus industrial. The premise I wish to speak to is: rural community
growth is competitive and will diminish local agriculture.

A viable agriculture is dependent upon lind, water, short- and long-term
investment capital, and labor. Agriculture has a preference for land that lays
well and drains well., The agricultural need for water is variable in quality
and quantity, ranging from water for irrigation to water for livestock.
Agricultural short-term debt amounts to approximately $80 billion on an annual
basis and its long-term credit needs are in the neighborhood of $100 billion.
The labor needs of agriculture are filled about 65 percent by the farm owners,

operators, and members of their families and 35 percent by hired farm labor.

As rural agricultural cammnities grow, they will campete with agriculture
for each of the above identified resources to a greater or lesser extent. Let
ug examine each of these four major categories of agricultural resources in the
context of rural agricultural community development.

There are 2.3 billion acres of land in the United States of which the
federal govermment ownes one third. Of the remaining two thirds, agriculture

¥Rast. Director, Washington Office, American Farm Bureau Federation
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oWns or oOperates approximately 60 percent. Between 30 and 40 percent of the
farmer-owned land is used for crop land. Obwiocusly, agriculture tends to crop
its best land—land that is relatively the flattest, best drained, and most

‘suitable for sustained long-term agricultural production. The very

characterigtics that make land particularly well suited for agriculture also
make land attractive for rural agricultural community development. Flat land,
already cleared, with good drainage is the easiest and least expensive to
develcp. As rural comunities expand, there is need for additional land

| resources for sewage treatment facilities, housing, and transportation. It is

this prime agricultural land that is the first choice of developers.

The water issue is far more camplex to quantify or deal with. Of the
approximately 675 billion gallons of usable water per day that is available in
the United States, agriculture accounts for close to 75 percent of the
consumptive use of that water. Consumptive use includes direct rainfall on
crope, irrigation, and livestock watering. In areas of the country where water
is abundant, significant competition for water has not yet occurred and rural
comunity development is of limited consequence. Where water is already in
short supply and there is currently heavy competition, any new user must be at
the expense of an existing user. As rural communities develop, their  interest

in water is perceived as a threat to existing agriculture.

A third area of potcatial conflict or competition between agriculture and
rural agricultural coammunity development is in the credit field. Agriculture
borrews in the neighborhocd of $80 billion in short-term capital on an annual
basis for production expenses of crope and livestock. The long~-term
agricultural debt is approximately $100 billion. Rural cammunity development
requires capital which will generally came fram one of two major sources—either

fram a federal grant or a loan program or fram the private sactor. Local banks

4]
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and private capital account for approximately 52 percent of total agricultural
credit; farm credit system is 35 percent and FmHA is 12 percent. A useful
~illustration for purposes of our study, is the Farmers Hame Administration. The
Farmers Hame Administration, ‘dating back to the mid-thirties, was intended to
provide a pource of credit to assist farmers. For the first twenty years of
' Farmers Hame's existence, it dealt almost exclusively with the agricultural
camunity. As recently as 1970, farm credit accounted for cleoee to 70 percent
of the Farmers Hame ocutlays. Today, Farmers Home Administration provides less
- than half of its available funding to farmers, and even this estimate
understates the impact of the growth in rural community service on the Parmers
Home Administration. An agricultural loan requires significantly less servicing
and is of significantly greater volume than are most rural housing or community
loans. As such, a disproportionate share of the monies and the manpower of the
Farmers Hame Administration has been diverted to nonagricultural activities.

Rural cammunity growth, increasing the size of the labor pool is a mixed
blessing for agriculture. The agricultural community has hired approximately
the same number of amployees for the past decade. Of this outside hired labor,
16 percent work on a year-round basis, 13 percent work 150 to 249 days, and
almost 75 percent work less than 150 days. Many of the casual and seasonal
workers are students, housewives, and residents of rural comunities. The
stability of the hired agricultural work force would suggest that there are not
significant new jobs available in agriculture. This overlooks the desire on the
part of the farmers, in same instances, for part-time or seasonal assistance.
Such assistance can frequently be found fram persons with full-time occupations
off the farm who are interested in picking up a little cash on the side, driving
tractors in the evening or assisting with the milking before or after a reqular

shift at same other job.
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An expanding rural community creates a mixture of impacts on farming.
Obviously an expandad rural community provides an additional potential market

for direct-marketing activities of farmers. As rural areas grow, farmers

o discover that many of the new residents came to the oountry, partly in

anticipation of access to "farm fresh® produce. Many farmers have successfully "

' capitalized on this market, sharing with the consumer what had historically been

the middle man's markup in the cost of food. Additionally, one of the
attractions of moving to the country for many pecple, has been the "wide open

; spaces.” These same pecple discover that those wide open spaces are owned and

operated by samecne who relies upon them for a living and that they are not
readily and freely available to any and all. However, satisfactory arrangements
have in same instances been worked out between the new rural residents and the
farmer to provide access to varicus agricultural space under specified
conditions for a fee. These arrangements have ranged fram access for purpodec
of hunting to access for snowmobiling. Such undertakings have met with mixed

results.

Certainly an expanded rural caommunity is likely to attract and be able to
maintain better medical services than had historically been true. As more
pecple move into a commnity, additional doctors and/or hospital space beccme a
necessity from which the agricultural cammunity may benefit. Expanded rural
camunities normally involve expanded education facilities at the primary and
secondary level. Expanded education facilities generally lead to a broader
education curriculum which is of benefit to all in the cammnity, including the

farmer's family.

virtually all of the expansions involved in a rural cammunity require
expansions of the secondary support systems including schools, police, fire,

sSewer, water, transportation, and energy. All of these facilities need to be
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funded, usually-—at least partially-—-at local expense. A primary mechanism for
funding rural commmity development's local share historically has been the
property tax. As rural comunities are expanded, the pressure for an expanded
property tax base leads to higher assesaments, higher property valuations and

. inevitably, significantly higher property taxes for farmers. Additionally, the

increased population pressures lead to increased vandalism of farm buildings,
farm equipment, farm livestock, and farm crops. Expanded demand for energy
inevitably leads to additional pipelines and power 1lines which frequently
interfere with irrigation, drainage, and cropping practices. As population
increases, so does campetition for services that had been thought of previocusly
as primarily agricultural services. The local veterinarian frequently finds it
more profitable and easier to deal with small animals than the large animal

.problame of agriculture. Farm supply centers frequently find that the "lawn and

garden™ portion of their business, which is generally more lucrative than the
agricultural portion of their business on a relative basis, merits additional
time and additional floor space that had been devoted exclusively to
agricultural products. Farm machinery dealers may increase the stocking of lawn
and garden equipment and utilizing inven@o:y space, parts, and manpower that had
previcusly been devoted to servicing the agricultural clientele.

Creation of industrial parks is a viable tool to assist in rural community
development and rural community jobless rate reductions. However, an industrial
park will accelerate the rate of development in a previously rural,
agriculturally oriented community. As management level people are drawn to the
industrial park by employment opportunity, anticipating an agricultural
neighbor, they are sametimes dismayed to find that agriculture is not always a
pleasant neighbor. Agriculture's evolution into more concentrated and

intensified production practices sametimes translates into large livestock or
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poultry facilities with the associated flys, odors, and other undesirable

elements; large farm equipment which may involve such things as irrigation pumps
running arcund the clock creating a noise offense; and tillage activities that,

' because of the limited seasonal time of appropriatenees, must be conducted with
_.intensity, sametimes resulting in tractors or harvesting equipment running

around the clock adjacent to nonfarm neighbors who take little delight in these

nuisances to their hoped for tranquil rural life.

None of the above situations need be an insurmountable problem of rural

'-camunity development. Transitions in the structure of the rural cammnity, as

transitions in the structure of agriculture, are an evolutionary precess that
have been going on virtually since the beginning of agriculture and residential
development. The key appears to lie in allowing the evolutionary changes to
take place on a gradual bhasis. Change can be acocammodated by both the
agricultural and the nonagricultural segments of the comunity.

The federal policy making apparatus is largely unsuited to make the
integrated decisions necessary to quide rural cammunity growth in a manner that
accammodates agriculture.  Both the Congressional process and th.e bureaucracy
are structured, either by committee or department, in a manner that encourages
constituencies which must be catered to., As the constituency is served, other
considerations are largely ignored. The "Clean Water" comnittees of Congrass
deal with sewage treatment programs in the context of clean water, not the
impact of an expanded sewage treatment capacity on a rural comunity's future
growth. The Small Business Administration assists rural amall business
development, without consideration of such development on agriculture.

Rural community growth will continue, and the local agriculture will change
to be campatible, or diminish, The federal govermment cannot stop this trend,
nor ghould they try. Rather, the proper federal role should be to minimize the
degreee to which they contribute to the problem.
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CREDIT AND CREDIT INSTITUTIONS IN AGRICULTURAL COMMUNITIES

James J. Mikesell®

Ei__-' . . 1 have been assked to discuss today how access to credit may differ
?“’ : -.for rural and urban communities, with an emphasis on agricultural

communities; and to describe both private and public institutions that
pperat; in rural credit markets. The bigger picture is how rural economic
activities are financed. Financing by one's own resources, and by raising
= equity capital are often used alternatives to borrowing for many
businesses, whether small proprietorships or large corporations. Focus on
credit 18 appropriate since credit is likely the major financing source in
total and the method of financing most {nfluenced by public policy
actions. Credit markets are where money is bought and sold. Restating my
objective today, it is to describe this market for the use of money from a
rural and agricultural community perspective, and to contrast this with
the nonrural view.
There are two basic views of credit availability and the operation
of financial markets in rural areas. The “credit gap" view is that while
UsS. financial wmarkets are generally efficient, there 1s a shortage of

credit in many rural areas, Holders of this view contend that there

*Leader of the Credit Project, Rural Business and Credit Section,
Economic Developament Division, Economic Research Service, U.S. Department
of Agriculture,
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are many rural enterprises which would be considered more credit-worthy if
only located in an urban area. These firms suffer from market failure in

the sense that they borrow at disadvantageous te.ms, are underfinanced, or

" are unable to obtain financing at all. The opposing view is that private

financial markets work properly; meaning that rural lending opportunities

are fairly and accurately valued. If rural areas receive fewer loans

O

relative to the level of ecunomic activity, this reflects the shortage of

credit-worthy ventures.

RURAL CREDIT MARKET IMPERFECTIONS

This paper discusses the evidence that the “"credit gap" argument is
corrects Although the U.S. financial markets are generally believed to
vwork efficiently, imperfections can exist which would pravent credit from
flowing freely to all areas of the economy. These restrictions may make
credit less accessible to smaller enterprises and those distant from
financial centers. Two such couplications are 1information and
transactions costs. On=site inspection of a commercial project, analysis
of financial statements and discussions with management can be costly and
time consuming. When some of these costs are fixed, smaller transactions
are at a disadvantage. Furthermcre, certain information and transactions
costs increase with distance. This can put smaller rural enterprises and
those which are more isclated, at a disadvantage in attracting capital. A
related information issue 18 what public information, such as annual
repe~ts, 1is available about a venture. Lenders tend to be skeptical of
the unfamiliar, whether products, technologies, processes, locations,

firms or people. Thus, financial center institutions may favor an urban
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‘lending opportunity over an identical rural loan, and be reluctant to

finance new techniques and enterprises,

Government regulation can restrict financial institutions in their

investment choices, and location of operation, Bank examination

procedures may also restrict bank lending activities. Some regulations
also increase the per-dollar costs of obtaining smaller amounts of funds.
The cost of SEC requirements for stock or bond sales (i.e. registration
fees, printing costs, etc.) can total several times more to small firme
than to large firms relative to the funds raised,

Since rural communities usually have few financial institutions the
local financial markets are less competitive in structure than those of
more urban areas. Lenders in such markets are also likely to be more
conservative in their lending policies (Milkove and Weisblat, 1982).

A final market complication relates to risk diversification, Some
attractive lending opportunities may require such a large loan that they
would be an unacceptably large portion of the loan portfolio for small
financial institutions. Also, {f most lending opportunities are limited
to the local community, these loans are more likely to be similar in type
and closely tied to the local economy. To the extent that such lending is
typical of rural banks, it reduces their ability to lower risk through
portfolio diversification, When local farmers have a particularly bad
yeat a bank in an agriculturcl community may face concurrent high
delinquency rates on loans and reduced deposits. Particularly for large
loans correspondent relationships offer rural banks an opportunity to

share loans and reduce these risk problems.
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- RURAL LENDERS

”It is not possible, using currently available data, to distribute
:total credit used between urban and rural America. The diversity of
credit sources is indicated fi. “'~ following discussion of both rural and
national data. For certain types of credit it seems apparent that most -~-';
= iv:f- rural areas are fully integrated into a national market. But for other
credit, linkages beyond the local rural community may often be imperfect,

Much of the data on volume of lending activity cannot be separated
into its rural component. There are several ilmportant sources of credit
where the aggregate data is somewhat questionable, However, the volume of
lending by certain of these sources is fairly large and has clearly
expanded {n recent years. The following information on auto loans,
installment credit (including auto loans), credit cards and retailer and
supplier credit are only available at an aggregate national level. In
fact, to the extent that these credit markets are :ruely national, there - =
seems to be little reason to make any disaggregation,

Nonfinancial firms are gafning importance {n credit markets.
From the end of 1978 to the end of 198} financing subsidiaries of the 2
major U.S. auto companies increased their share of all outstanding auto
loans from 20 to 33 percent while the bank share fell from 60 to 47
percent (Rosenblum, 1983). The auto company total volume of $4! billion,
which is as large as the total of outstanding FmHA loans for all their
programs, went to rural and urban communities alike.

In 1981 finance companies provided 66 percent of the $20 billion
increase in installment credit to households, up from 22 percent in 1978

(Luckett, 1982). The bank share of the increase fell from 55 to 12
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percent., However, of the $332 billion 1in outstanding installment

loans, finance companies provided 27 percent compared to the banks' 44

_percent.

The three largest credit card companies are Sears and the two bank
cards, Visa and Mastercard. Each has between 23 and 26 million customers,
and the outstanding loans of these 3 operations totaled $35 billion in
1981,

Many retailers supply consumer credit through their own charge
accounts, Moving backward along the distribution and manufacturing chain,
businesses often are provided financing by their suppliers., While the
velume of such financing has not been accurately estimated, the general
feeling of experts, and the results of several localized studies, indicate
that this is an important source of credit for many businesses,

Mortgage debt by source and use is illustrated in Table 1. Savings
and loan associations supply the most mortgage credit, nearly 30 percent,
because they are the largest home mortgage lender and home mortgages are
about 75 percent of al} mortgage loans, This table {ndicates
specialization of lenders in particular types of lending rather than broad
participation across credit markets. Farm lending and Farmers Home
Administration (FmHA) loans can be identified as rural lending activities,
Federal Land Banks were the largest source of farm real estate loans. The
lending activities of FmHA were only 2 to 3 percent of loan volume in each

loan type except farm loans, where they were 9 percent,
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" “Pedersl Government Programs

In fisgal year 1980 nonmetro America received $2,139 of Federal funds

per capita, 15 percent less than did netro America (Reid and Whitehead,

1982). 417 dollars of these funds were in the form of loan

"TABLE 1. Distribution of Mortgage Debt Holdings for the United States,

December 31, 1982

Source Homes Commercial
1 to 4 units 5 + units Nonfarm .Fara
——Percentage--

Commercial banks 16 il 34 8
Savings and loan assn's 36 24 16 -
Mutual savings banks 6 10 5 -
- GNMA 10 5 - -
FNMA 7 4 - -
FHLMC 4 7 - -
Federal land bank - - - 44
FalA 2. 3 3 9
Life insurance companies 2 13 31 12
Individuals and others 17 23 11 27
Total 100 100 100 100

—Billion dollars——
Total 1,120 148 295 107

Source: Federal Reserve Board of Governors. Federal Reserve 8Sulletin.
February, 1983. p. A4l,

guarantees and insurance, more than 50 percent above the metro 1level.
Crop insurance programs are the major reason for this high level of
nonmetro loan and insurance activities (Bureau of the Census, !982). 1In

fiscal year 1982, crop insurance was 34 percent of all federal loans and
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insurance programs. FmHA's farm loans were 6 percent, housing loans were

6 percent and business and industry loans 1 percent of the total. Small

Business Administration (SBA) rural loans were also probably less than 1

percent of Federally insured loans. One should be cautious when
interpreting this data, since it combines the dollar value of all lending
programs with the potential 1loss exposure for all of the insurance
programs; there is no consideration of either net government cost or

likely losses.

RURAL BORROWERS

While we have already looked at some borrower statistics in
combination with those of lenders, this section will concentrate
on rural borrowers. Much of this data was coilected from those borruwers

rather than from the lenders.

Small Business

Studies in rural communities of Wisconsin and Washington had
consistent findings on sources of capital for small nonfarm businesses
(Combs, Pulver, and Shaffer, 1983) (Stevens, Bunch, and Soth, 1981)., The
major source of startup capital was the owners' resources. Banks were the
major single source of operating loans, and most businesses at some time
borrowed from a bank, Personal loans from friends and relatives, and
supplier credit were also used freguently.

Short~term credit was less expensive for rural than urban members of
the National Federation of Independent Business (NFIB), from the fourth
quarter of 1980 to the wseccnd quarter of 1982 (Dunkelberg, 1983),

However, thede NFIB members may not be representative since relative to
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-all rural businesses there tend to be few very smail or new firms, and
more firms in the Western states. Even if the firms are representative
the conclusion that rural firms paid less for credit during this period

‘lshould not be generalized to other time periods.  There i3 some evidence
that rural lenders respond slowly to what happens in national money
markets (Weisblat, 1982). Thus, when interest rates are increasing rural
borrowers may pay less than do urban, while they may pay more during times

_of falling interest rates,

Home Mortgages

Savings and loan assoclations (S and L's) are the major nonmetro home
mortgage lenders, as was shown earlier at the national level, However,
this may not be the case in the most rural areas. A 1975 study of branch

-banking states found per capita deposits of only $70 in the S and L's of
totally rural (i.e. no town over 2,500) nonmetro counties (Spurlock and
Bird, 1978). S and L's in other nonmetro counties had deposits of $1,100
per capita, while metro counties had $2,000,

Based on special tabulations of the 1979 Annual Housing Survey, 20
percent of the mortgages on rural homes were {insured or guaranteed by a
Federal program. VA and FHA each insured 7 percent, and FmHA insured 6
percent. When compared to similar tabulations for 1976 we find a decline
in FHA and VA activity, from il and 8 percent respectively to the current
7 percent (Spurlock, 1979). Only FmBA loans were typically made to lower
income borrowers, The average income of VA borrowers was $23,132,
conventional borrowers $20,920, FHA borrowers $19,813 and FmHA borrowers

$13,651,
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Comparisons of rural and urban home mortgages showed that in the

early and mid 1970's terms were frequently less advantageous to the rural

"borrower. Rural mortgages tended to have shorter repayment periods and

require larger downpayments. The Survey of Residential Finance provides

’ data for a comprehensive rural/urban comparison of home mortgage lending

O

activity. Data from the 981 survey ghould be available soon, providing

the base for a current picture of mortgage lending activity,

Farms

As shown in Table 1, Federal Land Banks are the major providers of
farm real estate credit, followed in order of size by individuals, life
insurance companies, FmHA, and banks. The volume of short term production
credit for agriculture is nearly as large as is real estate lending. In
1981 commercial banks had the largest dollar share with 36 percent;
production credit associations (PCA's) had 25 percent; individuals, 17
percent and FmHA, 15 percent. The relative importance of banks in the

supply of both types of farm credit has been declining.

Governments

Despite lower bond ratings and smaller {ssue size, nonmetro
governments faced no higher interest costs for borrowing than did metro
governments 1in 1977 (Sullivan, RDRR-35, 1983). However, since their
marketing costs were higher per dollar raised it is likely that nonmetro
governments had a somewhat greater average total cost of raising funds.
Commercial banks owned 43 percent of all state and local government
securities in 1979, while households and nonlife insurance companies owned

24 percent each (Sullivan, RDRR-34, 1983),
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RURAL BANKS

Commercial banks are the predominant financial finstitutions in most

rural communities. Banks lend for a wide assortment of uses and perfora

an important -intermediary function by linking the community to broader
financial markets. Institution level data on the operation of banks is
readily available from the Federal Deposit Insurance Corporation (FDIC)

and the Federal Reserve Board of Governors (Fed). However, to look

. specifically at rural or nonmetro banks one is restricted to dealing with

O

‘unit-banking states. That is because call report data is for the entire

banking company, and is reported as if there were only one bank, at the
headquarters location. But, for a focus on agricultural communities this
may suit our purposes, since a large number of the most agricultural
counties are located in unit=banking states (Hoppe, 1981). A comparison
of maps of unit-banking states and of agricultural counties (those with 20
percent or more of their income from farming) found both to be
concentrated in the midwest, from Texas at the southern extreme to North
Dakota on the Canadian border. In this mid-section of the country only
South Dakota has satatewide branch banking. It seems reasonable to
1nterp}et the nonmetro and rural statistics for unit=banking states, shown
in Table 2, as being representative of the situation in most of the
Nation's agricultural counties at the end of 1981, The changing structure
of commercial banking partly via holding company activiiy in unit=banking
states, may have an important impact on the way in which these rural banks
are operated in the future.

The portfolios of banks in the totally rural nonmetro counties (those

with no town of over 2,500 population,) are consistent with a
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TABLE 2. Selected Porfolio Items of Banke in Unit~banking States,
December 31, 1981

Nonmetro Metro
Portfolio
Item Totally All All Greater -
| Rural ’ Metro
- 0f ASSetg=——=

UsSe govt., securities 21 19 -9 8
-Loans:

All 49 50 54 56

Real estate _ 12 13 14 14

Agriculture 19 12 1 -

Commercial and industrial 9 12 24 27

Financial institutions 1 1 5 6
Deposits:

All 88 87 74 70

Time and savings 69 68 49 46
Equity capital 9 8 7 6
Pedersl fund purchases (net) ~6 -5 6 10
Interest expense 6.8 7.0 9.3 10.2
Income *(net) 2.0 1.7 1.3 1.1

—=% of Equity Capital——w

Income *{net) 22 20 20 17

*Operating income minus operating expense.
Source: Federal Reserve Board of Governors. Report of Condition and
Report of Income. December 31, 1981, special tabulations by Economic
Research Service, United States Department Agriculture.
very conservative banking operation. For {nstance the holding of large
amounts of U.S. government securities, which are virtually risk-free, i{s a

very conservative strategy. Totally rural banks held 21 percent of their

assets in such securities, compared to 8 percent for banks in large metro
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areas. l/ These rural banks also held somewhat fewer of their assets in
loans.
The major differzace in composition of the loan portfolio by level of

rurality is the large share of agricultural loans held by nonmetro banks.

- When agricultural loans are added to comaercial and industrial loans, the

total of business loans is not greatly different across the rurality
categories, If bankers and regulators have this perspective of a single

business loan category, there would be a tendency for bankers in

—agrlcultural counties to make agricultural loans, thus greatly limiting

O

their funds for making nonagricultural business loans.

Rural banks get 88 percent of their assets from deposits,
particularly time and savings deposits, compared to 70 percent for greater
metro banks. The equity capital position of rural banks, at 9 percent of
assets, 18 stronger than that of more urban banks. Nonmetro banks do much
less borrowing of funds, as evidenced by their negative net purchases of
federal funds, a conservative method of operation. This tends to lower
their cost of funds below that of metro banks, who are heavy borrowers.
While the high level of time and savings deposits for rural banks, rather
than low-cost demand deposits, tends to increase expenses, their average
cost of funds is well below that for metro banks.

The conservative posture of rural banks does not seem to have an

adverse impact on the bottom line, their level of profits. Measured as

1/ The greater holdings of U.S. government securities by rural banks
does not seem to be a response to high interest rates in 198l. The same
situation held in tahulations for 1970 and 1978.

ERIC

Aruitoxt provided by Eic:



B

E

Y

the net return on either assets or equity capital, rural banks show higher
- profit rates. One obvious explanation is that less competition in rural
- -markets allows ;ural banks to earn higher returns.

-While nonaetro areas have more small banks and fewer large banks, as
compared to metro areas, both nonmetro and metro areas have a wide
distribution of banks by asset size. In fact many of the ruralicy
differences in bank portfolios disappear when banks of similar size are
compared., A strong exception is the rate of profit for small banks, those
vwith less than $10 million in assets. Small metro banks have very low
fates of profit; while small nonmetro banks have profit levels roughly
comparable to those of all other banks. But, since asmall banks hold less
than | percent of sll metro bank assets, they have little impact on the

relative profit levels of metro and nonmetro banks.

- SUMMARY AND CONCLUSIONS

The credit markets of rural and urban America, and of agricultural
and nonagricultural counties, are highly integrated. However, for some
uses of credit and for certain sources of credit, there {is evidence of
important differences in the kinds of lending institutions, and in their
lending behavior, between rural and urban areas. Home mortgage credit is
the most likely i{nstance where rural areas are at a disadvantage.
However, the strongest evidence for that situation i8 now quite old. The
extent to which this rural disadvantage persists should be shown by
analyses of the 1981 Survey of Regidential Finance, which will be

available soon. It is also felt by some that small rural businesses have

problems borrowing. In part this view may be supported by the fact that
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‘most small business borrowing from financial i{nstitutions seems to be from

banks; and banks in agricultural areas many agricultural loans and

‘relatively few loans to nonagricultural businesses.

Rural and urban credit markets differ in terms of participants and

-gtructural relationships; however it is not clear whether either has an

.--advantage over the other. Certainly the evidence ﬁresented in this paper

O
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does not settle the question of whether a "credit gap” exists for rural
areas, However, there are special characteristics of rural credit markets
which result from the small scale and remote nature of rural communities.
The use of aggregate statistics for nonmetro, or rural communities can
hide many real problems with credit access which befall a subset of these
communities. Perhaps the smallest, most remote and most agricultural
rural communities do have such a problem; but even this has not been
demonstrated convincingly.

Despite their operating characteristics, which could be characterized
a8 conservative, rural banks have been more profitable than urban banks
through 1981, Their profitability and a relatively strong equity position
should work to the advantage of rural banks during current and future

periods of rapid finarncial market changes.
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TRENDS AFFECTING AND EXHIBITED BY COMMERCIAL BANKS
IN AGRICULTURAL AREAS

Emanuel Melichar#*

Of the trends affecting commercial banks in agricultural areas, the
most important is the trend in the orosperity of the primary industry in these
areas--agriculture. Agricultural income affects the growth of deposits at
these banks as well as the demand for and condition of their loans, and thus
is a primary influeace on bank profits and capital growth., Conversely, net
income of indebted farmers has been greatly affected by changes in interest
rates on farm loans, including the new cyclicality “n loan rates of rural
banks that has resulted from changed regulations governing interest rates paid
on hank deposits. Therefore I find it essential to consider agricultural and
banking experience jointly, and to discuss longer-term trends as well as

current conditions.

FALSE IMPRESSIONS OF TRENDS AND CONDITIONS

unfuptunately, many persons have acquired false impressinns of sev=

eral key trends and relationships that affcet the progress and viability of

danks in agricultural areas. Here {s a typical set of such impressions of
the farm sector:

Except for ghort-lived bulges in the 1970s, real farm income has shown

little growth, and furthermore has currenily sunk to Depression levels.

* Senfor Feonomist, Division of Research and Statistics, Board of Governors of

the Federal Reserve Systems The analyses and conclusions are solely those

of the author and do not necessarily reflect the views of the Board of
Governors or of other members of {ts staff.



O

ERIC

Aruitoxt provided by Eic:

252

Over time, net farm income has shrunk to a smaller fraction of gross in-
come, which has i{ncreased its volatility and thus added to risk in farm
lending. The price of farm land has for years risen in the face of stag—
nant net income, producing low rate of return to farm assets and posing
the threat of eventual collapse of a speculative spiral.

Given these impressions of farm sector profits and values, what does one think

about banks whose assets consist in large part of loans to such an industry

and its suppliers? The erroneous conclusion is reinforced by additional prev-

alent but false impressions of rural bank experience:
With farm profits generally low, bank deposits of farmers have grown rel=
atively slowly, which is confirmed by USDA estimates of these deposits.
Thus farmers' liquid assets have decreased relative to their total as=
sets, adding further to risk in farm lending. And, with slow growth in
farmers' deposits holding down growth of rural banks, the size of loans
that these banks can make has not kept up with growth of individual farm
loan demands. In recent years, the loss of deposits to money-market
mutual funds has worsened this situation, especially since small banks
cannot raise funds In money markets to supplement their local deposit
growth.

What does one conclude about the condition and viability of banks operating

in such a dismal deposit and loan environment? Fortunately, in spite of the

familiarity of many of the foregoing statements, they are false.

FARM PRUFLT TRENDS

To the thoughtful rural observer, the foregoing impressions are at
odds with the new bank bulldings prominent in rural towns, as well as with
the excellent growth and profit records reported by these banks. But how did

rur il hanks achieve such resuaits in the face of the poot financlal experience
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of farming=-the primary industry they serve? The answer is ihat they did not
have to do so. Agriculture also has shown excellent profit growth over time.
Indeed, the financial record posted by agricultural banks surely reflects that
posted by agriculture, plus a fillip from recent interest rate relationships.
Only very recently has that financial record begun to be adversely affected
by the severe financial problems of hravily indebted farmers.

In much aggregative analysis~ in which the key factor is the return
to farm capital, many writers look {nstead at operators' net farm income,
which includes returns to operators' labor and management work as well to
their capital investment. But over time, capital has been substituted for
labor in farm production, and the amount of operators' labor has decreased
drastically. Consequently, even though real net income has not grown over
time, the real return to capital--the "earnings before interest™ plotted in
the top panel of Chart l-=has posted a strong uptrend. Note that the farm
programs in place during the aftermath of the farm booms of the 1940s and
1970s helped to prevent a repetition of the collapse of earnings that fol=
lowed the hoom of World War !, which would probably again have been the mar-
ket's way of forcing farm production to adjust to lower post-boom demand for
farm products. Also note, in the lower panel, that farm profit margins--net
ecarnings before interest payments as a percentage of gross income--have not
declined over time.

The strong long—-term uptrend i{n real earnings goes a long way toward
explaining the relatively low rate of return to farm assets, shown in the low-
er panel of Chart 2, That kind of earnings record produces expectations that
it will continue, causing the assets to sell at a relatively high price/earn-
ings ratio as bhuyers pay in advance for the erpected varnings growth. In the

top panel of Chart 2, earnings and assets are plotted with the seale for assets
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set at 1/2% of the scale for earnings, so that, i{f the lines are at the same
level, it means that assets are selling at 25 times earnings=-which puts the
rate of return at 4 percent., These have been the approXimate long=term aver=-
age values.

Chart 2 shows that asset values, dominated by real estate prices,
tend to follow the trend in earnings. During the 25~year period preceding
1980, annual i{ncreases in real earnings and in real asset values each averaged
over 4 percent. When one adds, to this return in the form of a real capital
galn, the earnings return which also averaged 4 percent, farm assets are seen
to have produced a tntal return of about 8 percent. If this return was com=
petitive with other investments during this period and if expectations gener=
ally held that the prevailing growth of real earnings would continue, then
farm assets were "correctly” priced rather than overvalued. But with roughly
half of asset values pegged on such expectations of earnings growth (to pro=-
duce the same total return of B percent in the absence of earnings growth,
farm assets would sell at only 12.5 times earnings), buyers of farm land and
their lenders were staking much on the achievement of the future earnings
growth for which the buyers were making advance payment.

The historical record in Chart 2 also illustrates the key role that
expectations of the future trend of earnings play in the reaction of asset
prices to ongolng changes in earnings. During the farm earnings boom of World
War 11 and the secand bonm that soon followed during Marsihall Plan exports to
Europe, an eventual postwar collapse in earnings was widely expected, fonse-
quently, the rise in asset prices was relatively moderate. In contrast, dur-
iny the mid~ and late 1970s there was widespread optimism regarding future
Krowth in farm earnings because ot fundamentally favorahle worldwide supply-

demand relatfonships tor fdrm products, ind farm asset prices were hid up to
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a level that can be viewed as fully reflecting expectations that earnings

would continue rising along the relatively steep 195=79 trend.

FARM FINANCIAL STRESS

Although the return to total capital has been fairly well supporte
ed, its current level of 3,3 percent is far below interest rates betng paid
by indebted farmers. As rising i{nterest rates opened this gap in recent years,
the average return to equity was depressed as indicated in the lower panel of
Chart 2. 1In this respect the present period differs from the last post=hoom
experience, fn the 19508, when interest rates were not much higher than the
return to capital, Now indebted farmers are generally experiencing much
greater financial strain than those without debt, while in earlier decades
farmers using credit had usually made the faster financial pProgress.

Table I 1llustrates the present importance of a farmer's relative
debt level on his rate of profit or loss after payment of interest,. and 1t
also shows the difference made by the rate of interest being paid. The table
assumes 4 farm with the scctor-average return to total capital, 3.3 percent,
which is also the return to equity if the farmer has no debt. At the sector-
average debt/asset ratio of 20 percent, and paying the sector-average interest
rate of 1l percent on outstanding debt, the return to equity is 1.4 percent.
At debt/asset ratios above 40 percent, increasingly stressful losses are sus-
tained--moderate if dehbt consists mainly of old long-term fixed-rate loans at
4n interest rate such as 7 percent, more severe if debt is composed of short-
term hank loans at last year's average loan rate of 17 percent. And because
dlmilar tables for 1980 and 1981 would look much the same as this one for
1982, highly leveraged operators have probably sustained cumulative losses.

Agricultaral banks and other farm lenders are greatly aftected by

the distribution ot tarmers and tarm deht among the various debt pasitions.
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Table 1. Effect of alternative debt leverage and cost on profitability
of a farm in 1982

BESIL |

O

Interest rate on outstandfng debt (percent)
Debt /asset ratfo
(percent) 7 11 17

Return to equity capital in 1982 (percent)

Devevennneeens 3.3 3.3 3.3
0veeorsannanes 2.9 2.4 1.8
- I 244 14 .0
P 1.7 .0 -2.6
Y T .8 -1.8 -5.8
Seereennenrnes -4 -4.4 -10.4
Y P -2.2 -8.2 -17.2
T -5.3 “147 -28.7
1 S -11.5 ~27.5 -51.5
90urrnernnnnes -30.0 ~66.0 -120.0

This farm had the farm sector average rate of return to total capital
(before interest payments on any borrowed capital), 3.3 percent.

If, for example, it also had the farm sector average debt/asset ratio

of 20 percent and the average interest rate of 11 percent on that debt,
its return to equity capital was 1.4 percent (row 3, column 2).
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The top panel of Table 2 shows such information derived from the recently
avalléble 1979 Farm Finance Survey, adjusted and updated to be indicative of
current conditions. These estimates indicate that a majority of farm opera-
tors have relatively little or no debt. The last column shows that only 18

percent of all operators now have debt/asset ratios over 40 percent=-the rel-

 ative level of indebtedness that the preceding table indicated to be associ-

F

O

ated with unprofitable operations.

For banks and other lenders, however, the amount of debt owed by
farmers experiencing financial stress i{s more important than farm numbers,
and from this perspective the picture looks much different, The middle panel
of Table 2 indicates that about five-eights of the tota1 debt is owed by oper-
ators with debt/asset ratios over 40 percent, and thus lenders see much of
their money in the hands of operators who are experiencing financial difficul-
ties, Viewed in another way, an estimated 84 percent of total operator debt
is owed by the 30 percent of operators with debt/asset ratios that are above
the all-operator average of 23.5 percent. Thus the bulk of farm debt is owed
by a sizable minority of operators whose relative debt {s large enough that,

at current interest rates, scheduled debt service may easily exceed recent

earnings before interest.

EFFECT OF FARM PROFITS ON RURAL BANK DEPOSITS

Given both the strong longer-term growth of real farm earnings and
the maintenance of earnings of the less~indebted majority of farmers during
recent years, it is logical that agricultural hanks have experienced substan-
tial deposit growth over time as well as recently. Table 3 shows the depos-
it growth record each year at banks grouped intn 18 classes based on the rel=-
ative {mpartance of farm lending at the bank. Nonagricultural banks are in

the top tew lines, and as one gnes down each columy, the banks are progros-
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A Table 2. Estimated distribution of farms by relative debt level within farm-size groups, January i, 1983
: Relative debt level of farm operator Percentage distribution
‘:iZ; . Slze of farm (annual sales, (debt/asset ratio, percent) in classes with
s - thousands of dollars) debt /asget ratic
"Kf! 71 and over 40 percent,
| e 0" Total 0=10 J1=40 41=70 _over by farm=size groups
:ﬁfz Percentage distribution of operators Operators
e
:-;:; ALl farm 0perators.eeessesssesss 100 58 2 1 7 100
WY
. vad Large farms (200 and over).... 100 20 36 25 19 10
5: A Medium farms (40 to 199)eesess 100 34 35 18 13 39
i;f;’ Small farms (10 to 39)eeansnne 1o 55 26 Li 8 23
g Very small farms (under {0)... 100 73 16 7 4 29
t Percentage distribution of debt Dabt
All farm Operators..seessssesses 100 5 32 2 31 100 §
Large farms (200 and over).e.. 100 3 26 33 38 40
Hedium farms (40 to 199).e400s 100 5 34 13 29 42
small farms (10 to 39)eessvres 100 7 37 29 26 10
Very small farms (under {0)... 100 8 37 32 23 8
Percentage distribution of assets Assets
All farm OperatorSesecsesscssses 100 47 3 14 8 16O
t.arge farms (200 and over).... oo 26 38 22 14 38
Medium farms (40 to 199)seeres Lou 38 37 16 8 43
small farms (10 to 39)eeessnss 100 fl 26 8 4 10
Very small farms (under 10)... 100 73 18 [ 3 Y

bata from the Census Bureau's 1979 Farm Finance Survey, as tabulated by ERS, USDA, and adjusted and updated
by the author for probable underreporting and to reflect changes during 1980-82, including increases in
total debt and assets, more indebted operators, and liquidation by some highly indehted operators.
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Table 3. Percentage change in total deposits, by farm loan ratio classes
(Banks with total assets undar $500 million)
Addenda:
Farm loans as December 1982
percentage of 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 198%F 1982 Number Average
total loans of deposits,
at banx banks millions
of dollars
Under leoassess 11 15 16 9 6 9 11 14 9 10 9 9 12 3,956 66
1 0 dessnnnns 11 14 15 19 7 9 1t 13 9 9 8 9 10 1,959 58
5 t0 %unnnvann 10 14 15 11 7 9 11 12 10 10 9 9 9 1,306 43
10 to ldeavass 10 13 16 12 8 10 12 12 9 10 8 9 9 886 38
15 to 1940 10 14 15 13 8 11 12 12 9 9 9 10 9 816 34
20 to 2440000 10 14 15 13 8 10 11 12 9 10 9 10 8 671 29
25 to 29,440 0s 9 14 15 14 9 it 12 11 9 12 9 10 9 581 29
30 to 34.una.. 9 13 16 15 10 12 11 12 10 10 10 9 8 523 27
35 to 39¢sesss 9 14 15 15 9 12 12 11 8 11 10 10 8 479 23
40 to Ghesenas Y 12 16 i6 9 10 il 11 10 10 10 10 9 436 22
49 to 49,400 s 8 11 16 16 9 12 10 1 9 10 10 10 9 347 21
50 to Sbdeassss 8§ 12 16 17 9 3] 10 10 9 11 10 10 9 346 20
55 to 59..av.. 9 12 16 18 10 I 9 10 il 10 10 10 9 311 18
60 to 64casesn 8 12 16 18 8 11 8 10 11 11 12 10 9 282 18
65 to A9.ssees 8 12 16 19 10 11 8 9 10 10 9 10 9 271 15
70 0 7deennss 8 12 16 21 10 11 B 10 12 10 10 10 10 192 15
75 t0 79.0sans 9 10 16 20 8 10 8 8 11 10 11 10 9 162 13
80 and over... 8 11 18 21 8 11 6 9 11 9 10 10 10 158 12
All banksS.eess 10 14 15 5 7 9 1R 13 9 10 9 9 10 13,682 44

Note:

end of that year.

_7¢

In this and subsequent tables, banks in each year are classified according to their farm loan ratio at the
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"sively more dependent on the farm economy. Note that deposit growth at agri-

cultural banks was terrific during the super farm income year 1973, and was

~lower -but still positive during a poorer incéme year éuch as 1976, Over the

- . -past five.years!fdeposit grqwth;at agricultural banks has been close to 10~ -

. percent each year, or about the same as at other small banks. These gains

. contrast sharply with the popular impression that, because such banks were

‘ “losing deposits to money-market funds,” their total deposits were falling.

Current USDA estimates of annual growth in bank deposits of farmers

" are much lower thaq-the growth-of_deposits-at agricultural banks at which .

'tfarmers are the primary clientele.. Chart 3 illustrates how I have used data

such as that in Table 3 to make improved estimates of annual changes i{n farm-

ers’ deposits, On Chart 3, a simple reyxression estimate indicates that if

100 percent of a bank's customers were farmers, the bank's demand deposits

. .would have increased by 25 percent during 1973. 1In contrast, current USDA

O

series show a f{ncrease of 4 percent i{n farmers' demand deposits that year.

Table 4 shows a 2U=year summary of the new and nld estimates. During 1963=
1982, bank deposits of farmers are estimated to have increased by 497 percent
rather than by the 118 percent of the old USDA estimates At the beginning
ot this year, farmers dre estimated to have owned $37 billion in bank depos-
ies, rather than $15 billion. Analysts who have noted the apparent pronounced
decline over time in liquid asset holdings of farmers have been misled; bank
deposits have remafoed gt about 3,5 percent of total farm assets since 1960,
The Varming sector s eorrespondingly more resilient financially than these

analysts have supposed,

EFFECT OF FARM FINANCIAL STRESS ON BANK LOAN LOSSES
During the 197048, loan losses reported by agricultural banks (banks

with a tarm loaa rarto o 2y pereeat or more) clearly reflected the tavorahle
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Year or

Bank_depoéits,.,_
period = Demand Savings  Time ~ Total USDA Balance °
: Co- . Sheet series
1963000ssssnns 1 5 22 5 6
1964 saussnnnns 2 B 19 6 4
19654 aassaanes 6 8 17 9 5
'1966---0-..0.- ) 1 2 415 . 5 . 10
1967 0c00e0 000 2 2 19 7 6
s = 1968 s h e nna e 6 0 21 1 6
1969 :0sesssnns 6 Q 19 0 4
19700 cssanssns -1 8 14 5
197 0eaassanns 6 13 . 16 10 6
19720 esssannan 18 24 15 17 7
1973 0e0neennse 25 26 1h 21 7
- ».197\‘0-..0-..... . _"2 2“ 15 8 -6
1975 i e nnnnne 4 27 14 1t 5
19760 iinnnnnn =2 25 11 3
1977 cvasnnanns 4 15 9 3
1978avssvtnnnss 12 12 ) it 3
1979 0vesvanas 5 ~-11 21 9 2
1980 0csrnvans ~4 -6 24 9 2
198 sasesanane ) =21 18 10 4
1982pssssnnans 7 12 9 9 3
1963=67 0000 ess 13 26 133 36 28
1968=724000040 38 51 122 66 12
1973770 0annes EY 186 84 68 12
1978=824s0re0s 3t =17 108 58 15
19638200 00w 16> 352 1884 497 118
Addendum:
Amount as ol
Decemhe: 1982,
hilltons of
dollarseeecass 1ieh 3.3 2242 37 .0 15.3

O
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Table 4. Estimated percentage changes in bank deposits of farmers

. .....Type of deposit .

Note: ATS and NOW accounts are {ncluded in demand deposits.
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”““ As shown in Table 5, loan loqses averaﬂed N2 percont of outstanding iunn

ord, however, must be qualtfind to the extent that an unknown number of - bhank -

thrnugh dlsaqter lndnq {made mostly to farmers uith crop losses due to drouth)._

financial results of most tarm bnrrnuers and farm=related rural businesses,

volumc at agrtcultural bankﬁ durlng that decnde, well below the average at- .’

f e

othgr smaller banks. In nddttlon. loan losses at agricultural hanks rosevJ._-A.

little durlng the farm income duwntuznq of 1970=71 and 1976=77 or the general

" business recegsion of 1974-75, whereas loan losses at nonagricultural hanks

rose substantlally during the Iatter period. This favorable farm, loan rec= . . .

. borrowers with financial problemﬂ. asome of which might cventually have led to

loan losses for the banks, were refinanced by the Farmers Home Administration

rhe hmurpency Iivestn(k Lredll Act of 1974, and economic emecgency loans avail-

---able in 1978-81,

O
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The loan-loss picture at agricultural banks changgd:signiflpantlyﬂ

during 1980-82 as increasing numbers of farm borrowers experi~oneed financial
stress and tarm=related rural businesses were hit by bhoth the farm {ncome
downturn and two feneral business recessions, By 1982, loan losses at these
banks reached 0,7 percent of outstanding loan volume, a slightly higher level
than at nonagricultural hanks. As in previous years, however, the distrihu-
tion of banks by lnan lasses was highly <kewed, with most hanks reporting
relatively low losses but the woetage ratqed by a few banks with vxceptiondlly
high lngsess Thus in 1982 one-fourth of agricultural hanke had no or very
low loan losuses-=under 0.1 percent——and two=thirds of the hanks were under
the averaye of 0,7 percent, However, 5 percent of agricultural banks reported
logses greater rthan 2.5 percent of natstanding loans--the level at which
lovses would hogin to exceod pre=loss et dncome at 3 tvpieal avriculturil
bank. {n voatrast, duriag the {9704 the percentae of ggricultural banks

reporting that hiyh a level ot loan losses was consfutently under | peroent,
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_ Table §._:anndlos§eg.charg

ed to reserve, less recoveries credited, as a
(Banks with total assets under $500 million)

percentage of total loans. .

. Farm

loang as - o e : i o ) . . : . -
percentage of 1970 1971 1972 1973 1974 1975 1976 1977 1978 . 1979 1980 1981 1e82
total loaas ’ . ~
at bank
Under l....... 4 .3 .2 3 N .6 ) Wb 3 T3 o4 o4 -.6 -
l to bduvvnnnes .3 .3 .2 o2 ] oh b a3 .3 .3 o4 L IRTE
© 560 %unnnnns .3 .2 .2 .2 .3 Wb | 3 .3 R R S Y Y
-10 to lbdsssas, .3 “e3 222 .3 ] W3 2 W3 .3 PR W7
15 to 19,..... 2 W2 .2 2 .3 .3 .3 .2 .2 2 3 Wb )
20 to 24..0444e 2 .3 .2 .2 .3 .3 .2 .2 .2 3 .3 Wb .7
25 0 294¢eraee .3 o2 .2 .2 ] .3 3 2 .2 .2 .3 o Wb
30 to 34euense .2 .2 .2 .2 ] .2 3 .2 .2 .2 oh 5 oh
35 to 39,4444, .2 3 2 .2 .2 .2 .2 .2 .2 .2 .3 o .8
40 to bbuuaea, W3 w2 o1 .2 .2 .2 .2 2 .2 .2 .3 Y Wb
4% to 49,....., ] 2 .2 .1 ] .2 .2 2 .2 Wl o3 o3 8
50 to S54ueeass o3 .3 W1 Wl .2 2 .2 .2 -2 - a2 o “ols W8
55 0 59.4sa0s o2 .2 o1 W1 .2 .2 Y .2 s ol = 5 .6
60 to bb.usaas .2 .2 .1 . .2 .1 .2 .2 .2 W o3 N .7
65 to 6% 40uss o3 2 W1 2 e .2 .2 .2 2 Wl 2 ") .7
700 Miewaaas .2 W1 Wl Ny 2 Wl Wl .2 ol .l 3 W4 5
75 €0 79cuanus .1 .2 ! o 2 .2 .2 2 Wl N .2 3 .9
80 and over.., W2 .2 Wl ol W2 ol W2 .2 .2 ol 3 Wb 7
All banks..... o3 3 2 .2 W4 b o 3 .3 3 Wb Wb o6
Under 25,4444, i .3 .2 2 Wb .5 Wb .3 ] .3 N A o6
25 and over,,. .2 .2 ol .2 .2 .2 .2 2 .2 .2 3 N .7
Addendum: Provision for loan losses as a percentage of total loans
All banks,.,.,.. ] .3 .2 3 Wb ) ) b Wb Wb 5 5 o7
Under 25..... .3 3 W2 .3 Wb .5 .5 Wb oh Wb .5 .5 .7
25 and over... .3 .2 .2 2 ! 2 .3 ] ] ] b ) o
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PROFIT EXPERIENCE OF RUKAI. BANKS
' wlie discussion of farm borrouers indicated .qomerloan—losses—can be traced
*to the sharp ribe in interes: rates. to uhich borrouers were suddenly subjected._,
o ;v . htcept for zhi¢ indirect advorse effect, however, rising and relatively high
Interest rates have noticeably enhanced profits of agricultural banks in
1973=74 and agaln in 1979-82,
- .,b Chart 4 is-useful in showing hou .the level and behavior of interest
— ,;C' :rates at rural hanks nave either resembled or differed from the prime rate at
targe banks, which closely follows money-market rates, From data shown for
the period hefore 1979, it is clear that the farm loan rates charged by rural
’ bankq are set with ;eferenqu to the hanks® internal cost of funds plus a
- mark-up. rather than with reference to what sueh funds could earn at the
o moﬁent if {nvested {n money-market securitigs. Prior to 1979, the internal
cost of fundd at rural banks was relatively stable, with perhaps a moderate
upward trend 45 time deposity represented a gradually fncreasing share of
total deposits. Farm loan rates were thus also relatively stable, while the
national prime and money=market rates fluctuated considerably,

Interest rate patterns for depositors and borrowers at rural banks
changed drastically after 1978, when hanks were allowed to accept smaller and
shorter-term deposits bearing market=related rates, and competitive factors
led them to do so.  As market rates of {nterest rose during 1979-81, rural
depositors shifted a large proportien of their deposits into the newly author-
fzed six-month money=mdrket certificates, which by mid-1981 constituted about
W percent ot total resources of agricultural hankss In addition, large cer=
titlcates of depostt, also hearing money-market riates, represented another 7

pereent of tatal resources, and banks were also paying market-related rates

Q .
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Loan losses can thus significantly affcct bank proftts. and. as ear= - e
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on another category of deposits not geparately i{temized on thefr reports, the

"‘:QQ-month small=saver certificates.—'Thus, as-u large proportion of the inter-

..

" enhanced during this period of relatively high money-market rates, as they had.

nal funds of'rural banks rather quickly came to bear markqtfreléted yields,

farm and other loan rates at these banks necessarily began to track market

rates, as shown by Chart 4,
Although the set of interest-rate relationships faced by rural banks

was auch different after 1978, Table 6 indicates that their profits were again

ibeen earlier during 1973=74, 1In addition, average ralative profits of agri-

cultural banks were distinctly higher than those of other smaller banks in
each year after 1972, when the farm hoom got under wav, after being rvoughly

eéﬁal during 1970-72, Average return to equity reached 16 percent in 1974

- and again {n 1979=80, and the decline to 14 percent in 1982 primarily reflect-

O
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ed. increased provision for larger loan losses.

In any given year, those agricultural banks reporting relatively
low or negative profits have almost always experienced extraordinarily high
loan losses., In 1982, for instance, 3 percent of agricultural banks reported
a loss, and at these banks the provision made for loan losses averaged 4.2
percent of outstanding loan volume, The proportion of hanks reporting a loss
was up from an average of | percent during the 1970s. Nevertheless, 77 per-
cent of agricaltural banks in 1982 aqchleved a return of 10 percent or more on
eqirity, whish, while down from 9] percveat of these hanks in 1979, was a gener-

ally eaviable financial result during a year of farm and business rvcessions

CAPITAL CONDITLON AND PROGRESS OF RURAL BANKS

A cunsiderable portion of the prorits of agricultural banks=-about
vwoasthivts I 1Ysl=—are bded to bank capital rataer than pald out as stock=

hol e dvidends, Thas drowth of these hanks and thelt lending capabiiity

o
(o
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Tasle 6, Net fncome as a percentage of equity
(Banks with total assets under $500 million)

Farm loans as
percentage of 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
totdal loans
at bank
Under loeesees 13 12 12 12 11 10 10 11 12 14 14 13 12
L to devennces 13 13 13 13 12 12 12 13 14 14 14 12 12
St Yennnnnns 13 13 13 14 13 12 13 13 14 15 14 13 12
I to 1d.ueees 13 13 13 14 14 13 13 14 14 14 4 12 I
19 to 19,0440 13 14 14 15 15 13 14 14 14 15 14 14 12
2 to 2400000 11 12 13 15 15 13 14 14 14 15 15 14 13
35 20 2940enre 13 14 13 15 {5 14 14 14 14 19 15 14 13
I o Heaaaes 14 13 13 15 15 I4 14 14 14 15 15 14 14
315 to 39,4000, 13 13 13 16 16 14 14 14 14 l6 i6 15 13
LU TR Y T 13 13 13 15 t6 15 15 l4 14 15 I6 15 14
45 to 49,4400, 12 13 13 15 16 15 15 14 14 16 ) 16 14
20 S%.senne 13 12 12 15 th 14 14 14 14 16 ) 16 14
99 tO Yeverns 13 12 AR lh 16 15 15 14 14 16 17 1A 15
6 to hhyyey,,. 12 13 12 s 6 i4 15 13 11 It 17 1?7 15
A3 to BY4eeans 12 12 12 19 in 4 15 b 14 ih I8 17 15
T to Tdeaaaas s 12 il 15 Ih l4 14 14 13 ih 18 18 17
75 to 79,404.40 14 12 12 14 16 15 15 13 13 15 18 i3 15
RO and overs., 12 12 1t 15 th 14 14 14 13 17 19 18 16
All bankS..een 11 13 13 13 13 i1 12 12 13 14 14 13 12
tnder 25,4000, 13 B 13 13 12 1 12 13 14 14 13 12
2y and over,,, 13 i3 13 15 ih 13 b4 14 14 lh i6 195 14
Addendum:  Net income as o percentate of total assets
All bunks..ea.. o9 Y 9 W9 .9 o3 B .9 .Y fet) 1.1 1ot 9
tader 39...... N ] X 9 8 8 .} ] .9 1.0 1399 it .9
25 and over.,, 1.0 1.0 .9 1.0 Il 1.0 1o} i.1 1.1 W2 1.3 W3 1.2
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- 1a supported without need for continual sale of new stock, Over the last
..+, . . .nine years, ang;ulLural banks increased their équity.faszer than their de~ -~
—posits and assets were growing, “and thus strengthened "zhkeirr'_relative capital ..
T —éosition as ‘shown 1in Table.7. VBy the end of 1982, capital and surplus atl-”. .
"aggiuultﬁrnl banks averaged R,9 percent.ﬁt assets, up from a cycli;al low‘of.
~ 7.4 percent in 1971, .
Table ¥ summarizes the rap;q grpw:h of the equity of agricultural
'and other smaller baqks over longer periods #s»well as recently, In ;hlslj
;t;hle, the number of banks was held constant during each period for which a = . ;‘_
percentage chanpe was calculated, and so capital and surplus per bank also
changed by the game percentage, Thus the table indic :tes that over the last
T2 years the average percentage Increase in capital and surplus of agricul-
tural hanks fell only slighetly éhnrz of the increase of 391 percent in aver-
ﬁgé assets of all U.8., farms, Furthermore, when one takes i{nto account that
‘the ineredse in averase sice ot tarms Qubszanttally.overszates.zhe growth of
the typlval rtarm--because smaller farms have been more proae :o disanpear
trom the count of tavms, by redetinition as well as in reality--it appears
likely that,dacreases In the size of loans banks car make have sept up with
increases 16 the average size of loans demanded by farmers, evea after also
allowing for a rige {n typical farm debt/asuset ratios. In addition, the ahil-
Ity of aatioaal banke to make Lirger loans was recently enhanced hy legisla-
tion which rifsed the maximun amount of louns Lo ot barrower from 1 to 15
pervent of capital and surplus (a4 spectal higher Yimit of 25 percent continues
ta apply ta loans secuared by livestoey;,
Should Tocal deposit wrowth be gt times inadeguate ta meet  loan
dertaned, srall hings aow Par the fiest time ind themsolves with an ellect fve

fecheanism tar o ohtabaing tands 04 toe natianal money market . When Fegderal

R8¢
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Table 8. Perceatage change in capital and surplus

(Banks with total assets under $500 million)

Farm loans as

percentage of 1963=- 1963= 1968~ 1973= 1975- 1978 1979 1980 1981 1982
total loans 82 67 72 77 82

at bhank

Under leeceeees 499 48 69 b3 bh 12 12 11 10 9
1 €0 bevnnnnns 554 43 68 70 63 12 Il 12 9 8
560 9enenenee 587 42 Hl 11 u7 12 12 12 g g
10 to ldeeenns 562 338 1.} 78 65 12 12 b Y9 8
15 to 19.4000e 985 41) 62 85 67 12 12 12 to 9
20 to 2b44000en 589 40 62 90 73 12 13 12 i 9
25 0 29c0000s 565 19 59 82 7 12 13 13 il 9
10 to beeeene 591 34 61 89 75 12 12 12 i 11
35 to 39ceenen 576 ib 58 qn 72 12 13 12 1o g
4 t0 bbeennns 544 34 3% 13 73 12 14 11 d 10
59 Lo 49c0enns 57 33 S 39 74 12 13 12 12 14
50 t0 %% eenens Y78 33 51 39 77 12 14 14 1 o
355 t0 99ceenee 576 34 49 B4 Bt 12 14 14 12 !
A Lo Bleeeene 558 31l 44 85 B4 Il 14 14 13 12
65 to 69ceenns 528 30 46 87 83 12 14 15 13 1
70 t0 7deennns 543 31 45 88 R7 12 13 15 14 13
75 t0 79¢00ens 518 30 46 82 A1 il 14 15 14 12
80 and over... 497 29 42 82 84 1§31 14 14 12 12
All bankSeesee 5413 42 5} 72 (311 12 12 12 1n 9
Addendum:

Percentage vhange

in average assets

per farmeessesseee 591 47 49 16 6 19 15 B 1 -2

Note: 1In each year or period, banks are classified according to thelr farm loan ratio at the

end ot that year

or period.
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“‘that ensure-that each investor: holds no more than- one- Lerttficn:o of -each

{nsurance on individual deposits was raised to SlOO,UU”,.chis had thvvinci-

© - dental effect of making :hc negotiable certtficntes of deposit oﬁ-small banksig

" “saleable to- national 1nvestors in these bank 1nstruments, :hrough agencics

[l

"_hank.. Furthermore, bucause most prowth iq local deposits is now in accounts

"gang‘pertificnten that bear interest related to money=-market rates, there is

now iitele dtfferance in cost to :hc,bank of raising addltioual £unds,:hruugh
promoting local deposit growth or by eelling negotiable certificates, whereas

in the past. the latter was a much more costly source of -funds during periods

of monetary restraint. Thus the ability of small banks to respond to seasonatl,

cycllcal, or unusual changes in loan demand has been impruvod.

In summary, data reviewed in this paper indiunto that ngricultural-*"

5fbanks have been more competttlve -and - snccessful than many agricultural ohserv-f-
. ers haerSppposed, in.. large part . because finnncial results in agr1Culture

have .also been better than COmmunly thought. Stroag capital posltions.of

most farmers and agricultural banks, a legacy of past favorable results, arue
providing financial resilience during the current farm recession., Future
results for these banks and farming will remain correlated. Agricultural
banks now have the capital, liquidity, and acceas to funds that will enahle
them to respond vigorously te increased loan demand from farmers and other

rur4l enterprises,

REFERENCES
The following papers that provide more detailed diseussfon of developments
and relationships in agricultural finance are available from . Melichar,
Federal Reserve Board, Washington, D.C. 20551,

"hevelopments in Agricultural Finance,” April 27, 1982,

“Farm Sector Financial Experience,” November s, (931,

“"Capital Gains versus Current iocome in the Farmiog Sevtar,” 1979,
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-..Federal bredit»assi;;ance‘éomes fn 4 forms:

- —-3) Loans from private Government-sponsored entities

CREDIT AS A PUBLIC POLICY TeoL

'5f€§_—' _r 'ADennxs Dickstein*r»‘fﬂfii 31;.-:"‘jﬂjiﬂfﬂﬂﬂ e

1) Direct loans from the Federal Government

2) Federa1 guarantees of prvvate 1ending e

4) Tax exempt credit

" "Over half of Federal assistance to agriculture and rural areas is in the form

" of credit, -This Federal grgditigssjstance'has'grown‘great1y during the past_'

under:

the Commodity Credit Corporation,

the Farniers Home Administration,

the Rural Electrification Administration, and

the Farm Credit Administration's farm credit system,

*Budget Examiner, Agriculture Branch, Office of Management and Budget.
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25 years, Loans are.directly provided or guaranteed by various programs =



The first three, CCC, FmHA and REA, are Government programs which use Treasury

~ “funds to assist farmers and rural areas except in the case of CCC's export -

" - funds from the private credit market but with preferential treatment because

of its Federal relationship, Federally-assisted credit as a percentage of

totq{_credit funds raised by the farm sector has grown from:.

. _ .- about 37% in the mid-50's, to
T - about 42% in the mid-60's, to
- about 56% in the mid-70's, to

- over 70% today.

Federal credit has overtaken private credit during the 70's and now accCounts

‘for almost three-fourths of all agricultural and rural development credit.

Federal credit programs change the allocation of resources and the

distribution of income.

. When used in excess, these programs begin to pre-empt private sector

investmunt and distort the private credit market,

Federal credit also represents a subsidy.
. Assistance is provided on terms more favorable than what would

have occurred in the private market,

. The Federal Government accepts risks that private lenders either

EI{IIC 28/
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~~credit guarantees. and some'EmHA,guarantees of private lending. The fourth

;lprogram, FCA, is a relatively autonomous quasi-government entity that obtains_



wouldn't accept or would only accept at higher interest rates

- ~§: ';'-and more restrictive'terms -- hence, a subsidy.

‘:Einglly, Federal credit programs increase the Federal deficit and the

-ﬁnatipnal debt.

- Direct loans use Treasury funds and force additiénal

" “borrowings.

. © = Both direct and guaranteed 1ocans increase credit market
activity, forcing interest rates up and thus increasing

Treasury's cost of borrowing.

-

Because Federal credit activities have such substantial effect on the
- Federal budget and the national economy, the credit budget was created as
a separate entity in the Federal budget.

+ The creation of the credit budget was a significant change in

policy development.

. The credit budget made possible, for the first time, the control

of several credit programs.

. It Fas provided a means of making decisions on many programs

within the context of all Federal credit activity.

The credit budget comprises all direct loan obligations and loan guarantee

commitments of all Federal agencies.

. QY
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« It makes no distinction between on and off budget entities.

. [Its totals are based on gross levels of activity, without offsets
for repayments. This measures the current credit program levels

enabling Government control over the activity itself,

Credit has been used a great dea) by the Federal Government to implement
agricultural and rural development policy.

. Over the past 50 years, farm policy has been carried out
basically through CCC commodity and export lean programs. Only
recently have direct Government grants to individuals played a

major part in Federal farm programs.

» Rural development has been assisted by the Federal Government

with FmHA and REA loan programs,

Therefore, Federal credit policy in many ways helps form farm and rural
development policy and vice-versa.

. Federal agricultural policy, guided in large part by Federa!l
credit programs, would be shaped by decisions and changes in

overall credit policy.

. Conversely, the Federal credit budget, about one-third of which

is agricultural credit, would be significantly affected by

decisions and changes in agricultural policy.

289
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Federal credit activity has grown greatly and efforts to control this

growth have incieased as well,

Federal assistance to farmers has also grown greatly and efforts to

control its growth have also increased.

Since most of Federal farm aid is in the form of credit, these efforts
coincide with each other and with the larger overall effort to control the

growth in the Federa) deficit,

As long as this relationship between agricuitural and credit assistance

remains, we will continue to see joint efforts to control both.

X 26-022 0 - 83 - 19 23()
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RURAL LOCAL GOVERNMENTS:
TRENDS AND PROSPECTS

J. Norman Reid*

RURAL GOVERNMENTS; THEN 2ND NOW

In 1962, just twenty years ago, the average rural local government
raised $175 in revenues for every man, woman, and child living within its
borders {(figure 1).£/ Over four of every ten of these dollars came from
taxes, and nearly all of these from property taxes. State aid contributed
a third of local budgets; direct Federal aid, which totaled less than $3
per person, was insignificant. User fees and miscellaneous revenues made
up the rest. Most local dollars went for education, by far the largest
local budget item (figure 2), Highways—-traditionally important to rural
communities--made up l4 percent and comprised the second largest item. The
remainder of local budgets were divided among a number of small functions.

Much had changed by 1977. In nominal terms, total revenues had grown
to $635, more than three and a half times their 1962 level. Most of the
increase occurred in taxes and state aid, though on a percentage basis,

direct Federal aid was the fastest g owing local revenue source (figure 3).

-

*Head, State and local Government Section, Economic Development
Division, Economic Research Service, U.S. Department of Agriculture, The
author would like to thank Patrick J. Sullivan and Eleanor Whitehead for
their assistanre in preparing the data for this report and Leon BE.
Perkinson for numerous helpful comments. The paper also benefited from
discussions at the symposium.

L/Throughout this paper, "rural” governments are defined as those gov-

ernments serving outside a Standard Metropolitan Statistical Area (SMsA),
as defined in January 1974,
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19621977

Figure l--Nonmetro locul gavernment revenue, by source!

State aid
(407)

State aid
(34Ly

User charges

(15%)
User charges
18%
Federal atd (187%)
24 Federal aid
vther Laxes (8%)
3%
(32) Other taxes
(5%
Property tax Property tax
(427%) (30%)
1962 1977

SOURCE: Census of Qovernments, 1962 and 1977.
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Figure 2--Nonmetro local government direct general expenditures, by function: 1962-1977

Education (54%)

Education (52%)

Sanitation Sanisacion
(3%) (4z)
2 Publtzziafecy Other .‘_:. D Public welfarc
% oo (4%)
Health (zq;osolcals (17%) @, Public safety
Public welfare'” )

(6%)
Transportation Health & hospitals
(9%) (8%)

Transportation

(5%)
(14%)

1962 1977

SOURCE: Census of Governments. 1962 and 1977.
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Figure d==Porcontane increases in noametro Jocal sovernment revenue, by siourced

Percent
500
40
300
200
100
Total Property Other Faderal State User charges
general tax taxes atd aidl and
revenue miscellaneous

SOURCE: Census of Goveraments, 1962 and 1977

llndimtes Federal pass-through dollars,

294

196977

€8¢



[E

O

284

Reliance on the property tax dropped significantly, with the slack taken up
by other taxes and Federal dollars.

Given the rate of increase in local budgets, the reallocation of local
dollars among functions was surprisingly slight, Education continued tn be
the major function of rural local governments. -Highways declined in rela-
tive importance, while health and hospital spending, as well as police and
fire protection programs, grew, The amount of attention given to other
areas remained comparatively constant.

Rapid inflation was a major factor :n local government finance during
this period, and between 1962 and 1977 the price of local government inputs
rose by nearly 150 percent (U.S. Bureau of the Census, 1979).3/ Even so, it
{s clear these rising local budgets reflect the basic fact that rural
governments were simply doing more in 1977 than they did in 1962. If the
1977 expenditures are adjusted for inflation, as they are in igure 4, it
1s clear that important changes in local functions occurred during the
15=year span. General revenues were up more than 47 percent, and ref-
lecting this increase in activity, per capita local government emplbyment
(full-time equivalency) increased by 52 percent (Perkinson, 1982). On the
other hand, general long-term indebtedness dropped sharply in real terms,

and direct spending increased less rapidly than revenues.g/

2/the implicit price deflator for state and local government purchases
18 usually accepted as the best indication of price increases in the state
and local government sector. T'e deflator for 1977 (with a base of
1962=100) was 246.7.

3/For an excellent in~depth review of local figcal trends during the
sixties and seventies, see Thomas F. Stinson, "Fiscal Status of Local
Governments,"” in Nonmetropolitun America in Transition, edited by Amos H.
Hawley and Sara Mills Mazie (Chapel Hill, N.C.: Un’vergity of North
Carolina Press, 1981), pp. 736-766.

295

RIC

Aruitoxt provided by Eic:



o
el -
ity
L WX
“d
P "'fli?;
£
o

.
as o
)

bt

e
a‘vm

* Noar
ey

© we
L3 .“"1

PR

Loy

ERIC

Figure 4=--Nonmetro local government expenditure trends (1962 dollars)

Dollars
per
Cagita
300
254
-
200 |
1982 1877
i
1003
Direct Education Trans- Héalth Publie Sanication Public other
general portation and safety and welfare
Hospitals sewerage

expenditures

1962 and 1977,
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" Clearly, then, this was a time of great change for rural governments,
But the financial figures do not tell the whole storys. A number of other
changes were afoot during this period as well. Let us now turn to a4 con-

sideration of some of these.

MAJOR CHANGES OF THE PAST TWO DECADES

The past two decades have witnessed a good many major changes in the
American governmental system. Lest their familiarity cause them to Le
taken as common, let us recall some of the more significart, Starting in
1960 and continuing throughout the sixties and seventies, we initiated a
major program of civil rights legislation leading to imp.ctant changes in
the welfare of the American peuple and in the functioning of its govern-
ments, In that same decade, we experienced a period of judicial activism
that produced such court decisions as Baker v. Carr, the “one man-one
vote” rule that ended rural domination of state legislateres, and a series
of school desegregation decisions, While we waged an unpoolar war that
has had continuing divisive effects on our society, we undertook to build

the "Great Society,” providing medical care to the poor and aged, equal-
izing economic opportunities throughout the land, and attacking many of the
ills that accompany our modern society. In the late sixties eud seventies
we passed landmark legislation intended to guarantee a clean and safe
environment for ourseives and future generations, and we poured billions of
dollars into remedial programs to meet this objective, We survived a major
crisis of confidence in the presidency with our corstitutional system
intact. Following the economic boom of the sixties, we have faced several

periods of downturn in the seventies and eighties, made more complicated by

startling increases in oil prices and persistent high rates of inflation.
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We have come to believe that the rapid rates of public gector expansion
that characterized the sixties and seventies are not possible--and perhaps
not desirable-~to sustain, and we began to search for new definitions of
governmental roles. The ripid rates of population growth that have been
with ug since the forties declined in the seventies, and that population
began to redistribute itself in ways never before seen by moving out of the
~cities and into the countryside in greater numbers than the reverse. These
are, of course, only some of the events that have helped shape the present
day, but clearly if they had not caused {mportant changes in rural
government it would indeed he surprising.
In fact, rural governments themselves have changed much since the
early sixties. I would like to point to three broad trends that I believe

are of particular importance.

The Local Role in the Intergovernmental System

First, rural governments have become increasingly integrated into the
intergovernmental system. The change in the federal system since the early
sixties has been dramatic, affecting both urban and rural governments. At
the heart of this change has been the rapid growth of jfntergovernmental
aid. From 1962 to 1977, per capita Federal and state aid to nonmetro lecal
goveruments grew by 75 percent in real terms and by 1977 rural governments
relied on these higher governments for 48 percent of their revenues, much
more than they received from property taxes, long the mainstay of local
finances.

The aid increases took many forms. The massive expansion of Federal
aid in the sixties led to increased direct aid in some cases, though it was

not until general revenue sharing was adopted in 1972 that most rural gov-
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“ernments received their first funds directly from Washington. Most Federal
aid to smaller governments was "passed through™ state agencies and thus
shows up as state aid in the Census Bureau's statistics, Bu;;égderal dol~
lars do not account for all the increases, as many states adopted their own

~revenue sharing programs in the sixties and seventies.

There are several consequences of this change. Clearly the increased
funding has helped rural governments meet their service needs and has pro-
duced some dramatic improvements in their performance. However, these
improvements have not come without a price. Increased dependence on Fed~-
eral dollars has left rural governments more vulnerable to fluctuations in
the Federal budget process. And the aid has been accompanied by increased
complexity in the intergovernmental system, as rural governments have
become subject to new regulations, standards, and increased paperwork.

To obtain funds, rura’ governments have had-tu gain expertise in

applying for grants, accounting for intergovernmental aid expenditures, and
other technical matters. More communication between local governments and
other institutions, public and private, hag also been required to meet the
demands of all parties involved in the intergovernmental system. In addi-
tion, local governments have picked up new responsibilities, such as con-
forming to Federal environmental protection regulations and to state man-
dates.

How have rural governments fared under these changed conditions? For
small governments in rural areas, gaining the expertise to handle these new
responsibilities has not been easy. Their efforts certainly have been
helped by the expanding role of national organizations, such as the National
Association of Towns and Townships, the National Association of Counties, and

other groups that have represented rural government interests in Washington.
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The rising rural share of Federal funds may be attributed in part to the suc-
cess of these groups. Nevertheless, there are still complaints that the voice
of rural governments {8 not adequately heard on Federal policy matters, and
that these policies consequently do not fit rural conditions as well as they

might (Highlights, 1982).

Quantity and Quality of Local Services

At the same time, rural governments have made much progress in improv-
ing their public services. Expenditure levels are crude measures of local
government performance, but they do give a general indication about major
trends that may be taking place. The real per capita expenditures of rural
governments grew by about forty percent between 1962 and 1977, the most
recent year for which data are available. Most of the increase in real
spending came between 1962 and 1972; though local budgets swelled in nom-
inal terms hetween 1972 and 1977, nearly all of this increase resulted
from inflation alone.

This increase in local spending reflects both 1mprovemgnts in local
service quality and a broadening of local programs to more nearly match the
range of amenities customary in urban areas. Still, rural governments in
1977 spent 25 percent less per capita than urban governments, with most of
the difference resulting from iower spending for noneducational programs in
such areas as welfare, public safety, environmental protection, aud
housing.

Federal aid--especially remedial programs--are a major reason for this
progress, of course, " But local tax bases have strengthened as well, and
rising {ncome levels have allowed locally-raised revenues to increase in

per capita terms but still decline slightly in relation to local income.
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As a result there has been an overall improvement in rural fiscal condi-

tions=-higher levels of local services ana mild relief in local revenue

efforts.,

Not all localities have participated equally in these service improve-
ments, however. While a recent study (Stinson, 1982} found a significant
reductlon between 1962 and 1977 in the number of county areas below a
"government services poverty line” (figure 5), a significant number of
counties remain below minimum national standards for per capita local
expenditures, Most of these counties are nonmetropolitan, relatively poor,
predominantly Black, and concentrated in the South.

In addition, some have experienced rapidly rising local revenue
efforts, a comparatively new problem for nonmetropolitan areas. Between
1972 and 1977, local revenue raising efforts increased in many nonmetro
areas, but most rapidly in the most highly rural counties (figure 6). The
resulting fiscal strain has been most intense in totally rural counties not
adjacent to metro areas--places already at high levels of local revenue

effort,

The Structure of the Service Delivery System

The system for delivering local services is also much changed. This
has affected both the quality of local services and the way they are pro-
vided,

Major structural changes in local governments have occurred during the
past two decades. Some have merely extended longstanding trends. The num-
ber of independent schocl districts declined by more than half during the
sixties, continuing a movement to consolidate small school districts,

though during the seventies this decline slowed considerably. At the same
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Flgure 5--Counties below wovernment services povertv line: 1962-1977
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time, special districts, which typically perform limited functions within a
specially defined area, continued to grow in both numbers and their share
of local government spepding. Counties, the major providers of local ser-
vices in most parts of the rural U.S., also have been revitalized, taking
responsibility for an even larger portion of local expenditures. Municipal
governments, the most prominent form of local government in urban areas,
declined slightly in tueir share of local government sjpending. Township
governments, once nearly withering away in som¢ areas, have now acquired
new duties and found new funding sources, and some are again becoming a
vital part of the local government system.

At the same time, state governments have assumed larger roles in both
financing and directly proviiing local public services. A strong and con-
tinuing shift of duties from local to state levels of government occurred
during the sixties. The trend h. _ontinued, but at a slower rate, with
the growth in direct Federal aid to local governments.

Possibly the most dramatic structural change in the last two decades
was the formation of a national network >f substate regional agencies. The
creation of these bodies introduced a néw layer of government serving large
er areas than traditional locsl governments., Substate regional agencies
are unique products of the sixties and seventies, usually the result of
encouragement from Federal programs (Stam and Reid, 1980). Although most
operate with sanction of state law, substate agencles seldom exercise full
governmental powers. They have considerable 1ocal planning and coordi-
nating duties, but few have the right to tax or provide direct services to
the public. Many are in a position to influence local policies, though

this most often comes informally, by persuasion or example.
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Although the regional approach has been helpful, {t was just starting
to be established when Federal budget constraints forced the termination of
many programs supporting these agencies {Reid and Stam, 1982; McDowell,
1983). Exact figures are not available, but since 1980 a number of
regional agencies have gone out of business, while others have had to
curtail their programs. Informal evidence suggests that rural areas may
have been the hardest hit. '

Other less dramatic but potentially significant changes have occurred
in the wcy services are provided at the local level. Some services
previously supplied by private firms have heen taken over by municipal gov=
ernments; public transportation and the operation of sanitary landfills are
leading examples. In other instances, cities--while retaining respon-
sibility for the quality of services—-are contracting for service delivery
from other governments or private firms to reduce their costs. Further
Innovations in local service delivery are likely as local governments seek
ways to cope with tightening budgets.

Internal improvements in local government organization have occurred
as well. Rural leaders==more prone to be part=time, citizen officials~-
have made uge of the greater number of training opportunities available
through the Cooperative Fxtension Service, state community affairs agen-
cles, associations of governments, community colleges, and the like. These
have led to seneral improvements in the capacity of rural governments to
anticipate, influence, and direct change in their communities through more
effective policy development and program administration. Federal funds
have provided incentives to hire professional managers, and many communi-

ties have done so, sometimes on a shared basis with other communities.
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While there has been much progress in professionalizing rural gov-
ernments, the improvements have been spotty and the management of many small
places leaves something to be desired. Paid, professional managers are seill
uncommon in rural areas. Rural officials cite the need for more trained
people and more in-service training to keep skills up-to-date (Highlights,
1982). A key area of concern for many is financial administration, which
holds promise for helping rural officials to use their resources more

-efficiently, Other officials seek enhanced service efficiency through
improved management of volunteers, more effective service contracts, and
improved intergovernmental cooperation. Strengthened long-term planning in
the area of capital finance, zoning, natural resource use, and business

development has the potential to help rural communities avoid costly mistakes.,

TODAY'S CHALLENGES

While evolution in the governmental system has left rural governments
in a much better position than just twenty years ago, that evolution has
not stopped. The change goes on. And so rural governments will face a
number of important challenges in the eighties. I would like to point to

three of these.

Population Change

It has heen widely reported that rural areas have undergone a major
reversal in population trend during the past decade (e.g., Beale and
Fuguitt, 1978). While most rural countles were losing population in the
sixties due to continued movements away from the countryside and small
towns and into urban areas, in the seventies many of these same areas

experienced growth for the first time in decades, Most rural communities
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grew during this period, some very rapidly, though some areas—-especlally
in the Great Plains region-=continued to face stable or even declining
populations, Despite some signs that the rates of rural population growth
may be abating (Bluestone, 1982), population growth continues to be a major
factor in determining the future of many rural places.

This population growth presents vnormous pressutes on rural communi-
ties and, as a result, their goverrcments. New populations present new
demands for public services--water, waste disposal, police protection,
education--that must be wet by raising expenditures to higher levels
(Stinson, 1982)., Th’'s in turn means that new revenues must be found to
meet these added costs., Many communities find themselves under consi-
derable fiscal strain as they try to meet these expanded needs before the
new residents and businesses begin contributing tax dollars to support
local programs. Planning for increased gservices can also present headaches
for local officials, who must exercise care if they are to avoid costly
mistakes. The influx of new tesidents can often upset the social
structures of rural communities, adding the pressure of community conflict

over goals to the inevitable financial challenges.

Intergovernmental Changes

Even a casual reading of the press accounts during the past two years
ghould convince the wost hardboiled observer that the federal system is
undergotng important changes. Both the reductions in ald levels proposed
by the current Administration and tte decentralization in the organization
of those ald programs promise an intergovernmental system that differs in
significant ways from the one to which we have become accustomed. Even {f

the proposals of the Reagan Administration should fail to he adopted,
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observers are agreed that major changes are on the horizon. The levels of
financial aid to state and local governments peaked in 1978, two years be-
fore the Reagan Adninistration took office, demonstrating that the current
reductions are part of a long-term trend, and not merely the product (f a

particular political philesophy (DeGrove an# Stroud, 1981). Whatever the

fate of this Administration's proposals, it seems clear that the federal

system of the future will be different in important ways. As one observer

“has noted, “the nation is approaching, but has yet to cross, an historic

O

threshold in the continuing evolution o: federalism” (Colman, 1981). Just
how the system will change, and how much, remains to be seen, of course.
But the central role that is proposed for states in the block grant initi=
atives makes it clear that their response will be critical in shaping the
system of the eighties and nineties. Two things seem likely as a result.
First, the locus of decisionmaking for many critical intergovernmental
issues will be shifted away from the Congress and into the halls of state
legislatures. And second, for this reason, a multiplicity of intergovern-
mental approaches, rather than a unified one, will be the result as each
state decides to define its own programs in its own 1y.

Due to their involvement with intergovernmental relations, rural
governments are now more vulnerable to changes to the federal system than
they were just ten short years ago. Thus, the transition from the federal
system of the past to the one of the future wi!l require much care {f rural
comnunities are to receive fair and effective treatment. Under the old
system, rural governments often labored under rules designed for much
larger and more diversified governments, with greater fiscal and management
capacity and therefore a much greater ability to respond to federal program

requirements. Consultation with rural officials and their representatives
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can help avoid Pollcles that treat rural governments unfairly. A key

chatlenge to policymakers at the federal and state levels will be to avoid
the temptation to institutionalize policy decisions taken during this time
of transition, thus locking into place programs that may be inappropriate

for the new state of affairs that is yet to emerge.

Revenue Constraints

Meeting growing service demands during a time of declining intergov-
ernmental help will pose important challenges for rural governments. Many
experts expect the eighties to be a time of fiscal austerity for all
governments, but especially those at the local level. While population
growth will put new pressures on many localities, it is the cutbacks in aid
levels that will force rural governments to make some very tough decisions
about whether to ralse taxes or cut services and, if the latter, where
these cuts are to he made. A number of other factors will complicate local
responses. Local governments--cspecially the sumaller ones that predominate
in rural areas—-continue to labor under festrictive, state-imposed tax and
debt limits that inhibit many creative local responses to these financial
pressures. Privatization of public services, advanced in some quarters as
a response to flscal pressures, is not seen by local offictials as providing
a likely solution to their problems. Inflation, which plagued local
governments throughout the seventies, now scems to be abating, and this may
provide some relief to local governments. Still, rational choices about

where to cut services—--if cuts be needed~-will not come easily.
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CONCLUSION

In light of these conditions, what can we say about the rural policy

agenda for the eighties? Tuwo questions scem likely to dominate the form-
"'1;" . atlon of such a policy. The firs: relates to the level of public services
- we want to maintain, whether we can sustair it, and how we want to organize
to provide it., While it now seems aimost certain that a major reallocation
of functions among levels of government, and between the public and private
sectors, is inevitable, the resulting shape of the federal system i3 by no

lneana set. Many experts agree, hcwever, that we will surely not return to

e 4 systenm we had in an earlier time; rather, we are on the verge of devel-

oping & new set of relatlonships among governments, and with the private
sector, that are more appropriate to our changed society.

Second, while many of the changes have been beneficial and appear to
have led to significant {mprovements in local public services and in the
fiscal position of local governments in rural areas, not all rural com=
munities have found themselves in more favorable circumstances. Some face
a substantislly detertorated position; others have failed to share in the
more general improvements that have characterized nonmetropolitan local
governments as a whole. And some ohservers have argued that these general
improvemerits are merely illuétons created by feeding program operating
costs by deferring needed capital investments (Choate and Walter, 1981).
Thus, despite these changes, many rural governments must grapple with new
or continued challenges during the remainder of the efghties.

The need to solve old problems at the same time as we are rethinking
the configuration of our system provides a difficult environment in which
to make policy. There is much that we do not know about either the old

environment or the new one. While our picture of where we have been is
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probably accurate in its major outlines, it remains both fncomplete and
out-of-date, We need to understand much better than we do the full effects
of the institutional and financial changes of the last 20 years on the
‘quallty of rural services, and we need to be sure that the advances we had
made through 1977 have not come unstuck during the fiscal austerity of the
late seventies.

We know even less about where we are headed and will need to carefully
monitor the new sSystem as it evolves. During the transition perlod,
special care will be needed in shaping policies. Policymakers must act
cautiously as they respond to new and pressing needs to assure that new
policies fit within the emerging governmental structure {n & constructive
way that does not prematurely foreclose other options for the longer run.

It will not be easy.
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ACRICULTURAL COMMUNTTIES: CAPACITY TO GOVERN
Robert J. Paclaccox

INTRODUCTORY REMARKS

lLet us begin our presentatfon by saying that rural America is facing its
biggest challenge today than at any other time in our nation’s history, We
could be very pessimistic and say that we "ruralites" are in deep trouble and
may not survive; however, we do rot believe that's the case. Instead let us
say that we are In a situation that will require tﬁe very best we have to

offer,

In genera!, local rural governing hodies, whether in fast growth or slow
growth areas, will bhe faced with serious financial and programmatic changes
that will make them very unprpular with many of the citizens., Taxes may have
to be increased significantly and programs may have to be cut severely to cope
with the decreases we will experience as a result of new federalism. And we
do not mean to imply that the President's economic program is bad, not at all.
In fact, it may well be the very stimulant we need to stop the galloping

inflation that has overwhelmed us in thegse last several decades.

Adding to the severity of the situation are the vast numbers of rural
governing bodies involved. In Virginia, for example, we have 325 cities,
counties, and towns., Of these, 92.3% or 300 would be classified as "rural’ by
federal standards, i.ce. less than 50,000 population, Looking at the naticnal
scene, we find more than 40,000 units of government of which 72% contain less

than 2,500 population,

S0, while our urban friendas are expounding their plight and their high

population figures, we in rural America are just as concerned, and rightly so,

* Senjor Associate; Application Systems Development Department, CACI, Inc. =

Federal,
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because the capacity to govern is being threatened in many areas both from
without a1 within, And it's these threats that we would like to touch on
firse,

After dealing with threats, we want to discuss some of the local govern-
ment functions as they relate to the theme of this paper. These functions
include educvation, health and welfare, utilities, housing, transportation,

recreation, law enforcement, and fire and rescue services.

THRFATS TO LOCAL GOVERNMENT

As we present the "threats" please do not assume that we are being nega-
tive or that we have an "axe to grind". Some of these threats are accidental
while some may be deliberate; some may be unavoidable and some are certainly

selfimposed,

External Threats

We see three basic external threats; however, we're sure there are others.

The first has to do with federal and state funding for local governments,
Local funding sources from 1960 to 1980 have decreased about 20% while reliance
on federal and state revenues have increased by 45% for the same period (Figure
1), It doesn't take a genius to see what problems have arisen because of this
trend, Adding to the woes of rural areas is the fact that in 1967 we received
20.4% of federal and state funds distributed, but 10 years later that

percentage had dropped to 17.5 - a 16.6% decrease (Table 1),

A decrease in funding will result in the local governing bodies being
forced to change thelr general operating procedures, This means we will have
to learn to adapt, to decrease, and even to eliminate some of our programs,
capital improvements and general governmental functions. Surely the raising of
taxes to bridge the gap is not the only solution! No doubt we can learn to
innovate; or find new sources of funding; or learn better ways to do the same
things we have bheen doing. It will force us to determine what our priorities

really are; who gets what; who gets cutback; who gets cut out?
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A second external threat has te do with the increased number of federal
and state mandates, and the increasing number of regulations that make
administrative procedures far mare complex than most rural localities ever

tmagined (Figure 2).
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TABLE |
Sourcea of Local Covernment Ravenus as & Percent of Total Revenus, by SMSA Status: 1967 end 1977

H 1967 H 1977
Source of uv'“': 1 governments : lseida SMSA'e : Outeida SHSA'e : All governments : Inside SHSATe : Outeide SHSA's
ALL EXNMENTS
Intergovernmental Jo.8 29,1 5.5 39,2 38.3 42,6
Property Taxes 39.0 40,1 36.0 30.7 1.3 28,2
Other Taxes* 6.0 7.4 3.1 1.4 8.4 4,0
Current Chargas 9.7 9.3 10.9 9.7 9.2 11.6
Utility Revenus 8.1 8.0 8.4 7.4 7.0 8.9
All Otherts 6.4 6.4 6.2 5.6 5.8 4e?
Rorth East
Intergovarnmental 3.1 30,2 35.6 39,0 38.6 42.3
Prop~vty Taxes 41.8 40.9 47,1 35,0 34.6 38.1
Other Taxee 8.7 9.6 4.0 9.8 10,4 5.1
Curvent Charges 7.7 7.9 6.6 7.1 7.1 6.8
Utility Ravesus S.7 6.0 3.7 4,0 4.1 3.4
All Other 5.0 Seh 3.0 5.1 5.2 4.3
South
Invergovarnmental 31,0 29.3 38.6 40.6 38.4 45.8
Property Taxes 29.7 32.9 25.0 22.8 24,2 19.3
Other Taxss 6.5 R 2% | 3.7 8.2 9.5 5,0 3
Current Chargee 12.8 12.6 13,2 12.6 12,3 13,5
Utility Revenue 10.2 10.1 10.3 10.9 10.6 1.7
All Other 7.8 6.8 9.2 4.9 3.0 4,7
- North Central
et o intergovernmental 27.9 2641 3.6 39,0 38.7 39,8
I 6 Proparty Taxse 44.3 44,8 43.3 32.5 32.6 2.1
N Othar Texee 3.5 4.6 1.5 5.0 6.1 2.3
"‘:""“’i Current Chargas 9.8 9.5 10.4 10.2 9.4 12.0
o Utilicy Ravenus 8,2 8,0 8.4 7.0 6.2 9.2
: All Other 6.3 7.0 4.8 6.3 7.0 ']
™% Weat
Yy lntergovernmental .7 30,4 36.6 38,1 37.3 41.5
P Property Taxee 38.8 40,0 34,3 32.5 33.0 30,3
¥ Othar Taxes 5.0 5.4 3.2 6.2 6.6 4.3
e Current Cherges 9.0 8.4 11.3 9.1 8.7 It
Utility Revenue 9.0 9.0 9.1 8.1 8.3 7.2
R All Other 6.5 6.8 5.5 6.0 6.1 5.3
!",“:“
St % Includes salae and incoms texes end wotor vehicla licenses
g&q&y tIncludea interast sarninge, specisl asssasments, and insurance truat revanua
g ”»n
< e Source: U.S. Department of Commsrca, Bursau of tha Cenaus. Census of Governments, Vol. &: Ccvernmentel Finances,
E?: No. 5: Cowpendium of Government Pinances, 1967 and 1977.
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While these mandates increase, }ocal governments find their funding
decredasing. Therefore, the cry being heard all over the country from locals tn
state and federal agencies is simple - don't mandate programs unleas you fund
them completely, and not just the start-up phase! Some local governing bodies
say they have been misled by federal programs that began with 100% funding only . {'7
to find that each successive year brings a lesser percentage of funding and the g
expectation that local sources will assume the balance. Such programs as those
found in CETA, Chapter X of mental health and mental retardation, and Section
18 of UMTA are examples. In cach of these, intergovernmental financial aid at
the beginning was at or near 100%; however, wvach program also contained a

procedure for less involvement each year of operation, »

The President's first state-~of-the-union message seemed to favor more
state and local control over programs with the means to fund such programs, If
this proves to be the case, it will be one of the greatest aids local govern-

ments can hope for.

When we take into conaideration the complexity of administration, we run
into another problem. Many local rural governing bodies have vary small
staffs. These may or may not be professionally trained. We once served an
area of better than 350 square miles inhabited by 16,500 people. Our staff
included one trained person - me! If you came to our place and asked to see
the finance officer that was me; the purchasing officer that was me; the
personnel officer, me again; what about the public works officer and the
subdivision administrator, that's right, me again; plus the civil defense
coordinator, the budget officer and the county planner. While our situation
may be a little extreme for some localities, it is the norm for many others.

Many other local rural governing bodies will have no staff at all, or only
a part-time staff, at best. Therefore, little or no coordination among elected
officials takes place. With today's administrative demands, this latter
situation iz impossible. In Virginia there are still five or six counties and

several towns that have no administrator or manager.

This sitvation places even more responsibility on the elected official who

must then do his own {nformation gathering and report preparation hefore he can
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study the issues, and who must personally oversee the work of the community,
We know of a county of about 8,000 with a three member board of supervisors.,
In this county the board members meet at the courthouse daily to conduct county

business normally done by an administrator,

The job of planning for future neceds and development, as well as admin-
istering all the federal, state and local programs is overwhelming and growing
every day, Can.a county or town operate efficiently and effectivelv without a
capable staff? 1s it really the job of the elected officials to do the work

"in the trenches" or to set policy and make decisions?

The last external threat which we will touch on briefly relatzs to popu-
lation trends. Many rural areas are experiencing a tremendous growth rate -
perhaps 20% or more annually. These communities must struggle with questions
of how to provide for the new people and who will pick up the tab for new
facilities, utilities and programs, The seemingly simple solution of raising
taxes to pay for needed expansions or additions is usually not adequate for at
least two reasons. One is that the population growth may not be enough to
zenerate the amount of revenue needed to pay for the services; and, second, the
tize frame between the influx of people and the receipt of tax revenue could be
several years when you consid:r the time for required action by the governing

body, the planning and constructing, and the reassessment schedule.

While the slow growth communities may not face the .ssues just mentioned,
theirs is the {ssue of maintaining what they have and replacing the antiquated.
The problem here is simply one of inflation outrunning the revenues., while
inflation may be increasing at a rate of more than 10% per year, the revenues

will probably be less.

At the same time the arcas that are still experiencing decline in popu-
lation, and therc are many of these, must deal with the question of providing
or continuing gervices with a reduced tax base. In this case it may be neces-
sary for these communities to eitiier eliminate certain programg, or turn them
over to the private sector. In some cases, il may be possible to enter into
multi-jurisdictional agreements, or perhaps even look to volunteers to assist

in continuing a service.
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Internal Threats

Wwhile the external threats discussed are severe, perhaps the internal
threats are more so because they are more difficult to deal with. These
threats relate to more emotional and personal relationships and ought not be a

problem at all, but, human nature being what it is, the issues are serious.

Wwe will begin with the population th}eat. We already discussed population
trends; however, here we want to talk about population composition. It is
almost always a certainty that when new people move into a rural community, a
clash of ideals, philosophies and demands will surface., While the natives will
attempt to maintain the status quo, the "eome inners" will want to break with
tradition and do things differently. One newcomer described the “old-timers"
by saying they were bound by a strange motto “we never did it that way

beforet".

If the newcomers are young couples, their demands will include such things
as schools, utilities, and recreational facilities. If, on the other hand, a
rural community experiences a growth of older, retired folks, the demands will

be more for health and welfare programs, transportation and housing.

Local elected officials must balance the nceds/demands from the higher tax
producing young couples with those of the less tax producing, but more

populous, senior citirens.

The second internal threat deals with what we call Mprofessionalism” for
lack of a better term. By professionalism we mean to imply a degree of
expertise on tie part of the clected officials and appointed officials alike,
that will include such things as common sengse as well as intelligence, honesty
as well as diplomacy, friendliness as well as firmness and the willingness to
represent all the citizens of the community regardless of race, financial

status or social standing.

Today's elected official must be ready to spend many hours cvery week

attending meetings, studying issues, reading reports, attending more meetings,
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talking to citizens, deciding important 1issues, setting policy and attending
even more meetings. And all this, with very little pay, and a major disruption

to his or her normal occupation.

The rccent i{nflux of people back to rural arcas only intensifies the need
for professional officials. We believe certain skills arc now a requirement
for local officials. Such skills include the ability to comprehend the budget
process and to analyze financial statements; the ability to deal with employees
and constitutional officers and to manage the affairs of the courthouse or
municipal building as well as the county or town. In fact, we feel s0 strongly
about this that we would almost be willing to lobby for legislation that
required prospective officials to pass a test or take some kind of training

befora they could assume their office.

Lastly, we want to touch on an intcrnal threat that has really hindered
more localities then we'll ever know about - turf battles! The time has come
when we can no longer afford to fight turf battles with surrounding governing
bodies. The economics of the day make it mandatory that cooperative vantures
between and among governing bodies be explored in order to bring about
economlies of scale, and cost efficient practices. There are any number of
services that can be provided by one governing body for othrr governing bodies
with very little more expense and a net savings to all concerned. Such
sorvices may include utilities, hulk purchasing, cooperative use of a computer
and other technologles, law enforcemert, recreation, vocational education,
health scrvices, assistance for the handicapped and clderly, transportation,

and vthers.

Honadle lists three types of {nterlocal cooperation that may be possible
{Honadle, 1980)., The firut is the ioint operation of a facility., This method
ie, particularly good in ca<es where cupital investments may be prohibitively
high for o single lecality.,  Examples of this type of cooperation may be the
joint uperatioo of a sanitary landfill, « recreational site, a police/umergency

dispatching svstem, or even the use of a computer.

A mutual ald pact or apgreemert is another type of cooperative venture

possible.  Thene pacts mav be inforral or verv detailed; however, they usually
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cover only une particular service. Fire fighting and police protection are two
W’ the most rammon examples of such pacts, Inasmuch as fire and crime are ne
respectors of political boundarice, these services seem to be most compatible

to mutual agreements.

The lant type of {nterlocal cooperation possible is the purchase of
services. This bhas been done for many vears in metropolitan arcas, and s
inctensing {n rurel areas as well, Solid waste pick-up and handlirg may well
be orec area where a locality can purchase the services from another locality,

thus scving the capltal outlay plus operation and maintenance expenses.

Figure 3 lists somc of the benefits and some of the barriers to increased

interlocal coopcration.

What must happen §s for governing bodies to first admit there are
barricers. Then an honest effort must be made to remove the barriers and to

explore simple ventures sshere a cooperative approach will succeed. Once this

has been accomplished, the door will be open for many other ventures.

In order for the ahove to take place, we must be acutely aware of the
fiercelv independent nature of rural citizens {n general which usually causes
them to be comewhat suapicious of federal and state programs, end even a bit
unsure of neighboring governing, hndies. There always scems to he the fear that
someone will try to usurp some of the authority of the locals. TIf this is the
case, officials need to learn to overcome such an attitude or they could well

"drown in their own juices™.

LOCAL GUVERNMENT FUNCTIONS

Education

In some respects, education is probably the biggest issue with which many

rural communities must deal. This is especially the case in those states where
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321



311

Figure 3
BENEFITS AND BARRIERS TO
INCREASED INTERLOCAL COOPERATION

Some Possible Benefits

- Reduced costs resulting from larger scale of production, or discounts

from volume purchasing

- Improved services where problems cross governmental boundaries

- More politically acceptable than consolidation

- May resolve local administrative problems

- Preserves more local control than consolidation

Is temporary and can be ended when necessary

Barriers to Greater Use of Agreements

- Political rivalry or personal conflicts

- Difficulty of allocating costs among participants

- Can lead to double taxation in some cases
- Lack of supervision and control can occur
- Lack of legal authority to enter agrecments

- Administrative problems {nvolving billing arrangements, incompatible

personnel systems

El{l‘c 26-022 O - 83 - 21 322
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the cost of education is a function of local government. In all states
however, the cost of education atill takes on enormous proportions when seen in
light of fiscal distribution., To be sure, those states that include education
in their budgets find that rural budgets may allot as much as 75% or more of
their funds for education. By way of comparison, education usually accounts
for less than 25% of urban budgets in those same states. In Virginia, of 15
rural counties surveyed to determine the percentage of their budget that went
for educational purposes, 1t was found that anywhere from 53.3% to 83.6% was

allocated.

Tweeten and Brinkman (Tweeten, 1976) state that, on the average in 1972,
schoo’s "were supported 50 percent from local taxes, 40 percent from state
sources, and 10 percent from federal sources." These percentages take on
greater significance when we realize that our school budgets for the coming
fiscal year will show a substantial increase in local funding. In one rural
county in Virginia, for instance, the average budget increase for the scheol
for the next fiscal year is only 10% over the current vear. However, the local
share of funding will amount to an increase of 25%, 1In another rural county
he school budget reflects a request for local funds to incrcase forethe first
time in seven years. Both of these sftuations reflect the changing trend of

less federal money for educational purposes.

This 1issue is compounded when we examine the genesis of local funds. In
almost all cases, the majority of local revenue 1is generated from local
property tax. Tweeten and Brinkman (Tweeten, 1976} estimate that such a tax
“provides 84 percent of locally financed school revenues." And hecause state
tax laws usually limit a county's taxing ability, there are few alternatives
for relief. This is indeed unfortunate hecause the taxing mechanism 1is not
equitable in {ts present form in rural areas., lt 1s usually the farmer who is
hit the hardest. 1In fact, it is not unusual to find that less than 25% of the
landowners are paying av least S0X of the property taxes. Research shows that,
locally, many of our farmers are paying three to five times more tax then their
residential neighbors., The inequity may even be greater when we realize that
1) many of our farmers are at the age when their children have already
graduated from school, and 2) that many of the parents of the school are

children who cannot afford to own a home or land and pay no real estate tax at

O
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all. Tweeten (Tweeten, 1976) suggests that "an obvious answer is full State
and Federal funding of schools, drawing especially from {ncome taxes."

Consolidation has been offered as a means of reducing school capital
project needs and administrative costs, Studies indicate that consolidation
has both positive and negative impacts on a community., A positive factor has
toc do with gize economies of the schools or school districts to be consoli-
dated, Fox (Fox, 1980) reports that certain "economies do seem to be asso-
ciated with large-scale education.” The minimum high school cost-size comes
somewhere in the area of !,500 students. This figure decreases substantially
for elementary schools where the ideal number, economy-wise, seems to be about
500 pupils. Fox's study further shows support for "the existence of econrmies
in the provisfon of district-level administrative services.”

Negative impacts of consolidation have to do with transportation, quality
of education, and breakdown of community identity, A study by Holland and

Baritelle on nine school districts in Lincoln County, Washington, concluded

that consolidation would only save 1.3 percent of total costs (Fox, 1980),

This minor savings was due, in part, to the large transportation costs
involved. Their study further noted "that as no value had been placed on
childrens' time (while being transported to and from school), their estimate is
an upper limit.”" An issue stiil being studied has to do with the quality of
education resulting from consclidation. Although the results are inconclusive,
there are proponents for both sides of the question. It appears that many
factors impact on the answer. Such things as the degree and spirit of coopera-
tion among the various geographic areas being thrown together; the support
given the school administration by parents and their respective governing
bodies; the support given the teachers by the school administration and
parents; and the local political situation, Another negative impact related to
congsolidation {s the hreakdown of community identity. Many have argued that
the community school must be preserved because it offers the best form of
education. Others hold that present day society has breached the boundaries of
local community and the citizens are now more cosmopolitan. This may oe true
in some areas; however, these are probably large urban areas and not rural
areas, In meost rural communities there 18 still a very strong community

identity, Sher and Tompkins conducted a study in the mid-1970's which

™
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concluded that for rural areas. the loss of a school's community identity may

result in adverse effects on community life (Fox, 1980).

Other related issuas have to do with educational facilities and school bus
fleet#., Many of the facilities and vehicles are in excellent shape and well
equipped, yet they may be idle for two or three months every year, as well as
in the evenings, at night, and during weekends throughout the year. It appears
that some form of multiple use for these buildings and vehicles may be the
solution to other problems which local governing bodies are trying to solve.
Such problems as trying to provide recreational programs and space, senior
citizens' activities, adult education and skills improvement classes to mention
just a few. The benefit-cost ratio for such multiple uses will outweigh the
added administrative responsibility required.

Health and Welfare Programs

fnasmuch as state and federal regulations dictate the major portion of
these programs, there ia very little local governing bodies can do except to
pay their share, There are, however, several igsues involved with providing
these services that indicate the rural areas are under a greater financial
burden than urban arcas. One such issue has to do with the percentage of
health and welfare recipients found in rural America compared to urban.
According to Census data for 1975 and 1980, the percentage of welfare recip-
iente for rural and urban areas were about the same for 1975, 5.6% for urban
compared to 4.0% for rural areas, The 1980 Census figures, however, show a
decrease in the number of welfare recipients in urban areas of 0.8% while rural
arcas show only a 0,2% decrease. Health recipients, on the other hand, made up
25.3% of the total rural population in 1978 as campared tc urban areas where
such recipients made up 20.0% of the population. A second issue relates to the
percentage of elderly in rural areas as compared to urban., Census data for
1980 shows a total of 8,658,000 elderly (65 and over) in rural areas, or 14.7%
of the total rural po,ulation. In urban areas; however, we see a total of
15,085,000 elderly accounting for 9.0% of their total population. To be sure,
not all elderly require health and welfare assistance; however, many do and
this constitutes a heavier burden than our urban cousins have to bear. A third

{ssue revolves around the fact that the rural standard of living is far below
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the urban level. These issues all work together to provide local rural
governing bodies with less tax revenue and more service demands.

Th* results of the impacts of all the above can be seen by the local per
capita expenditure for health and welfare programs between those localities
within a Standard Metropolitan Statistical Area (SMSA) and those outside such
an area. According to the 1977 Census of Governments based on 1975 population
estimates, rural areas spent $8.08 per capita on health programs and $23.48 per
capita on welfare programs (U.S. Bureau of the Census, 1980). This compares to
urban areas spending of $15,75 per capita and $67.85 per capita on health and
welfare programs respectively, A further comparison showing federal outlays,
on a per capita basis, for fiscal 1978 indicates that same trend (Hendler,
1980). Metropolitan areas received $39 for health services and $6 for social
(or weltfare) services. In comparison, rural areas rveceived $19 and §2

respectively for such services.

In summary, what rural America is facing, with regard to health and
welfare programs, is the responsibility of providing more services, percentage=
wise, with less tax revenue, and with decreasing federal and state agencies.

Uttlities

Concern over the delivery of utility services comes about when we learn
that (U.5. The White House, 1978):

"- 1.5 million rural Americans do not have running water in their homes;

= 7.2 million rural people have dup wells or other water resources which

do not meect safe drinking water standards}

- annther 6,5 millien rural resideats are served by community water

systems which do not meet safe drinking water standards; and

- more than 2.4 million rural Americans do not have adequate sewage

disposal facilities,"
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Added to the above are other issues such as the cost of providing or
updating utility services; the economies of scale related to these services;
alternatives for such services; and services over which local governing bodies

have no control.

The construction of water and sewage treatment facilities is usually far
more than most rural communities can afford. The addition of several miles of
pipelines, pumping stations and auxiliary facilities only adds to the problem.
The result is that such costs cannot be met without extremely high taxes or
assistance from state and/or federal sources, With most rural communities
expending about 75% of their budgets now for education, plus the fact that
utility services are not usually provided for the whole rural county or area
being taxed, local governing bodies cannot undertake a capital project of thie
magnitude tnat will serve only a segment of the population. The picture also
looks darker when we look for assistance from state or federal sources. The
President's economic plan seems to be moving in the direction of less federal
aid through grants. The current budget proposes the decrease ur total elimi~
nation of programs that formerly financed a large part of a community's utility

project.

Those demanding utility services usually point to the concept of economies

of size - the idea that bigger is not only better, but less expensive as well,

Coelen (Coelen, 198l) points out that ‘'what these analysts forget is that
low population density in most rural areas contributes diseconcmies that often
offset economies from large scale production.," The cost, per gallon, of treat-
ing safe drinking water may decrease if production is doubled in order to serve
a greater number of customers., However, if the new customers are located in
widely dispersed areas, the required amount of new pipeline may more than
offset the savings of treating the added amount of water, Hitzhusen and Napler
(Hitzhusen, 1978) reference several studies showing the problems of cconomies

of size in rural areas,

In general, one of the only utilities where economies may be realized is
in the area of solld waste disposal. Fox (Fox, 1981) has pointed out that

economies of size "are limited in the collection process, although per capita
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costs may be somewhat lower in larger, more densely populated communities.” He
further states that greater economies "may be possible in refuse disposal
because initial capital investment can be dispersed over the larger population

served,"

Alternative systems may be the only viable solution open to rural commu=
nitles 1f utility services are going to be provided, It is becoming more of a
necessity for rural leadership to be innovative and willing to experiment with
new technologies if affordable services are to he provided., This spirit of
innovation and experimentation, however, is foreign to many rural communities
that would rather remain conservative, move slowly, and not be the first to try

new ideas.,

Federal agencies, such as EPA, have begun to relax some of their requla-
tions allowing for innovations. In tact, some of these agencies are now
producing guidelincs and other publicatfons telling about some of the new
small-acale technology that may offer a viable alternative for rural commu-
nities. One such publication is EPA's FRD-10, listing 21 alternative waste-
water private systems for small communities and rural areas. Many private
companies are also providing low cost, small gcale systems that claim to bhe

cosgt efficlent in sparsely populated arcas,

Technalogy, in the area of water treatment facilities, i# not yet as
prumising as with sewape treatment. Some small scale treatment packages are
availlable, and more are sure to be developed in the future. Until then, the
most viable solutinn for the provision of water may be the utilization of
cluster wells to serve dispersed populatior settlements, Such wells can be
more easily monitored and maintained. The greatest expense, after the drilling
has been done, is the laying of pipeline. There {s very little operational and

maintenance cost,

Solid waste services can be provided in a variety of ways. Some areas
utilize the duor-to-deor pick up system: others provide small or large "green
box" containers at several locations throughout the community; and onthers
raintain a central sanitarv landfill to ¢hich citizens must bring their trash,

While none af these swstems are ag cxpensive as water and scewer facilities,
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they still make up a sizeable expense, Modern technology is attempting to make
use nf solid waste by recycling most of it or converting it for energy use.
These plants and processes may be cost efficient in large urban areas; however,
they are still not within the price range that make them attractive for rural
areas. Some small citles, that are able to generate about 25 tons or more of
refuse daily, are having success with recycling plants; however, such volume as
that requires a population of about 20,000, One small town in New Hampshire
found that even with their population of only 6,400 they could afford to build
a recyeling plant that could bandle 21 tons of refuse per day and, by con-
verting {t to steam and selling this to a local industry, make the project cost
efficient.

Perhaps the greatest ircentive for a community to find an ecffective
alternative method of handling and disposing of their solid waste has to do
with the increasing problem of finding land suitable, available, and reasonable

for sanitary landfill operations,

The two utility services with which local governing bodies usually have no
direct control are thosc dealing with electrical service and telephonic commu-
nications. Most rural areas are served by large electric companies, or smaller
electric cooperatives that bepan operations in the 1930's speeifically to serve
such rural arcar., FRlectric "coops" have, for the most part, been very success-

ful and effective, and continue to play a large role in rural America.

Tetephone service, on the other hand, {s still antiquated and inefficient
in many rural areas of our nation., For example, there are counties in Virginia
with ak many as four or five different exchanges within a single county., This
means that calls are subject to lorg distance charges even chough the distances
are minimal. Another disadvautage lies fn the fact that more than one tele-
phone company may operate in many counties, again requiring long distance
calling over short distances. A third problem that ruresl areas experience is
the fact that they usually are not served by the newer, and less expensive,

telephonic services available in urban centers.
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Housing

While housing way not be a large budget item, or cven a budget item at
all, it nevertheless represents one of the major issues in rural America. The
magnitude of the issue can be seen by Census data that reveals that while rural
areas contain a third of the nation's population, they alse contain 50% of the
substandard housing, and receive only 202 of housing support funding by federal
agencies. Rural housing deficiencies are two to five times greater than those
of urban housing. Nor is rural housing the bargain that many would make it out
to be. Data shows rural housing, on the average, is smaller than yrban
housing, 1,440 square fect as compared to 1,705 square feet; more costly to
build, $25.10 per square foot as compared to $24.70 per square foot; and more
costly to finance. The average rural single-family homeowner pays 0.9% higher
interest rate, with 3.1 years shorter torm to maturity, and 0,5% higher
downpayment.

A report published by the General Accounting Office (U.S. Ceneral
Accounting 0ffice, 1980) 4in March 1980 listed the following five problems

related to rural housing:

. A lack of mortgage credit., This is due to several factors, Rural
banks have a limited capability unless they are a branch of a
stronger urban-based organization. Rural areas have a scarcity of
savings and loan associations. Finally, there is a low level of

activity in rural areas by mortgage companies.

2. Homeownership is often unaffordable for moderate-income families, In
1379, a new home cost §57,600 with interest rates in the midteens,
With 40% of all rura‘ houscholds having incomes of less than $10,000
per year, there is no way these individuals can own a home unless

some type of subsidy is given,

3. The poor condition of existing units. As noted ecarlier, 50% of the
housing atock fn rural arcas is substandard, With fewer new home s
being buflt each year to replace the needed units, and with rore new
residents coming to rural areas to live, this means the s’tuation is

deteriorating annually.
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4, A shortage of affordable building sites. The fastest rising compo-
nent of the cost of a new home is the cost of the land, even in rural
areas. In rural America, inexpensive and suitable land is virtually

non-existent,

5., The difficulty on the part of federal agencics to serve rural arecas.
Farmers Home Administration is the only agency with offices in nearly
every rural county, and still their staff is bechind with their
workload. Other agencies just do not give much priority to rural

areas insofar as housing is concerned,

Other studies have revealed still more problems in the areas of rural
housing: the delivery of HUD programs and the capacity of rural governing
bodies to handle HUD requirements and paperwork; local capital resources are
2carce; local developers believe the paperwork is not worth the small profit to
be made; local governing bodies are not willing to get involved with government
subsidized housing; a severe lack of housing choice at affordable prices; and a

lack of rental units at any price.

A national survey, conducted by the Department of Housing and Urban
Development, for the years 1970 through 1974 shows that the median value of 2
rural house increased 88%. According to the same study, the median value of an
urban house increased 55% during the same period of time. The median value of
a rural house in 1974 was $24,000 as compared to $28,100 for an urban house.
Using a straight line projection methodology, we can estimate that by 1977 the
median value of a rural house would have been $43,943 as compared to only
$41,358 for the urban house, The result of this trend, and the current
economic situation, may well mean that the most viable housing solution for

many rural families is the purchase of a mobile home.

Mobile home sales have continued to stay stable even with the housing
market being severely hit by high interest rates. In comparing the sale of
mobile homes with site-built homes valued at $40,000 or less, data shows that
mobile homes captured 62% of the market in 1976 and have increased that lead to
827 in 1980 with 58% of all mobile homes being located in rural areas (Manu-
factured Housing Institute, 1981).
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Iransportation

Transportation is one function of local goverrment that few rural locali-
ties geem willing to get involved in although the statistics bear out the great
need that exists.

"Approximately 34% of the U.S. population (c. 85 million) and 52% of the
nation's poor live outside metropolitan areas. Many of these rural residents -
especially the poor, elderly, handicapped, and young - are isolated and
immobile, and face extreme difficulties in gaining access to jobs, health care,
social services, shopping, recreation, and friends. The rural mobility problem
is compounded by the simple fact of long distances and, consequently, high
travel costs” (U.S. The white House, 1979).

Other statistical data that help describe the problems related to trans-
portation in rural areas include the following:

= 132 of rural households do not own an auto and 522 own only one car
whieh is usually used for work;

= 57% of the rural poor and 45% of the rural elderly own no car;

- fewer than one third ot the nation's smallest towns (population less
than 5,000) are served by a public transit system;

- less than 1% of rural persons have access to public transportation
to get to and from work;

- about two thirds of all places with less than 2,500 population have

no taxi service; and

- rural residents must travel further than urban residents for medical

and social services,
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Causal factors for this situation include population dispersal, low family
incomes, a high number of one-car families, and the cost for setting up,

operating and maintaining a public transjc system.

Data reveals the mode of travel in rural America and the trend since 1962
(Saltzman, 1981):

Mode 1962% 1967* 1972%
Pagsenger auto 736 890 1,129
Commercial air carrier 35 80 123
Commercial bus 22 25 25.6
General aviation 3 7 10
Rail 20 15 8.6

#Given in billions of miles

Every study we have read showa the great need for mass transit systems in
rural areas; however, in almost ever; case, population dispersal makes such
systems cost inefficient unlegs the fares are high or local governing bodies
are willing to subsidize the system. Inasmuch as the major ridership potential
is among the elderly, poor, handicapped and young, high fares could not be
afforded, thus defeating the purpose for such a system in the t‘vat place. (n
the past, Federal subsidization has been adequate; howvever, such assistance is
being greatly reduced or eliminated altogether. Business Week, October 26,
1981 issue, stated that due to '"the Administration's proposad elimination of

operating subsidies and other pressures, up to one quarter of the country's 300
metropolitan transit systems might have to cease operation by 1985." This is
the situation in urban areas where the ridership load is far better than it

would be in rural areas, and where the amount of mileage driven is far less.

Among the greatest increase in transportation usage is alr travel. Data
shows an increase of about 250% in commercial air travel between 1962 and 1972,
This increase took place in spite of the fact that regulated carriers dropped
service to 250 communities. The service dropped, however, was picked up by
newly created commuter carriers. A total of 200 such airlines began operations

within the past 15 years.
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Rail service, although declining by 1337 between 1962 and 1972, still
plays a big and growing role for much of rural Amorica. Most bulk materials
still depend heavily on rail (702 of coal and 602 of grain). Even with inter-
city hauling on the increase, more ton-mile traffic in 1977 was done by rail
than by truck or pipeline. Pagsenger rajl service, although a very gmall part
of the total passenger transportation picture, has also shown a slight increase
with the advent of Amtrak in the early 1970's.,

One aspect of rural sransportation that is becoming more of a problem is
the construction and unaintenance of highways and bridges. The same Husiness
VWeek isaue stated: "more than 8,000 miles of the interastate system's 42,500
miles, and 13% of its br dges are now beyond their desired life and must be
rebuilt." They further emtimate "Just to maintain current service levels on
the rcads and highways outside urban areas that are not a part of the inter-
state system will require more funds for rehabilitation and reconstruction
during the 1980's - over $500 billion - than all levels of government spent on
all public works investments during the 1970's."

Recreation

Perhaps the most interesting commentary has to do with studies that show
the importance of recreation and recreational facilities among rural residents
and urban residents wanting to relocate to rural areas. At the same time, a
quick glance at most rural budgets will ghow that very little is being put in
these budgets for recreational purposes. Puguitt and Zuickes (Baldassare,
1981) conducted a study in 1975 that revealed the place recreation held for so
many wantiag to move to the country. It appears that although the people give
high priority to recreational needs, governing bodies do not. According to the
1977 Census of Governments (page 299), urban areas are spending about three
times more than rural areas on recreation. To be sure, recreation {s one of
the merit goods and, as such, will find i{tself being among the first to be cut
when funding becomes gcarce. 1In many communities recreational services are
being kept alive mainly through the charge of user fees. This practice ie
apparently more prevalent in yrban areas. The 1977 Census of Governments (page
298) again shows that urban revenues from parks and recreation are about four

times higher than rural revenues,

O %26-022 0 - 83 - 22

RIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

324

Law Enforcement

In many rural communities the law enforcement organization may consist of
a Sherifi's Department and a Police Department. The first is responsible to
the courts to serve warrants and to operate a detention facility. The sheriff
is an elected official, The Police Department has the responsibility of
keeping the peace and enforcing the laws of the locality. The chief of police
is hired by the local governing body or the manager. Within rural counties are
also State Police troopers who have usually been assigned to serve in a one-
county area. Their purpose is to patrol the highways and roads, and to assist

the local law enforcement officials when requested.

Until recently, the rural crime rate has been one of the major reasons
listed by many for moving from urban to rural locations. Unfortunately, with
the rapid increase in population, there has also been an 1increase in crime
rate. In Virginia, according to 5tate Police data, the number of crimes
committed, per capita, in rural areas for 1975, was l:41. This number
increased to 1:38 by 1981. 1In our urban centers the numbers for the same two

years were 1:18 and 1:17 reapectively.

FPire and Rescue Services

The local volunteer rescue squad aﬁd volunteer fire department represent
one of the most remarkable services available to rural citizens. These men and
women give of their own time to train and serve as well as to éxpose themselves
to all types of dangers. For the most part, these organizations receive only a
small portion of their financial needs from the local governing bodies; there-
fore, they must conduct their own fund raising campaigns. Some counties may
provide the necessary vehicles and equipment, but others do not. Most counties
do not realize the amount of local funding that is gsaved through these volun-
teer gervices. A study conducted by one rural county in Virginia shows that
volunteer firemen contribute almost $5,000 per member per year ir. services.

For this county, that is a total savings of about $700,000 annually.
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FUTURE TRENDS

The bottom line, of course, is simple. Agricultural communities' capacity

to govern will directly relate to their ability to deal with the threats we

discussed earlier.

We believe the future will show that rural America successfully survived

the 80's because it did, in fact, deal with the threats, And how will it be

done?
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We believe future trends for rural citizens will iaclude such things as:

A willingness to change and to allow change. This is a major step,
but we believe it will occur. This new attitude will manifest itself
in much innovation. 1Idess will come forth and be adopted that will

revolutionize rural government.

Along these same lines, we believe we will witness a great deal of
cooperative  ventures between and among localities. Multi-
jurisdictional projects and programs will be more common place.

Volunteerism will become a major influence in rural communities.

Lastly, and most dramatically, we believe the innovation and coopera~=
tion will eventually lead to the consolidation of many jurisdictions.
Once the door is open and new ideas result in greater savings, more
localities will see the wisdom in consolidation as a means of elimi-
nating duplication and easing citizens' tax burdens. Although an
unpopular and emotional issue 1in many areas, and not always the most
vost effective action, consolidation is still a viable course and

many localities are even now investigating the possibility.
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THE RURAL NDEVELOPMENT POLICY OF
THE CARTER ADMINISTRATION
Lynn M, Daft *

INTRODUCTION

My assignment, as ! understand it, is to provide an historical context for
consideration of rural development policy at the national level, Primary attention will
be given to examining the rural development policy of the Carter Administration,
announced in late 1979, The conditions giving rise to that policy, its components, and
impliciations for future rural development policy are examined. This will serve as a
basis of comparison against which more recent rural policies, to be discussed by other
speakers, can be judged.

THE POLITICAL ECONOMY OF AGRICULTURAL COMMUNITIES

Before turning to this assignment, however, I would like to exercise the perogative of
an invited speaker and offer a general observation on the central topic of this conference
-- agricultural communities, Communities are generally defined in terms of common
geographic boundaries and a common set of social interactions that occur within this
space. Against this standard, the visual images that come to mind when one thinks of
agricultural communities are the small towns and villages that exist in rural parts of the
United States. But are these really agricultural communities?

There are two principal reasons for answering: "not necessarily." First, in contrast
to earlier times, most small towns and communities in the !1.5. are now primarily
dependent on non-agricultural economic activities. Though some of this activity is in
support of agriculture, directly or indirectly, much of it is not. Thus, for many rural
economies, agricultural employment and income accounts for a relatively modest share
of the total,

* Vice President, Abel, Naft & Earley
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A second and related point stems from the dramatic transformation of the
structure of the agricultural system. This has béen an evolutionary change, occurring
ovar the past several decades. This transformation has now reached the point that,
viewed from the standpoint of political economy, agricultural communities and
communities in agricultural areas are now two quite different things. The community of
interest that we call agriculture has lost much of its geographic dimension, largely
because agriculture is no longer synonymous with farming. Not only has farming become
a smaller and smaller share of the overall system -- whether measured in terms of value
added or employment -- but the growth elements in the system are not geographically
tied to farmland in the same way they once were {see Table 1). Thus, the worker on the
John Deere

Table |

The Food and Fiber System, 1980

Gross national

product
1/ originating by
Employment— activity
- - millions - - - - 3 billions - -
Farm production 3.3 66.8
Nonfarm activities 20.4 466.0
Food processing 1.7 66.9

Resources and

services 2.5 95.6
Manufacturing 5.1 98.6
Teansportation,

trade, and retailing 7.7 165.5
Eating establishrnents 3.4 39.4
Total food and fiber system 23.7 532.8-2-/
Total domestic economy lOu.7-3-/ 2,626.1
percent percent
Food and fiher system as a
percent of the [},.S. economy 22.6 20.3

1/ Figures for 1980,

2/ Results in a gross business muitiplier of $2.30 per dollar of consumer
purchases and exports.

3/ Represents the available work force.

Source: liSDA, ERS, Agricultural Outlook, January/February 1982,
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assembly line in Moline or the bulk grain handler at the Port of New Orleans often has a
more direct and more vital stake in the economic health of agriculture than do many of
the farmers' nearby village neighbors,

The important point to be made here is not so much that farming has become
relatively less important (which it has) or that the food and agriculture sector has
become less important (which it probably has not), but that the scope and configuration
of this sector -- its dimensions as a community of interest -- have been dramatically
altered. The political and economic relationships that exist within this community have
been fundamentally altered by this transformation . . . to the point that some would even
question whether an agricultural community of interest still remains.

Dave Hickey, writing for the Texas Observer once observed that "Home in the 20th
Century, is less where the heart is than where you understand the sons-of—bitches."y
For most members of the agricultural community, this understanding has little to do with

contemporary settlement patterns.

NATIONAL RURAL DEVELOPMENT POLICY IN HISTORICAL CONTEXT

National policy toward the development of rural parts of the 11.S. has gone through
many phases. In the earliest days of this nation, when agriculture was the dominant
economic force and most of the popuilation was found in small settlements, national
policy and rural development policy were practically one and the same. In that era,
there was heavy emphasis on settling the land and building the infrastructure of a young
nation. One could also go back to the early part of this century and the Country Life
Commission and the programs of Roosevelt's New Meal, Although industrialization was
well underway, there remained a considerable emphasis on the growth and development of
rural people and their communities,

— . o o oy e s o

1/ Joel Garreau, The Nine Nations of North America, Houghton Mifflin Co., Boston:
1981,
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However, rural development as it is known today is most directly traceable to
federal activities that began in the 1950's. In the 1950's, the transition of American
farms to larger, more specialized and more capital intensive units was in full stride. The
outmigration from agriculture was of such magnitude as to have noticeable effect on
the economlc and population base of many rural communities in farm areas. As a result,
a set of issues generally defined as 'rural development" were formed around the
problems associated with high rates of outmigration from these rural areas. It was not a
large scale effort. It consisted mainly of redirecting some agricuitural research and
extension resources toward the issue.

Then, in the 1960's, national public policy attention turned toward issues of poverty
and civil rights. This resulted in a significant recasting of rural development programs
and purposes, Attention shifted from the Midwest and the Plains to the South,
Appalachia, and other pockets of economic stagnation. Programmatically, attention
shifted toward the economic necessities of food, shelter, and a minimum income.

Although poverty remained on the national agenda in the 1970', rural development
attention refocused on the areas suffering from outmigration and the absence of
employment opportunities, The economic and industrial development of regions
sutfering from outmigration gained primary policy attention. Reform of the welfare
system was considered, but shelved. With the sharp increase in farm prices and incomes
in the mid-1970's and the resulting slowdown in outmigration from farms, there was
somewhat less pressure and justification for promoting economic development in primary
agriculture areas. DNevelopment efforts also became somewhat more dispersed during
this period as program agencies broadened the scope of their attention.
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RURAL DEVELOPMENT IN THE 1980'S

The Rural Policy Environment

In many respects, the context within which the Carter rural development policy
was developed contrasted sharply with that prevailing in earlier times. It contrasted in
the sense that a very wide diversity of circumstance prevailed in different parts of rural
America. There was ro one central theme or common set of circumstances around which
to fashion a policy. For exarnple, migration patterns had altered dramatically during the
1970's with many rural areas experiencing a turnaround in migration trends. In fact,
overall, rural areas experienced more rapid population growth due to immigration than
did urban areas during this period. And, as a result of such phenomena as the all-out
effort to develop new energy sources in the West, the growing attractiveness of the
Sunbelt, and the springing-up of retirement communities, excessive population growth
became a problem common to a number of rural areas. Nevertheless, there remained
some important exceptions to this trend. Some areas continued to experience high rates
of outmigration and, as a result, all the economic and social problems that accompany a
dwindling population base. About 500 counties, most of them in the Upper Plains and the
Midwest, remained in this category.

Though agriculture remained a dominant economic influence in many rural areas,
non-farm economic activity became dominant in many others, as has already been noted.
Thus, many rural economies were no longer tied to the traditional forms of naturai
resource based employment. This was particularly evident for those rural areas with
large pools of relatively well trained labor with convenient access to large metropolitan
markets, and a pleasant living environment, Those regions not sharing these
characteristics remained in the backwater.

Not only had there evolved a split between those areas that remained highly
agricultural and those that had shifted toward non-farm economic activity, but there
also had evolved a significant division within the farming sector itself. DNue to a
combination of circumstances, American agriculture has gradually assumed a dualistic
structure. On the one hand, there exists a relatively small number of large, commercial
farms representing only about 12 percent of the total number of farms but producing
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over two-thirds of total output, At the other extreme is a very large number of very
small farming units. Farms with sales of less than $10,000 in 1981 accounted for nearly
haif (48 percent) of all farms but accounted for less than 4 percent of total sales, As a
group, the farms in this small sales category were operated on a part-time basis by
families that experienced a negative net income from farming, In other words, income
from off-farm sources were used to subsidize the farm operations. On average, the
subsidy amounted to about $1,000 per unit or about 5 to 6 percent of off-farm income.
Needless to say, although all are classified as farm operators, these two groups have
little in common including their viewpoints on the role of government in agriculture,

A similarly diverse picture emerged when rural areas were examined from the
standpoint of income and economic growth. The severe econnmic stagnation and
widespread poverty of the 1960's that was documented by the Rural Poverty
Commission's report, The People Left Behind, had been replaced by a much more robust

rural economy. Many of those rural areas experiencing population growth during the
1970's had also enjoyed a high rate of growth in employment and income. In the midst of
this economic growth, however, there remained significant pockets of rural poverty., The
incidence of poverty in rural areas, though declining, remained higher than in urban
areas. Nearly two-thirds of the rural poor lived in the South where over 20 percent of
e rural population lived on incomes below the poverty level in 1975,

Finally, there existed a wide divergence in the capacity to govern local rural areas.
In earlier times, the near total absence of governmental capacity at this level had often
been used as justification for {ederal involvement, While this case could still be made
for many rural areas, it could not be made uniformly, Both state and local governments
had taken steps toward huilding their capacity to govern more efficiently and more
effectively. This was augmented by the establishment of community Lased organizations
in many rural areas.

This was the general environment within which the Carter Administration
approached the task of designng a rural development policy. [t pictured rural America
not as a homogencus section of the nation that could be easily isolated and treated with
its own unique set of public policies, but as an extremely heterogeneous network of
areas, some of which were highly integrated into the economic and social fabric of
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adjoining urban centers and some of which remained largely isolated from such influence,
This recognition, above all others, set the tone and direction for this policy.

Two additional factors helped round out the setting within which this policy was
formulated. First was the existence of a vast array of federal programs designed to
treat most of the problems that were known to exist in rural areas. This is not 1o say
that these programs were functioning well (or, in some cases, at all) in rural settings, or
that they were adequately staffed and funded, or, that the programs were well
conceived, In fact, there was ample evidence that many of the program efforts that
could be of greatest value to rural people were largely designed and operated for an
urban clientele. Thus, the problem was not seen as a lack of programs or legislative
authority so much as the need for review and redirection of those already on the books.

Finally, there was the ever present constraint of budget. The slowing rate of
national economic growth was forcing a reconsideration of ali elements of fiscal policy.
The discipline of fiscal austeritv all but eliminated the opportunity for new expenditures,
unless of rourse they could be made possible by a reducton elsewhere in the budget.

These three factors then -- a wide diversity of circumstance, the existence of

relevant program authority, and the lack of additional funds -- determined the central
thrust of this policy,
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The Carter Administration Rural Development Policy

The rural development policy developed bv the Carter Administration had two

central aims:

o (A) to develop a general framework of goals and principles that could be
used in guiding specific program actions; and

o (R) to actively work within the confines of existing programs and
institutions, with the advice and counsel of all affected interests, to take
actions on a continuing basis consistent with these goals and principles.

Though simple in concept, this approach offersd a unique and potentially fruitful
means of redirecting domestic programs. Redirection of public policy is generally
accomplished through a major change in funding, adoption of new legisiative authority,
or reorganization. As a result, the primary emphasis 1s too often placed on program
means rather than results. Furthermore, the effort is generally undertaken on a scale of
sufficient size as to cause many of the details to be controlled by the big picture
decisions rather than at a |evel where the tradeoffs can be more intelligently judged. In
contrast, the approach followed by this policy was to concentrate on objectives and the

detailed actions required for the realization of these objectives.

Components of the Policy. There were two principal components of the policy: (1)

a statement of policy objectives and principles; (2) an action agenda. The first was as
extreme in its breadth and generality as the latter was in its specificity. The policy
objectives focused on satisfying:

o Rasic human needs;

o The need for employment opportunities and a favorable eronomic climate

for economic development;

o Those special needs associated with distance and scale in rural areas; and
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o Natural resource and environmental problems.

Supplementing these objectives were six administrative principles, They directed
the administrators of Federal programs to:

1. Recognize local priorities and facilitate local decisionmaking;

2, Direct expenditures in support of state and local development plans and
priorities;

3. Use Federal assistance to leverage private sector investments;

4, Attach high priority to the targeting of assistance to disadvantaged
persons and distressed communities;

5, Gererally increase the accessibility and relevance of Federal programs to
rural people; and

6. Make specia! sfforts to provide local citizens and leaders with the help
required for effective community decisionmaking and development
efforts,

As will be noted, these principles give heavy weight to the way in which people at
the local level define their problems and propose to solve them. Sometimes they act
through units of local! government, though the principles were designed in recognition
that some community-based action occurred outside government. The principles also
suggest that federal monies should be linked to the allocation of private funds, whenever
possible. Thus, market forces were to help point the way toward public investments,
Finally, the principles highlighted the need to attach priority to dealing with the
problems of "the people ieft behind."

As a means of translating these goals and principles into tangible results, the
Carter policy provided for an action agenda. This agenda was to vontain specific
programmatic actions that the Administration had agreed to pursue,on the basis of
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extensive consultation with the many affected interests, The agenda was to be in a state
of near continuous change, with some items being dropped as they were accomplished or
abandoned and others being added as they were identified. At the time the policy was
announced in late 1979, a list of about 200 agenda items was identified. The following
examples are illustrative:

o Further expand the delegation of Farmers Home Administration mortgage
processing by locai savings and loan associations to additional states.

o Target HEW and FMHA loan funds for medical facilities on 125 identified
rural commugities by the end of 1980,

o FMHA to agree to give priority to applications for loan and/or grant
assistance from communities identified by EPA as failing to meet safe
water standards.

o The adoption of EPA's cost-effectiveness criteria for wastewater systems
by HUDN and FMHA.

o Implementation of a TVA demonstration project in three counties in
Tennessee to develop unconventional gas resources.

To oversee the maintenance and implementation of this agenda, the President
established an interagency coordinating group (co-chaired by the White House and the
Department of Agriculture), directed that an advisory council be formed, invited the
Governors to establish companion organizations at the state level, and directed the
Secretary of Agriculture to report annually to him on progress made in achieving the
purposes of the policy.

Summary and Evaluation. The enormous diversity of circumstance and need that

characterizes rural America in the 1980's calls for a much different national policy than
we have witnessed in the past, Past policies have too frequently fastened-on to the jssue
of the day, whether it was economic development or poverty or capacity building. While
Federal activities addressing these and other topics has served a useful purpose, they
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have also resulted in partial and oversimplified policies. Any national policy that
attempts to force all of rural America into one mold is doomed from the start. For a
political system that is accustomed to designing policy around siinplified views of the
political economy, this poses a special challenge.

Past policies toward rural America have also suffered from severe institutional
constraints. Historically, rural development activities at the Federal leve! have been the
province of the Mepartment of Agriculture. Yet, many of the Federal functions having
greatest relevancCe to rural needs reside in other agencies and departments. Although
the Nepartment of Agriculture has sought over the past twenty years or so to broaden its
program responsibilities in the developmental field, its efforts have met with only mixed
success. Aside from the housing, community facility, and economic development loans
of the Farmers Hoi » Administration, 1/SDA's involvement is decidedly agricultural,
Although rural needs are not ignored by other agencies and departments, neither is their
uniqueness giver: much special attention. And, to the extent the rural situation deviates
substantially from the national, urban-dominated norm, this lack of attention represents

a significant impediment to effective program administration in rural areas.

Within this policy environment, the rural policy of 1979 offered a unique approach
to redefining the role of the Federal government in the field of rural development. It
began from the premise that the existing set of relevant program authorities came into
being in response to percelved problems and a consesus among publicly elected
representatives on how to deal with them. Rather than striking the ':*oks clean by
eliminating programs or disbanding agencies or transferring responsibilities to another
level of government, this policy proposed to achieve program reform through negotiation
over an extended period of time between the relevant interests and government.
Although limited to this relatively narrow issue, the approach would seem to offer
applicability to a wider range of governmental activities.

How well did the policy perform? Tlinfortunately, this question is probably
unanswerable. Ry its nature, pursuit of this policy required the continuing attention of
several dozen individuals throughout the Federal government, in addition to a far larger
number outside the government. [t was also highly dependent on the personalities and

energies of a few key individuals involved in its original design. With the change in
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Administation in January 1981, most of these individuals left government. As a result,
key aspects of the process were abandoned at that time. Thus, the record is insufficient
to support any definitive judgment as to the policy's performance.

On the surface, it would appear tc have gotten off to a good start. It was wetl
recelved by non-governmental interests and was receiving a fairly high degree of
cooperation by Federal agencies at the time of its discontinuance. Furthermore, a
significant share of those items on the initial action agenda had been partially or
completely accomplished by early 1981. On the negative side, it must be said that the
initial agenda had too much the appearance of a "wish list." The process by which items
were considered for inclusion on the action agenda had not become sufficiently rigorous
to support decisions on some of the difficuit decisions that would have been encountered.
Neither was the process sufficiently well established to have credibility within some of
the most important decisionmaking councils, In particular, it was not taken seriously
within the budget-making process, a condition important to its eventual success, Stiil,
these are shortcomings of the type that can be expected int he early stages of an effort
as coinplex as this, Overall, | believe it fair to say that this approach to the realization
of a more rationale, more effective national policy toward rural areas demonstrated
uncommeonly high promise. Perhaps one day it will be given another opportunity to prove
its worth.
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Executive Summary

After a century of dechine, many areas of rural America
have expeitenced remarkable revitalization in the last
decade The population of rural and small town America
grew more than 50 percent faster than that of urban
America 1n the 1970’5, and meore than 80 mullion people
tincluding more than 20 million within sanstical areas of-
ficiatly designated *‘metropolitan’) now call rural Amenca
home Rural employment growth outpaced urban job pro-
gress by one-third 1n the last decade. The rural economy
vontinued tu diversify far beyond its traditional base 1n
agriculture, with mdjor expansions 1n manufacturing, sere
vices. and trades Sigmficant advances 1n health, housing.
education, and other living standards also came to much of
rural America over the past 10 years. At the same time.
rural local governments and communties benefited from
greater intergovernmental assistance, achive voluntary 1n-
voltement 1n community improvement. many technical and
professional 1nnovations, the nse of multyurisdictional
authorities. and mare effective rural organizatiois

But the decade's progress does nct tell the whole story of
rural America All 1s not well and, in accordance with the
Rural Development Policy Act of 1980, a strategy has
been devised to deal mare effectively with rural America's
problems and potentials

To define rural needs and to fashion the most practical
responses to them. thin Administration has consulted those
wha are best qualified 1o comment on such topics rural
Amencans In a very extensive consultation process, the
Depaniment of Agriculture solicited the views and recom-
mendations of hundreds uf individuals and organizations
representing mullions of rural citizens. The Secretary of
Agriculture appointed & 28-member Nanonal Advisary
Council on Rural Development to help shape a new rural
strategy.

Rural Americans have made 1t clear that, despite the en-
COUTaging statistics, progress has not visited every rural
region and growth has generated new problems Many
rural areas continue to suffer poverty, isolation, and decay
of faciliies On the average. rural America sull lags
behim! urban America 1n measurable indicators of income,
education, and housing conditions, though some argue that
lower coste of living may offset part of the rural
disadvantage

Where growth has been rapid. there are often new
problems of overhurdened facilimies and services, and the
danger of losing a disunctive and highly valued rural way
of lite hay also ariven
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The historical economie distinctions hetween rural and ur-
ban America. to some estent, already have been blurred
by rural economic diversification and population growth,
Except for agriculture and *'extractive” industries such as
mining. 1n which rural America predominates, rural and
urban economies are strikingly similar

A poliey confined to purely **rural’' measures. then.
world fail to address the true nature of many of rural
America’s modern needs Fuor that reason not all the
imtiatives outhned 1n this strategy are focused on rural
America exclusively. Many have a wider national applica-
tion and are intended to benefit urban and rural areas
alike. Too often in the past, however, the characteristics
which help define *"rural’" America--sparsely and distantly
seftled population centers, small-scale institutions, limited
revenue bases, and widely dispersed channels of com-
munication—have hampered the apphicauon of largely
urban-oriemed national policies 1n the rural setng

In addition to proposing specific respanses to spevific rural
concerns, thiy strategd 1s designed to see that rural
Americans are fully considered in the many programs in
which they have a very significant interest.

The most often cited concerns of rural Americans—those
with which the strategy deals in detail—are these:

® Improved rural faciliies and services

* More effective application of national policies 1n pro-
grams serving rural America

* Bener housing
* More private secior jobs and higher income

The governing philosophy for addressing these concerns 1§
one both strongly suggested by rural Americans and
consistently espoused by this Administration ft iy a
philosophy which attaches a high value to loval leader-
ship—as einbodied 1n the New Federalism imtiative—and
joun public and private efforts to deal with communmity
problems The four basie principles of this governing
philosophy are to restore political authority and flexibility
at the levels of government most accountable to the peo-
plei to streamline the Federal establishment to make 1t
mare respansive to local and state prionties, rather than
the other way around, to explt the ability of private
enterprise av well as gevernment programs to benefit the
public. and o build more effective partnerships between



public and private efforts toward both rural and national
progress.

Substantial progress 1n the rural condition has already been
maue through the efforts of rural Americans themselves
and through the achievements of this Admimistration during
the past 2 years. These achievements, which form a foun-
dation for greater rural progress, include substantially
lowered inflation and interest rates, major tax relief and
Federal spending restraint, regulatory reform, new job
training programs, a strong emphasis on international
trade. and the consolidation of certain categotical aid pro-
grams into block grants offering greater flexibility to local
governments

Building on this foundauion. the Administration proposes
the following additional steps.

Improvements in Facilities and Services

New Federalism in Rural America

As part of the Admunistration’s New Federalism initiative,
certain community development programs will be incor-
porated 1nto a Federal-State Block Grant program_ Rural
arcas will be guaranteed the funds from programs now
specified by law to serve small cities and rural
communities.

Assistance to Rural Governments

Rural Regulatory Relief

While the transition 1s made fiom categorical aid to block
grants for rural development, the President’s Task Force
on Regulutory Relief will address specific ways in which
reporting and regulatofy requirements of rural development
assistance programs may be significantly reduced through
administrative means.

Technical Rural Assistance Information Network
(TRAIN)

Under the joint sponsorship of local, State, regional. and
national authorities—including educational, commerical.
philanthropic. and advocacy orgamzations as well as
governments—the creation of State-level Technical Rural
Assistance Information Networks will be supported  Stute
TRAINS would link techmcal assistance services with jocal
rural development leaders.

Rura! Resources Guide

To help facilitate equitable rural access to public and
private developmem assistance. & Rural Resources Guide
will be published by the U S Depaniment of Agriculture
and furmished to rural leaders The guide will catalog the
nature and scope of both private and public rural assistance
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activities. and identify effective means of access to theni.

Rural Data Coliection

To help 1nsure that stanstical gaps do not 1impede rural
America’s access 10 Federal resources, the U S, Bureau of
the Census, Bureau of Labor Statistics. and Bureau of
Economic Analysis will improve the quality and specificity
of information coilected and reported on rural areas. This
data collection should include information on rural hous-
ing, health. education. transportation. demographics.
physical facilities. employment profiles, and other
categories.

Rural Housing

Rural Housing Block Granmt

To increase the availability of adequate hosing in rural
America, a rural housing block grant program will be
established by the Federal government and administered by
the States. State governments will thus lead 1n creating
safe and sanitary housing for low income rural people.

Private Sector Job Creation

Rura! Enterprise Zones

The Administration has already proposed legislation to
create 75 enterprise zones over a three year penod
throughout the country to encourage job producers to
locate in economically disadvantaged areas. The Ad-
mimstration further proposes the following:

¢ One third of the total number of these enterprise zones
be designated 1n rural areas: and

¢ Local and Swae officials nitsate the application for
Federal zone designation,

Trade Expansion and Reform

Having restored more normal agricultural trade relations
with the Soviet Union, having challenged the unfair trade
practices of the European Community and Japan, having
signed the Expont Trading Company Act tnto law. and
having implemented the blended credit programs for
agricultural exports, the Administration has made signifi-
cant progress in increasing rural America’s trading oppor-
tunities  The Adnumistration further pledges to

¢ Encoutage the formation of export trading companies to
increase the export of agricultural and other rural pro-
ducts, and

More systematically disseminate Government-aponsared
foreign market research and other trade assistaoce to
public and private rural trade interests

Q
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Rural Credit ¢ Examine the current delivery systems of Federal hous-
To help insure that rural areas have the full range of finan. ing guarantee programs in rural areas to determine the
cial and financially related services necessary 10 meet com- feasibility of using U.S. Department of Agriculture,

munity development needs, the Administration will; Farmers Home Administration field offices, to improve

both access and delivery; and

s Implement provisions of the Gamn-$t Germain
Institations Act of 1982 10 encourage finan- ¢ Instruct Farmers Home Administration's field offices to

cial institutions 10 provide a full range of such services provide support and technical assistance to rursl com-
- im rursl arees; munities seeking to undertake community facility
projects.
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APPENDIX B: AGENDA

AGRICULTURAL COMMUNITIES: THE INTERRELATIONSHIP OF AGRICULTURE,
BUSINESS, INDUSTRY, AND GOVERNMENT IN THE RURAL ECONOMY

A SYMPOSIUM
The Mumford Room

Madison Building
Library of Congress

THURSDAY, MAY 19

8:30-5:00 Mumford Room. Greeti-gs from Gilbert Gude, Director,
Congressional Research Service, Overview of symposium,
outline of procedurew,

9:00-9:45 The Future of Agricultural Communitics

Dr, Edward J, Blakely

Department of City and Regional Planning
Univeraity of California at Berkeley
Director, Rural Development Policy Project

10:00~12:00 Panel A: The Rural Setting Director's Conference Rooa

Dennis Little, Modarator
Charlotte Breckenridge, Rapporteur
Jeff Zinn, Rapporteur

Panel B: Credit Mumford Room

Jean Wells, Moderator
Jim Bickley, Rapporteur
Remy Juremas, Rapporteur

2:00-4:00 Fanel C; Agricultural Sector Mumford Room

Barty Carr, Modecator
Remy Juremas, Rapporteur
Nancy Millar, Rapporteur

Panel D: Local Governance Dining Room 4
Sandra S, Osbourn, Moderator

Stacy Rean, Rapporteur
Eugene Boyd, Rapporteur

FRIDAYl MAY 20
9:00-10:30 Farm Structure and Rural Development Muwfard Room

Frederick H, Burtel
Depsrtment of Rural Sociology
Cornell University

10:00-12:00 Panel Reports and General Discussion Mumford Room
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Panel A: The Rursl Setting

Dennis Little, Moderator
1, The Changing Nature of Agricultural Communities

Daryl J. Hobbs
Profesaor of Rural Sociology
University of Misaouri-Columbis

2, Agricultural Communitiea: Economic snd Social Setting

Calvin L, Beale

Head, Population Studiea Section

Bconomic Development Division/Economic Research Service
U.S. Department of Agriculture

3, Netural Resoutcea and Agricultural Communitiers

Kenneth Farrall
Director, Food and Agricultural Poli~.y Program
Resources for the Future

4, Rural Data Needa for Ilmproved Policy Design and laplementation

Glenn Nelaon
Senior Staff Economist for Food and Agricultural Policy
Council of Economic Adviaera

Panel 8, Credit
Jean Wells, Moderator
1, Cradit and Credit Institutions in Agricultural Communitiea

James J. Mikeaell

Rural Business and Credit Section

Economic Development Division/Economic Resesrch Service
U.S, Department of Agriculture

2, Trends Affecting Private Credit Inatitutions

Emsnuel Melichar

Senior Economist

Division of Resesarch and Statistics
Federal Reserve Board

3. Credit as a Public Policy Tool

Dennis Dickstein

Budget Examiner

Agricultural Branch

U,S, Office of Managemant and Budzet
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Diminished Federal Credit Activity: Impacts on Agricultural Communities

James Swiderski
Business Development Representative
Rural Ventures, Incorporated

The Agricultural Sector

Agriculture as a Factor in Rural Areas
J. Dean Jansma
Professor of Agricultural Economics
Penn State University

Change in Agriculture: lamplications for Agricultural Communities

Luther Tweeten

Regents Professor
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Oklahoma State University

The Family Farm and Agricultural Communities

Catherine Lerzs
Associate Director
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Rural Communities and Agriculture: A Constructive or Destructive
Relationship?

Bruce Hawley
Assistant Director, Washington Office
American Ferm Bureau Federation

Local Governance
Agricultural Communities: Capacity to Govern

Robert J. Paciocco

Former County Administrator,
Prince Edward County, Virginia

CACL, lInc.

Agricultural Communities: Fiscal Capacity

J. Norman Reid

Head, State and Local Section

Economic Development Division/Econozic Research Service
U.S. Department of Agriculture
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Rural Development Prngram to Small Town and Rural Development Policy:
1955-1983
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