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Indiana Land Values Rise

he 2000 Purdue Land

Values Survey indicates

that the value of an acre of
average bare Indiana cropland was
$2,173 per acre in June 2000. This
was $81 more than the value
reported in June 1999, a 3.9 percent
increase. This increase more than
off-sets the 2.9 percent decline that
was reported in 1999. Cash rents
increased from 1999 to 2000 on aver-
age land by a little less than 2 per-
cent to $112 per acre. This is the
same per acre value reported in
1998.

Statewide Land Values

For the six months ending in June
2000, the value of bare tillable land
was reported to have increased 0.9
percent on top land, 0.6 percent on
average land, and 0.6 percent on
poor land (Table 1). While only a
small upward change, these numbers
indicate that the declines reported
last year have not continued.

While statewide land values
moved higher for this six-month
period, local conditions always exert
important influences. Thirty-two
percent of the survey respondents

* In 1999, 37 percent of the respondents
reported that some or all classes of land
declined in value from December 1998 to
June 1999.

** Transitional land is land that is mov-
ing out of agriculture.

Craig L. Dobbins, Professor and
Kim Cook, Research Associate

indicated that all classes of land
were the same or higher during the
December 1999 to June 2000 period.
This was an increase from 24 percent
of the respondents in last year’s
report. Thirteen percent of the
respondents indicated that some or
all classes of land fell in value during
the same six-month period.*
Forty-four percent indicated that
land values remained unchanged
during the six-month period.

The statewide 12-month increase
in average value
from June 1999 to
June 2000 was 3.9

percent (Table 1).
Top-quality land

(157 bushel corn yield rating) was
estimated to have increased by $72
per acre to $2,715 (Table 1). Average
land (127 bushel corn yield rating)
was valued at $2,173, an increase of
$81, while poor land (98 bushel corn
yield rating) was estimated to be
worth $1,630 per acre, an increase of
$84.

The land value per bushel of corn
yield rating also increased this year.
For top-quality land, the value per
bushel of yield was $17.28, up by 1.2
percent. Average quality land value
was $17.04 per bushel, while the
poor quality value was $16.70 per
bushel (Table 1). The percentage
increases were 2.8 percent on aver-
age land and 4.9 percent on poor
land. These per-bushel figures are
$0.20 higher than last year on top

land, $0.47 higher on average land,
and $0.78 higher on poor land.

The value of transition land**
also exhibited increases. The average
value of transitional land in June
2000 was $6,532, an increase of 8.5
percent from June 1999. For the
six-month period from December
1999 to June 2000, transitional land
increased by $138 per acre, 2.2 per-
cent (Table 1). However, due to the
wide variation in estimates (from
$1,000 to $30,000 in June, 2000), the
median value may give a more
meaningful picture than the arith-
metic average. The median value of
transitional land in June, 2000 was
$5,000 per acre, the same value
reported in June, 1999.

Statewide Rents
Cash rents increased statewide from
1999 to 2000 by $2 per acre on all
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Table 1. Average Estimated Indiana Land Value Per Acre (Tillable, Bare Land) and Per Bushel of Corn Yield, Percentage Change by
Geographic Area and Land Class, Selected Time Periods, Purdue Land Values Survey, June 2000"

Projected
Land Value Land Value/Bu Land Value
Dollars Per Acre % Change % Change % Change
June Dec June $ Amount $ Amount Dec.
Land Corn 1999 1999 2000 6/99-6/00 12/99-6/00 1999 2000 6/99-6/00 2000 6/00-12/00
Area Class bu/A $/IA $/IA $/IA % % $ $ % $ %
North Top 156 2,588 2,619 2,638 1.9% 0.7% 16.59 16.96 2.2% 2,619 -0.7%
Average 125 1,925 2,012 2,040 6.0% 1.4% 15.68 16.33 4.1% 2,032 -0.4%
Poor 93 1,344 1,408 1,413 5.1% 0.4% 14.89 15.14 1.7% 1,406 -0.5%
Northeast Top 155 2,492 2,616 2,630 5.5% 0.5% 16.78 16.94 1.0% 2,576 -2.1%
Average 126 1,997 2,062 2,062 3.3% 0.0% 16.29 16.37 0.5% 2,029 -1.6%
Poor 97 1,531 1,601 1,595 4.2% -0.4% 15.82 16.52 4.4% 1,577 -1.1%
W. Central  Top 158 2,780 2,784 2,786 0.2% 0.1% 17.77 17.61 -0.9% 2,779 -0.3%
Average 131 2,267 2,282 2,289 1.0% 0.3% 17.35 17.52 1.0% 2,292 0.1%
Poor 102 1,663 1,693 1,681 1.1% -0.7% 16.43 16.55 0.7% 1,682 0.1%
Central Top 163 2,867 2,948 3,006 4.8% 2.0% 17.91 18.43 2.9% 3,008 0.1%
Average 134 2,372 2,509 2,519 6.2% 0.4% 17.88 18.76 4.9% 2,522 0.1%
Poor 105 1,863 2,006 2,035 9.2% 1.4% 17.98 19.39 7.8% 2,036 0.0%
Southwest Top 161 2,611 2,682 2,663 2.0% -0.7% 16.50 16.54 0.2% 2,638 -0.9%
Average 126 1,929 2,015 1,981 2.7% -1.7% 15.27 15.70 2.8% 1,952 -1.5%
Poor 92 1,269 1,358 1,330 4.8% -2.1% 13.35 14.39 7.8% 1,318 -0.9%
Southeast Top 142 2,246 2,105 2,185 -2.7% 3.8% 15.46 15.35 -0.7% 2,234 2.2%
Average 116 1,783 1,721 1,808 1.4% 5.1% 15.22 15.65 2.8% 1,846 2.1%
Poor 88 1,338 1,368 1,429 6.8% 4.5% 14.68 16.17 10.1% 1,471 2.9%
Indiana Top 157 2,643 2,691 2,715 2.7% 0.9% 17.08 17.28 1.2% 2,702 -0.5%
Average 127 2,092 2,160 2,173 3.9% 0.6% 16.57 17.04 2.8% 2,169 -0.2%
Poor 98 1,546 1,621 1,630 5.4% 0.6% 15.92 16.70 4.9% 1,629 -0.1%
Trans.? 6,019 6,394 6,532 8.5% 2.2% 6,705 2.6%

1 The average land values contained in this summary represent averages over several different locations and soil types. If a precise value is needed for a specific
property, this value can be determined by a professional appraiser.

2 Transition land is land moving out of production agriculture.
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classes of land (Table 2). The esti-
mated cash rent on top land was
$140 per acre, $112 per acre on aver-
age land, and $86 per acre on poor
land. Rent per bushel of estimated
corn yield was $0.89 on top land and
$0.88 on average and poor land. This
value is the same as 1999 for top
land and is a 1¢ increase for average
and poor land.

Statewide, cash rent as a percent-
age of estimated land value
remained the same or decreased. For

the Southwest to an increase of 5.1
percent for average land in the
Southeast region (Table 1). For the
December 1999 to June 2000 period,
the Southeast, Central, and North
regions reported increases for all
land types. The Southeast region
reported the strongest increases. The
Southwest reported declines for all
land types. In the Northeast and
West Central regions, small declines
were reported for poor land, and
small increases were reported for top
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average land. The value for poor
land decreased to 5.3 percent
(Table 2).

Area Land Values

Changes in the value of farmland in
the six different geographic areas of
Indiana (Figure 1) for December
1999 to June 2000, ranged from a
-2.1 percent decrease for poor land in

the change in land values ranged
from a 2.7 percent decline in top
farmland in the Southeast region to
a 9.2 percent increase for poor land
in the Central region. All regions
except the West Central region
reported strong increases in some or
all land types for the year ending in
June 2000. The changes in land val-
ues for West Central Indiana were
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still positive, but smaller than those
reported in other regions. The
decline in land value was for top
land in the Southeast region, declin-
ing 2.7 percent.

The highest valued top-quality
land was in the Central area, $3,006
per acre. The next highest values
were in the West Central ($2,786),
Southwest ($2,663), North ($2,638),
and Northeast ($2,630). Reported
values for average quality land were
$2,519 in the Central and $2,289 in
the West Central areas but only
around $1,800 to $2,100 in the other
areas.

Land values per bushel of esti-
mated average corn yield (land value
divided by bushels) on top land were
$17.61 and $18.43 for the West Cen-
tral and Central regions (Table 1)
and between $16.54 and $16.96 for
the Southwest, North, and North-
east. The Southeast had the lowest
land value per bushel at $15.35.

Respondents were asked to esti-
mate rural home sites with no acces-
sible gas line or city utilities and
located on a black top or well-main-
tained gravel road. The median
value for five-acre home sites was
$5,000 in all areas except the Cen-
tral region, where the median was
$6,000 per acre (Table 3). Estimated
per acre median values of the larger
tracts (10 acres) ranged from $4,000
to $5,500.

Area Cash Rents

All regions except the Southeast
reported increases in cash rents for
the year (Table 2). This is a sharp
contrast to last year’s survey, in
which only the North region reported
cash rent increases. In the South-
east, a decline of 2.8 percent was
reported for top land, and no change
was reported for average and poor
land. The only other cash rent
decline reported was for poor land in
the West Central region.

The largest percentage increase in
cash rent occurred for average land
in the Northeast region, increasing
4.0 percent. This was followed by an
increase of 3.9 percent for top land in
the Northeast and average land in
the Southwest region.

Table 2. Average Estimated Indiana Cash Rent Per Acre, (Tillable, Bare Land) 1999
and 2000, Purdue Land Value Survey, June 2000

Rent/Acre Change Rent/bu.of Corn _June Land Value

Rent as % of

Land Corn 1999 2000 99-00 1999 2000 1999 2000
Area Class buw/A  $/A $/A $/bu. $/bu. % %
North Top 156 139 140 0.7% 0.89 0.90 5.4 5.3
Average 125 108 111 2.8% 0.88 0.89 5.6 5.4
Poor 93 78 81 3.8% 0.87 0.87 5.8 5.7
Northeast Top 155 127 132 3.9% 0.86 0.85 5.1 5.0
Average 126 101 105 4.0% 0.82 0.83 5.1 5.1
Poor 97 80 82 2.5% 0.83 0.85 5.2 5.1
W. Central Top 158 153 153 0.0% 0.98 0.97 5.5 5.5
Average 131 125 127 1.6% 0.96 0.97 5.5 5.5
Poor 102 97 96  -1.0% 0.96 0.94 5.8 5.7
Central Top 163 148 150 1.4% 0.92 0.92 5.2 5.0
Average 134 122 123 0.8% 0.92 0.92 5.1 4.9
Poor 105 96 99 3.1% 0.93 0.94 5.2 4.9
Southwest Top 161 132 136 3.0% 0.83 0.84 5.1 5.1
Average 126 102 106 3.9% 0.81 0.84 5.3 5.4
Poor 92 74 76 2.7% 0.78 0.82 5.8 5.7
Southeast Top 142 108 105 -2.8% 0.74 0.74 4.8 4.8
Average 116 83 83 0.0% 0.71 0.72 4.7 4.6
Poor 88 64 64 0.0% 0.70 0.72 4.8 4.5
Indiana Top 157 138 140 1.4% 0.89 0.89 5.2 5.2
Average 127 110 112 1.8% 0.87 0.88 5.3 5.2
Poor 98 84 86 2.4% 0.87 0.88 5.4 5.3

Cash rents were again highest in

the West Central and Central areas
at $153 and $150 per acre, respec-
tively, for top land, and $127 and
$123 per acre, respectively, for aver-
age land. Cash rents per bushel for
the Central and West Central
regions ranged from $0.92 to $0.97.
These were also the highest in the
state. The per-bushel rent for top
land was 90¢ in the North, 85¢ in
the Northeast, 84¢ in the Southwest,

and 74¢ in the Southeast. In all
areas, rates per bushel within areas
varied by 3¢ or less by land quality.

Land Market Activity

In a period of low commodity prices
in which there are only a few “must
sell” transactions, there is often a
reduced number of farmland trans-
fers. In effect, price is maintained by
limiting supply. While the survey
does not provide strong evidence that

Table 3. Median Value of Five-Acre Home Sites and Home Sites of 10 Acres or More

Median Value, $ per acre

Under 5 Acres

10 Acres & Over

1997 1998 1999

2000 1997 1998 1999 2000
$/IA $/A $/A $/A $/IA

Area $/A $/A $/IA

North 5,000 5,000 5,000
Northeast 4,250 5,000 5,000
West Central 5,000 5,000 5,000
Central 5,000 5,000 5,000
Southwest 4,250 5,000 5,000
Southeast 4,000 5,000 5,000

5,000 4,250 4,000 5,000 5,000
5,000 4,000 4,000 4,000 4,500
5,000 5,000 4,700 4,000 5,000
6,000 4,500 5,000 5,000 5,500
5,000 5,000 4,500 5,000 5,000
5,000 3,500 3,000 3,750 4,000
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transfer numbers are declining, sur-
vey respondents indicated that some
reduction in the number of transfers
may be occurring. The number of
farmland transfers in the six months
ending in June compared to a year
earlier was estimated to be up by 20
percent of the respondents. In 1999,
22 percent of the respondents indi-
cated an increase in transfers. In
1998, 34 percent indicated an
increase. No change in the number of
transfers was reported by 51 percent
of the respondents, while 28 percent
(compared to 30 percent in 1999 and
20 percent in 1998) indicated a
reduction in the number of transfers.
Less land was thought to be on the
market by 37 percent of this year’s
respondents. More land was thought
to be on the market now by 11 per-
cent of this year’s respondents.

Respondents were asked to pro-
vide their perceptions of how the
purchasers of farmland had changed
from a year earlier. Demand from
farmers was said to have increased
by 26 percent of the respondents,
while 17 percent of the respondents
indicated that farmer demand had
declined. In 1999, 15 percent of the
respondents indicated an increase in
farmer demand, while 39 percent
indicated a decline.

Nearly everyone (83 percent) indi-
cated an increase in demand for
rural residences. Less than three
percent of the respondents indicated
a decrease in demand for rural resi-
dences, while 15 percent indicated no
change. Thirty-two percent of the
respondents indicated that individ-
ual nonfarm investors in farmland
had increased, while 19 percent

Figure 1. Geographic Areas Used in the Purdue Land Values Survey
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indicated that this source of demand
had decreased. In 1999, 25 percent of
the respondents indicated an
increase from individual nonfarm
investors, while 20 percent indicated
a decrease in demand from individ-
ual nonfarm investors.

The purchase of farmland by pen-
sion funds and other large investors
is always a topic of discussion.
Compared to a year ago, 8.0 percent
of the respondents indicated that
demand from this source had
increased, 28 percent indicated a
decrease, and 64 percent indicated
no change. These are similar to the
numbers reported in 1999, when 6.0
percent of the respondents indicated
an increase and 35 percent indicated
a decrease.

Land Value/Cash Rent Multiples
While the recent change in land
value has a strong influence on land
value’s future direction, the annual
return to a land investment must
also be considered. One way to
assess the relationship between the
annual return and land values is to
observe the land value/cash rent
multiple. This is similar to the
“price/earnings ratio” often referred
to by stock market analysts. For
example, data from the 2000 Purdue
survey indicates a value/rent multi-
ple of 19.4 ($2,173 ~ $112 =19.4). Is
this figure abnormally high, thus
suggesting that land values are too
high? To answer this question we
need to have an estimate of what is
“normal.”

For the period 1975 to 2000, the
value to rent multiple has ranged
from a low of 12.4 in 1986 to a high
of 20.6 in 1979 (Figure 2). Over the
1975 to 2000 period, the value to
rent multiple averaged 16.2, with a
standard deviation of 2.6. At a multi-
ple of 19.4, the value to rent multiple
1s in a range similar to that in the
1978 to 1981 period. If one assumes
that the value to rent multiple is
normally distributed, this means
there is only a 11-percent chance
that a higher value will be achieved.
Or looking at it from the other side,
there is an 89-percent chance of a
lower value to rent multiple. Since
1975, the land value to rent multiple
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has exceeded 19.0 in seven years

(1978-1981 and 1998-2000), indicat-
ing that the value to rent multiple is
more likely to decline than increase.

Farmland Value Outlook
The decline in land values last year
raised the question, “Will land val-
ues continue to decline?” This year’s
survey indicates the answer is “no.”
Low crop prices place downward
pressure on farmland values. But at
the same time, increasing yields and
increased government income sup-
port provide positive influences.
However, the survey respondents

were pessimistic about any fur-
4 ther increases in
land values dur-
ing the period of
June to December 2000. When asked
to project land values for December
2000, respondents reported declines
in value for all land types in the
North, Northeast, and Southwest
regions. Strong increases in land val-
ues in the Southeast were expected.
For the Southeast, top land was
expected to increase 2.2 percent,
average land 2.1 percent, and poor
land 2.9 percent. The largest
declines were expected in the North-
east region (Table 1). Land values in
the Central and West Central
regions were expected to remain the
same. These projections in the past
have accurately predicted direction,
but have not been a good indicator of
the actual magnitude of change.
Longer term, respondents were
more optimistic. When asked where
they expected land values to be five
years from now, 67 percent of the
survey respondents expected land
values to increase. The remaining 33
percent were divided between
expecting a decline (11 percent) or no
change (22 percent). In last year’s
survey, the number of respondents
expecting an increase was 51 per-
cent, and the number expecting a
decline or no change was 49 percent.
On average, respondents expected an
increase of 9.0 percent for the five
years. In 1999, respondents expected
land values for the five-year period
to increase 2.0 percent.
Expectations regarding interme-
diate crop prices have a strong

Figure 2. Value to Rent Multiple for Average Indiana Land,
1975-2000
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influence on farmland values
because of their impact on the return
to the land investment and their
impact on the cash flows associated
with the investment purchase. In
order to gain some insight into the
income level expected from a land
purchase, respondents were asked to
estimate annual average prices over
the next five years for corn and soy-
beans. Respondents have made these
projections since 1984 (Table 4).

A decrease occurred in the
expected five-year average price of
corn and soybeans. However, these
changes, 3¢ for corn and 1¢ for soy-
beans are small compared to the

decline of 77¢ for soybeans and 23¢
for corn reported in 1999. To the
extent that land market participants
have similar reduced expectations,
these low price expectations will
exert downward pressure on land
values.

Other important factors associ-
ated with a land purchase include
the expected farm mortgage interest
rate and the rate of inflation. The
estimated interest rate increased
this year, the first estimated
increase in four years. As mortgage
rates increase, the cash flow subsidy
that is often required by a land pur-
chase will increase. If long-term

Table 4. Projected Five-Year Average Corn and
Soybean Prices, Mortgage Interest and Inflation
Prices, $ per bu. Rate, % per year

Year Corn Beans Interest Inflation
1984 $3.13 $7.35 13.3% 6.5%
1985 2.70 6.13 12.3% 5.1%
1986 2.32 5.43 11.0% 4.2%
1987 2.16 5.62 10.7% 4.5%
1988 2.50 6.82 10.9% 4.6%
1989 2.48 6.55 11.0% 4.7%
1990 2.61 6.22 11.0% 4.6%
1991 2.47 6.07 10.4% 4.2%
1992 2.52 6.04 9.5% 3.8%
1993 2.35 5.96 8.7% 3.8%
1994 2.48 6.18 8.9% 3.8%
1995 2.50 6.02 9.2% 3.9%
1996 3.01 6.63 9.1% 3.7%
1997 2.72 6.81 9.0% 3.4%
1998 2.54 6.34 8.6% 3.1%
1999 2.31 5.57 8.4% 2.9%
2000 2.28 5.56 9.1% 3.2%
Average $2.53 $6.19 10.1% 4.1%
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Indiana Land, 1975-2000

Figure 3. Per Acre Land Value and Cash Rent for Average

Periods such as this, while creat-
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some, the changes of the past two

130 years have resulted in a decision to
leave farming. For others, it has pre-
110 sented the opportunity to expand
farm size by renting or purchasing. If
90 you are expanding the farm busi-
ness, it is always prudent to do some
70 careful budgeting and develop a plan
of action for dealing with a surprise
50 that results in substantial revenue

2005 reductions.

interest rates continue to rise, this

E e

The land values survey was made

will add increased downward pres-
sure on land values.

In a market that, over the last
several years, has been characterized
by either a series of increases or
declines (Figure 3), the land market
seems unsure about the direction in
which it should go. At the current
time, low grain prices, increasing
petroleum prices, and increasing
interest rates point toward lower
land values and cash rents.
Improved profits from hog and beef
enterprises, increased government
payments, and the continued
strength of the general economy with

and recreational land point toward
high land values and cash rent.

Like last year, low grain prices
and rising costs seem to call for
downward adjustments in land value
and cash rent. Will a decline occur?
If the Federal Reserve continues to
increase interest rates to slow the
general economy and fuel prices
remain high, we may see some
decline in the demand for develop-
ment land and thus in land values.
The direction that cash rents take
will be determined by expectations
regarding government payments. At
this time, little change in cash rents
or land values is expected in the year

possible by the cooperation of profes-
sional farm managers, appraisers,
brokers, bankers, Purdue Extension
educators, and persons representing
the Farm Credit System, the Farm
Service Agency (FSA) county offices,
and insurance companies. Their
daily work requires that they stay
well-informed about land values and
cash rents in Indiana. The authors
express sincere thanks to these
friends of Purdue and Indiana agri-
culture. They provided 360 responses
representing nearly all Indiana coun-
ties. We also express appreciation to
Carolyn Hunst of the Department of
Agricultural Economics for her help

its demand for country home sites ahead.

in conducting the survey.

2000 Purdue Income Tax School Programs

urdue University will be conducting 11

two-day general income tax update programs

and three one-half day workshops devoted
exclusively to agricultural tax issues. These programs are
intended primarily for tax professionals. Dates and loca-
tions are:

Date Location

Nov. 1-2 (W-Th) . . . . Fort Wayne - IUPU

Nov. 13-14 (M-T). . . . South Bend - Century Center
Nov. 13-14 (M-T). . . . Valparaiso - Great Room VU

Nov. 16-17 (Th-F) . . . Indianapolis/East - Holiday Inn
Nov. 16-17 (Th-F) . . . Evansville - 4-H Center

Nov. 20-21 M-T). . . . West Lafayette - Stewart Center
Nov. 20-21 (M-T). . . . Terre Haute - Indiana State Univ.

Nov. 27-28 (M-T). . . . Indianapolis/West - Adam’s Mark
Nov. 27-28 (M-T). . . . Seymour - American Legion

Nov. 30 - Dec. 1 (Th-F) Kokomo - Johanning Conference Center
Nov. 30 - Dec. 1 (Th-F) Muncie - Ball State - Cardinal Room

Dec.5(T). . ... ... Ag Tax Workshop - Warsaw
Dec.6 (W) . . ... .. Ag Tax Workshop - Indianapolis
Dec. 7(Th) . . .. ... Ag Tax Workshop - Evansville

For additional information and registration material
call 765-494-7219, 800-359-2968 ext.92L or
keyword: tax.

Income Tax Management for Farmers, a
two-hour program for producers will be pre-
sented on Tuesday, December 12, 2000 from

7 to 9 p.m. EST over the closed-circuit televi-
sion system at about 25 locations. Contact
888-398-4636, ext. 44241 for further information.
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Too Good To Last? The Outlook
for the U.S. Economy in 2001

n August 22, the Federal

Reserve’s Open Market

Committee decided to
leave interest rates unchanged.
Their press release summed up the
reasons:

> Recent data have indicated that
the expansion of aggregate
demand is moderating toward a
pace closer to the rate of growth
of the economy’s potential to pro-
duce. The data also have indi-
cated that more rapid advances
in productivity have been raising
that potential growth rate as well
as containing costs and holding
down underlying price pressures.

This shows that nobody slings jar-

gon like the Federal Reserve. It also
shows that the Fed sees the pace of
growth moderating. That’s what
they’ve been aiming to accomplish
over the past year of interest rate
hikes.

Yet, just three days later, the U.S.

Commerce Department issued an
estimate of Gross Domestic Product

(GDP) growth for the second quarter.

The figure was 5.3% above inflation.
Since summer 1999, the economy
has grown 6% above inflation, the
fastest rate since 1984. This rapid
growth comes in the tenth year of
the current expansion, already the
longest in U.S. history. If the econ-
omy is slowing down, the GDP
accountants haven’t heard the news.

Why Slow It Down?
We've got a good thing going. Nine
and a half years of expansion, unem-
ployment at a 30 year low, growing
productivity, Federal budget sur-
pluses, and, if you don’t count oil, lit-
tle inflation. Why slow it down?
Because the Federal Reserve and
most economists just can’t believe
that something this good can last.
The economy is clearly at full capac-
ity. This means that available
resources are fully employed. Land,

Larry DeBoer, Professor

machinery and especially people are
working full tilt producing goods and
services. There are help wanted
signs in every shop window.

Since there are no more unem-
ployed resources to put into produc-
tion, the economy should be able to
grow only as fast as those resources
grow. That means that the growth of
the economy is limited to growth in
the number of people available for
work (the labor force), plus growth in
the tools they have to work with (the
capital stock), plus increases in the
amount that labor can produce using
those tools (productivity). Econo-
mists add these up and get some-
thing like 3.5% per year.

Suppose people, businesses and
governments try to
increase their pur-

chases of goods

and services by

more than that

amount. That’s fine

if there are unemployed resources to
put into production. Production can
grow more than 3.5%. With no unem-
ployed resources, though, the
amount people try to buy is more
than what can be produced. A bid-
ding war is likely. Businesses, des-
perate to take advantage of sales
opportunities, bid workers from
other firms with higher wages, and
materials from other firms with
higher prices. Costs rise for all busi-
nesses, and in most industries firms
will try to pass higher costs to con-
sumers in higher prices. That’s
inflation.

The Federal Reserve is the sworn
enemy of inflation. When they see it
as a threat, they act to cut the ability
of people, businesses and govern-
ments to increase their purchases.
They do this using the only tool
they’ve got, interest rates. The Fed
raises interest rates. Home buyers
think again when they see their
potential mortgage payments rise.
Businesses think again when the
cost of borrowing for new equipment

rises. Even governments may post-
pone capital projects, not wanting to
pay extra interest. The growth in
purchases slacks off, with luck to the
rate that the economy can grow.

There is No Inflation

The inflation rate over the past year
was 3.6%, the highest rate since
1991. Did the economy finally suffer
the costs of rapid growth and low
unemployment? No. Oil prices
increased, and with it the Consumer
Price Index. Taking the energy and
food sectors out of the inflation rate
gives a better measure of the overall
trend in prices. This “core” rate of
inflation increased from 2.1% in July
1999 to 2.4% in July 2000. Inflation
remains low.

Perhaps the most mysterious eco-
nomic event of the past decade is
how an economy at full capacity can
grow so fast without increasing infla-
tion. Answers come in two flavors:
productivity growth and increased
competition.

Until the mid-1990s, most econo-
mists thought the full-capacity
growth rate was around 2.5%, not
3.5%. It had been something like
that lower figure for about twenty
years. In the second half of the
decade, though, productivity started
to grow faster. Maybe information
technology reached some sort of “tak-
ing off point.” Maybe the boom in
investment in plant and equipment
so increased the capital stock that
each worker had more and better
tools to work with. That’s what the
Fed means when they say, “rapid
advances in productivity have been
raising that potential growth rate.”

Each worker produces more out-
put. When workers and suppliers
must be bid away from other firms at
higher costs, firms can cover those
costs with sales of more output.
There is less need to pass along cost
increases in higher prices. There is
less inflation.
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Another reason that price
increases have been less than
expected is because of increased
global competition. Imports as a
share of inflation-adjusted GDP grew
from 9% in 1989 to 15% in 1999.
Businesses fear raising prices lest
they lose market share to the compe-
tition. Instead, they look for even
more cost savings and productivity
improvements, or cut their profit
margins.

Will the Economy Slow Down?
Productivity is rising, competition is
fierce, and inflation is mild. In
1999-2000, the Fed decided that the
better part of valor required interest
rate hikes, to slow the economy
down. Now they see it happening.
What is the evidence?

Consumers increased their spend-
ing faster than
their incomes dur-
ing the past year,
so much so that
saving turned neg-
ative. Households
in total are withdrawing funds from
savings to support their purchases.
In the second quarter, though, con-
sumer spending slowed to just 3%,
after a 7.6% rise in the first quarter.
Higher interest rates should discour-
age purchases of durable goods, and
perhaps slower growth in stock mar-
ket values will make consumers feel
less wealthy.

Housing construction really did
slow down over the past year, grow-
ing only one percent above inflation.
This will continue, as shown by the
declining number of building permits
issued to construction firms. Higher
mortgage rates are probably the rea-
son. Business investment in equip-
ment and buildings did not slow, and
shows no sign of doing so. Even-
tually, though, higher interest rates
must affect these investment deci-
sions, too. There also are signs that
the investment sector is pressing
against capacity limits. Firms may
buy fewer trucks because they can’t
find drivers. Fewer buildings may be
built because of a shortage of
materials.

Exports of all goods and services
grew faster over the past year than
in the previous two, mostly because

of the recovery in Asia. Imports grew
even faster, which probably helped
hold down inflation in the United
States.

The Federal government ran an
enormous surplus, about $230 billion
in fiscal 2000. This is exactly what
the economy needed. Big surpluses
mean that income is taxed away and
not spent, which reduces the amount
people and firms can try to spend on
the economy’s limited output. Our
divided, stalemated government is
partly responsible. In the current cli-
mate, perhaps this is a blessing.

Outlook
Probably the economy will slow
down. Consumers show some signs of
cooling it. Higher interest rates, low
savings and slower growing stock
values may discourage them.
Housing construction has already
slowed; other investment likely will
respond to higher interest rates too.
Import growth will continue to
exceed export growth. Even if the
election ends divided government,
big tax cuts or spending increases
won’t affect the economy before next
summer. Expect GDP to grow 3.5%
above inflation. That’s the rate the
economy can grow from labor, capital
and productivity increases. Slower
growth and smaller changes in oil
prices should let inflation drop to 3%
over the next year, and the economy
will still grow enough to keep the
unemployment rate down at 4%.
Let’s take the Fed at their word.
They see a slow down—their mission
is accomplished. They may also want
to appear neutral during the coming
election season. For most of the rest
of this year, and the first part of the
next, then, expect no changes in
interest rates from the Fed. If the
economy doesn’t slow down, though,
they will surely act to raise rates. So
we hedge, a little. By this time next
year, put the short and long term
rates a bit higher than they’ve been,
the 3-month Treasury rate at 6.2%,
the 30-year Treasury rate at 6.4%.
Want more? See the Department
of Agricultural Economics Outlook
web page, at http://www.agecon.
purdue.edu/extensio/index.htm

Outlook Meetings

our invited to attend an

outlook meeting this fall

during the 73™ annual
Purdue Outlook Campaign. This will
be an important year to examine stor-
age alternatives for Indiana’s record
crop and to consider the ways to han-
dle LDP’s and grain pricing. Policy
alternatives are beginning to come into
focus, and these will be outlined. The
economics of what crops to plant for
2001 have also changed, so you will
want to hear Purdue’s evaluation. As
always you will get outlook updates
and management practices to consider
for corn, soybeans, wheat, cattle, hogs,
as well as prospects for farm income,
land values, and cash rents. Please
check with your County’s Extension
Office for specific meeting location and
details.

County Date Time
Adams 09/21/00  6:30 PM
Allen 09/18/00  12:00 PM
Bartholomew 09/13/00  6:30 PM
Boone 09/14/00  7:00 AM
Cass 09/18/00  7:30 AM
Clark 12/12/00  7:30 AM
Clay/Owen 09/18/00  7:00 PM
Clinton 09/13/00  7:30 AM

Crawford/Harrison 12/12/00 Unknown

Daviess December Unknown
Decatur 09/20/00  7:00 PM
Dekalb 09/21/00  6:30 PM
Fayette 11/02/00  6:30 PM
Fulton 09/19/00  7:30 AM
Grant 09/13/00  8:00 AM
Hamilton 09/19/00  7:00 AM
Hancock 09/13/00  6:30 AM
Howard 09/13/00  7:30 AM
Huntington 09/20/00  7:00 AM
LaPorte/Porter 09/18/00  7:30 AM
Madison 09/13/00  8:00AM
Montgomery 09/15/00  7:00 AM
Newton 09/14/00  7:30 PM
Orange/Lawrence 12/11/00  6:30 PM
Perry/Spencer 09/20/00  7:30 AM
Posey 09/13/00  5:00 PM
Pulaski 09/21/00  7:30 AM
Putnam 09/13/00  7:00 AM
Rush 09/14/00  6:30 PM
Scott 12/11/00  Unknown
Shelby 09/18/00  7:00 PM
St. Joseph January  Unknown
Sullivan 09/21/00  7:00 AM
Tippecanoe 09/13/00  11:30 AM
Tipton March Unknown
Warrick 09/14/00  7:00 AM
Washington 12/12/00  10:30 AM
Wayne 09/14/00 11:30 AM
Wells 09/13/00  6:30 PM
White 09/14/00  7:30 AM
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Electricity Deregulation in Indiana

Adair Morse, Ph.D. Candidate and Zuwei Yu, Ph.D.,

egulation of electricity in

the United States has

ensured that service
remains reliable and that sufficient
quantities of electricity are provided
to every industry and household at a
price deemed reasonable by the regu-
lating agency. In 1996, the Federal
Energy Regulatory Commission
(FERC) issued Order 888, which
requires states to open electricity
transmission lines to wholesale com-
petition. In other words, all electric-
ity generators should have equal
access to transmission services. By
forcing states to implement whole-
sale competition, the FERC hoped
that utilities would be able to lower
costs to consumers while yet ensur-
ing reliable service.

A natural step from wholesale
competition in electricity is to dereg-
ulation in the power generation
industry. Since open access to trans-
mission lines will bring about gener-
ator competition, there may be no
need for electricity generators to
remain regulated. States have the
authority to choose both whether
electricity generation should be
deregulated and how such deregula-
tion should take place. The reality for
most states is not whether deregula-
tion should happen, but when and
how it should take place. Some
states, especially the high-cost states
like California and New York, have
not only implemented wholesale
deregulation, but also have begun to
promote retail competition in which
there is competition among utilities
for individual accounts. In Indiana,
the proposed restructuring plan has
failed twice in the General Assembly
in the past few years because differ-
ent interest groups have been unable
to agree upon a path to deregulation.

* This article does not reflect the views of
the State Utility Forecast Group or any
other organization. The opinions repre-
sented are solely the judgments of the
authors.

State Utility Forecast Group®

This article briefly lays out the
justification for the national deregu-
lation of electricity generation, sum-
marizes the current state of the
Indiana electric power industry,
explores the impact of deregulation
on prices, and finally draws some
implications for Indiana’s rural
consumers.

National Deregulation of Electricity
Generation

Generally, industries are regulated
under one of two

; scenarios. In the

' first scenario, it is
not considered effi-
- cient for more than
one firm to provide
a product or service. With electricity,
it is awkward to think that two com-
panies would build separate net-
works of electricity wires in the same
region. The other scenario for regula-
tion occurs in industries for which a
basic standard of service is mandated
by the government. The electricity
market fits under this description as
well. Regulation ensures that elec-
tricity service is reliably provided
during the course of the day and that
quality standards are met. These
standards include voltage, frequency,
stability, etc.

So why deregulate electricity? The
answer is that it is the transmission
and distribution of electricity that
require regulation and not the gener-
ation itself. In the future, while a sin-
gle transmission company within a
region will deliver power and main-
tain electricity lines, electric power
generation companies may compete
either consumer-by-consumer to gen-
erate the electricity for each account
or in a pooled marketing setting. In
some states, this is already a reality,
and pilot programs for retail choice
are being tested. But why would con-
sumers want this to happen?

Most economists argue that regu-
lation raises prices to consumers.
This occurs because the regulating
agency fixes consumers’ prices based

on the value of the assets of the reg-
ulated power company; this method
allows for a fair rate of return on
these assets. Thus, the firms have
an incentive to buy expensive capi-
tal equipment and facilities that
may be beyond a cost-effective level
of investment.

In the U.S., regulated electricity
provision is inefficient in its
state-level orientation. Trade of
electricity from states with low
costs of generation (Indiana) to
states with high costs of generation
(Ilinois) has been hindered by
restrictions caused by individual
state-level regulations. Thus, each
state has continued to expand facili-
ties to meet the demand for electric-
ity within its own boundaries. In a
fully competitive regional climate,
consumers could buy cheaper power
directly from a neighboring state.

Finally, regulation may not
encourage innovation, particularly
by smaller independent firms.
Advances in new technologies, espe-
cially in natural gas turbine genera-
tion, offer relatively affordable and
often environmentally friendly gen-
eration alternatives. These technolo-
gies may be fairly easily adapted by
industries or communities as an
alternative to purchasing electricity
from larger generations when the
market price rises at peak supply
periods.

However, there are no certainties
that deregulation and the ensuing
competition will bring lower prices
that typically accompany greater
efficiency. The following example
may illustrate this idea.

In electricity generation, nuclear
and coal-fueled power plants can
economically generate a steady
stream of electricity. However, these
facilities cannot easily increase or
decrease output. Thus, electricity
generation companies also build
natural gas-fueled power plants that
can be cheaply turned on or off to
meet peak periods of demand — the
hottest hours in the summer and the
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coldest hours in the winter. At peak
periods, most power plants are gener-
ating electricity at maximum capac-
ity. The few remaining gas plants
can be in a position to charge high
rates for the extra production.

This peak pricing phenomena,
shown in Figure 1 for summer peak
demand in Pennsylvania, New Jer-
sey, and Maryland (the PJM Power
Pool), has occurred in most deregu-
lated electricity environments. In
such a situation, peak power genera-
tors may be able to take advantage
of little competition and thus to take
large profits at consumer expense. It
would seem logical that new plants
might be built if there were opportu-
nities to profit from peak demand.
This would in turn lower the ability
of firms to implement peak pricing
strategies. However, both the short
duration of the peak periods and the
uncertainty of the market may dis-
courage new firms from entering the
market, leaving existing peaking
units unchecked as profit makers.

Indiana Electricity Generation

In 1997, Indiana was ranked as the
8™ lowest cost generator of electricity
among the fifty states. Neighboring
Kentucky generates electricity even
more cheaply than Indiana, and Illi-
nois and Ohio run higher cost gener-
ators. Indiana’s low-cost position
stems from the abundant availability
of coal and from the early develop-
ment of low-cost generating facilities
to take advantage of the coal
supplies.

In theory, Indiana’s low electricity
prices should be significant in draw-
ing high power-using industries into
the state. Lawmakers would like to
preserve this ability to attract busi-
nesses to build (and keep) facilities in
Indiana. Forecasts for Indiana elec-
tricity prices by the State Utility
Forecasting Group (SUFG) at Purdue
University predict a slight decline in
the real price of electricity over the
next 7 years if the market were to
stay regulated. Where Hoosiers may
have a choice concerning regulation,
interstate commerce laws will not
allow states to insulate themselves
from exports or imports from other
States. Thus, depending on the speed
of deregulation in other states, this
forecast may be short-lived, and low
prices in Indiana may be influenced
by higher prices in other states.

At the same time, Indiana’s

demand for electricity is sup-
posed to continue to grow
more than the projected
expansion in electricity gener-
ation. Thus, the fear that the
currently proposed generation
additions largely may not be built on
time heightens concerns over future
supply shortages, particularly during
peak periods.

Impact of Deregulation in Indiana

The SUFG has forecast that deregu-
lation may initially lower consumer
prices in Indiana as competition
among producers ensues, if there is
no artificial manipulation of electric-
ity market prices. However, the

Figure 1. Peak Period Pricing in the Pennsylvania-New Jersey-Maryland Power Network
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long-run price level may in fact be
higher than the current prices. As
mentioned, power generation com-
panies may be able to extract profits
at high peak periods. They may also
be able to raise prices at other times
in the day if they can somehow coor-
dinate their pricing schemes among
firms without breaking antitrust
(cartel) laws. Finally, prices may be
higher in Indiana simply because
other states will want to buy more of
the less expensive electricity from
Indiana and bid up the price.

As shown in Figure 2, Kentucky
and Indiana have not yet legislated
electricity deregulation, but Illinois
and Ohio are both quickly moving to
deregulate. This is a logical progres-
sion. Consumers in Illinois and Ohio
would face lower prices if electricity
generators from Indiana and Ken-
tucky were allowed to sell more elec-
tricity in neighboring states. The
downside of this situation for Hoo-
siers might be that as local genera-
tors begin selling more electricity to
other states, the supply of less
expensive electricity left over for
Indiana consumers would grow
smaller and smaller, forcing prices
to rise.

However, a trade-induced
increase in price will likely occur
even in a regulated environment! As
demand in other states rises, local
power companies will want to build
more facilities. Indiana consumers
may find themselves paying for
these new projects via regulated
prices.

For example, Indiana electricity
generators may expand capacity to
meet not only the growing shortages
in Indiana but also electricity
demand from other states. New
facilities, however, are built with
newer, more expensive technologies
than those in existing assets of gen-
eration firms. The total value of all
facility and equipment investment
would naturally rise, and more
importantly, the average investment
for each megawatt (MW) of electric-
ity would also increase. Recalling
that regulators set consumer prices
based on the assets of firm, even
with new revenues from other
states, price increases would be war-
ranted. The accuracy of this scenario
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depends on the ability of the Indiana
regulators to decipher which assets
are exclusively for export generation
and the power of the regulators to
balance this information against
generators’ requests for rate
increases. It may be that the Indiana
Utility Regulatory Commission can
exclude generation assets used for
exports when calculating a fair price
to charge Indiana consumers.

In these examples, the selling of
less expensive Indiana electricity to
other states may have the detriment
of increasing local prices. However,
there is a benefit for Hoosiers in
trade scenarios as taxable revenues
are brought home from sales in other
states and as (a limited number of)
new jobs are created in the expan-
sion of generation.

Some Hoosier legislators are con-
cerned that consumers may see
higher prices in the near future due
to the trade impact. But lawmakers
have no intention of implementing
deregulation until they can be sure
that generators will act competi-
tively. Collusion and peak pricing
are the key concerns to be addressed
before deregulation will occur.

Consumer Pooling

How does all of this affect the Indi-
ana consumer? Consumers must be
prepared for the reality of a deregu-
lated environment. The large Indi-
ana industries (automobiles/parts,
steel, etc.) will be able to contract
directly with generators and get the
lowest prices possible. (This already
1s occurring.) However, the small
users of electricity, particularly in
rural areas, are potentially exposed
to high prices because the quantities
demanded are less, and the distances
between consumers are greater. One
option here involves the pooling of
consumers.

The existence of rural electricity
cooperatives in some areas may offer
some relief to higher prices for
widely dispersed consumers. Already
such organizations have pools of cli-
ents/owners which may be able to
negotiate with the deregulated elec-
tricity companies for more favorable
pricing. Other types of pooling orga-
nizations may be yet to form. The
State of Indiana believes that new

breeds of utility marketing firms will
develop that also serve this pooling
function, contracting consumers and
re-selling these accounts to genera-
tors while taking a margin of profit.
This is much like the early years fol-
lowing the telephone deregulation.
Risk management will play an
important role for
buyers and resellers
of electricity. Even
large industries may
have a future need for
firms specializing in
managing risk. Elec-
tricity cannot be
stored; therefore, if
peak pricing does
occur, energy consumers usually can-
not just altogether stop using elec-
tricity. Generators may offer
incentives to consumers or resellers
who use less electricity in peak peri-
ods. Yet this voluntary cutback in
peak demand may not entirely solve
the potential for severe price fluctua-
tions. Thus, the role of electricity
resellers may evolve to a role of risk
management. If contracts with
end-users of electricity bind resellers
to sell at a particular price, these
middlemen may bear the burden of
price fluctuations. Option and insur-
ance markets to smooth electricity

prices are already in development
and early use stages.

There are great difficulties
involved in predicting the dynamics
of competition in a consumer market
for electricity that has never existed.
In the coming months and years,
Indiana cannot afford to miss the
opportunity to learn from other
states that are already encountering
some of these transformations.

Summary
The lessons of the Indiana electricity
situation might be the following:

» Hoosiers should encourage the
state to ensure that deregulated
utilities are not allowed to extract
abnormal profits in periods of
high demand before Indiana
embraces deregulation. However,
in doing so, Hoosiers should be
sensitive to two dangers:

— Too much interference in pro-
ducer profit potential may dis-
courage investment in capacity
planned for export. This in
turn will lower possible bene-
fits for the state such as addi-
tional tax revenues or creation
of new job opportunities.

Figure 2. Status of State Electric Industry Restructuring Activity as of August 2000
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— Hoosiers should be aware of
the dangers of fighting possible
higher prices
associated with \
the trade of elec-
tricity across
state lines. Con-
tinued regulation
will not fully pro-
tect price levels from
increasing as Indiana genera-
tors expand sales in other
states. Instead, Indiana may
hinder efficiencies that come
from a competitive environ-
ment. This may be even more
important as federal nitrogen
oxide (NOx) emissions laws are
implemented by 2003. The new

environmental laws will
increase the cost of running
Indiana’s old line coal genera-
tors and may force the remod-
eling or even the closure of
some plants. Deregulation may
encourage quicker adoption of
new, environmentally
improved technologies both by
large generators and by indi-
vidual industries or
communities.

> In the coming environment of
electricity competition, consumers
should be proactive in thinking
about how their business and per-
sonal electricity accounts can be
pooled for price discounts in the

age of competition. In doing so,
however, both industrial consum-
ers and pooled groups should
understand the cost and role of
risk management that this new
environment demands.

More information on deregulation
of electricity in the United States as
a whole or in Indiana in particular
can be found on the Internet at the
following sites.

State Utility Forecast Group
http://'www.ecn.purdue.edw/IIES/SUFG

Indiana Utility regulatory Commission
http://www.ai.org/iurc/
http://www.state.in.us.iurc/energy/

U.S. Department of Energy
http://www.eia.doe.gov

Legal Points for Indiana Farmland Leases

ndiana law requires at least

three months advance notice

of a lease termination.
Because March 1 is the customary
start of the lease year in the Mid-
west, the lease termination date is
before December 1. Term leases,
which begin and end on specific
dates, may need no termination
notice. The critical need is to com-
municate! If there is a desire to
renegotiate the terms of a lease, it
may be wise to terminate the lease
with a notice.

Tenants may want to terminate

a lease they no longer can afford.
Settling on a rental rate or share
lease terms for 2001 and beyond
may require renegotiation. The
price outlook for corn and beans is
a sobering factor. However, rental
rates have not declined. The major
reason for the strength in rents is
not the market price outlook. A
double “Freedom-to-Farm (FTF)”
payment for 1999, and the expecta-
tion for the same in 2000, and the
loan deficiency payment (LDP)
helped out a great deal. Farmers
may have received an LDP of nearly
30 cents a bushel last fall for all of
the corn they produced. For a 150
bushel/acre crop, at 30 cents/bushel

Gerald A. Harrison, Extension Economist

the LDP was $45 an acre. When the
farmer actually priced his 1999 crop
determined the final outcome for
1999 crop year.

The FTF payment for a farm
depends on the farms
program yield, and base
acres. For example, with
a program base of 75% of
tillable acres, and a pro-

gram yield index of 120
bushel the 2000 FTF
payment for 80 acres would be about

$26 per tillable in 2000 (80 acres x
.75 x .85 x 120 bu. x 33.4 cents). With
a double FTF payment, and LDP at
30 cents on an actual yield of 150 bu.
that is $97 per tillable acre, and the
farmer still has the corn to sell.

Actual crop yields are an impor-
tant factor for the LDP payment.
Hopefully, a farmer has crop insur-
ance in case of serious deficiencies in
yields.

It is important that landowners,
and their tenants settle any differ-
ences, and set their lease terms soon.
Generally, once the FSA provides an
advance payment to a certified pro-
ducer, the FSA does not assist in a
return of that advance. This is true
even though another tenant may

obtain a lease for a given farm for
year 2001.

If an existing lease is not termi-
nated, a tenant may be liable for
rent or lease terms according to the
lease for 2000. This termination
notice is generally required even if
the land is sold or the owner dies.

Landowners and tenants are
reminded to consult their respective
lawyers, and other counselors, for
help with: evaluating the current
conditions, lease termination notices,
and drafting new lease provisions.

More information on farmland
lease law including tax aspects, and
the economics of leasing may be
obtained by contacting your county
Purdue Cooperative Extension
Office. To obtain a copy of “Legal
Aspects of Indiana Farmland
Leases,” and other lease information
call Gerry Harrison at (765) 494
4216 or toll free 1-888-398-4636.
“Legal Aspects ...” is listed as “Lease
Law” with Harrison’s Ag Law Course
on the Internet at: <http://www.
Agecon.purdue.edu/academic/agec
455/>. Lease forms may be viewed on
the Internet at <http://www.agcom.
Purdue.edu/AgCom/Pubs/agecon.htm
#3> E-mail: <harrison@agecon.
purdue.edu>



PURDUE AGRICULTURAL ECONOMICS REPORT

13

Producers’ Adjustments to “Freedom to Farm”

George F. Patrick, Professor and Kurt Collins, Graduate Research Assistant™

he 1996 Farm Bill, some-

times referred to as the

“Freedom to Farm Act,”
substantially modified the economic
environment for many producers.
The standing disaster assistance pro-
gram was eliminated, and major
changes were introduced in crop
insurance. Fixed production flexibil-
ity payments, that decline over time,
were used in place of deficiency pay-
ments. Initially, commodity prices
were well above levels that would
have resulted in deficiency payments
under the prior law. However, prices
for 1998 crops declined sharply, and
corn and soybean prices have contin-
ued at historically low levels. Loan
deficiency payments (LDPs) were
common in both 1998 and 1999, and
the government has also responded
with additional payments to increase
farm income. Patrick and Musser
found that participants in the 1997
Top Farmer Crop Workshop (TFCW)
did give greater importance to price
variability than producers in the
1991 or 1993 workshops. However,
the average rating of 15 sources of
risk was no higher in 1997 than in
previous years. Similar results were
obtained with respect to the impor-
tance ratings of responses to risk.
Although the importance to produc-
ers of some marketing responses
increased, the increase had occurred
before the change in farm policy.

This article extends the analysis

of producers’ responses to partici-
pants in the 1999 TFCW. Analysis is
limited to those producers with
$100,000 or more gross income from
farming. Workshop participants are
not a representative sample of all
farmers, but their views and opin-
ions are considered typical of
large-scale commercial farmers. The
average producer responding oper-
ated nearly 2,000 acres of crops, pri-
marily corn and soybeans, was about
40 years of age, and had completed

* Appreciation is expressed to Lining Li
for her assistance in initial tabulation of
the data.

about three years of schooling
beyond high school. Participants
were asked to rate, on a scale of one
(low) to five (high), their willingness
to accept risk, views of changes in
risk faced as a result of “Freedom to
Farm,” and the importance of a num-
ber of sources of risk in their decision
making. They were also asked to use
a similar scale to rate the impor-
tance of a number of responses to
risk and to indicate whether they
were used in their farm operation.
Results indicate no change in
e, TFCW participants’
' “g?"}) willingness to accept
" risk between 1993,
1997, and 1999. How-
ever, producers do
- view farming as more
risky, especially with
respect to price, after
the 1996 policy changes. Crop price
variability and the government com-
modity program have increased in
importance as sources of risk. Pro-
ducers give greater emphasis to
being a low-cost producer and to par-
ticipating in the government pro-
gram as risk management responses.
There is some increase in the rating
of importance and use of some mar-
keting and insurance-related
responses to risk, but this is quite
limited. Producers also indicate some
decline in their debt-leverage man-
agement and use of financial/credit
reserves, reflecting the current
financial stress in agriculture.

Willingness to Take Risk and
Perceptions of Riskiness

Participants in each of the Work-
shops were asked to self-assess their
willingness to accept risks relative to
other farmers on a scale of one
(much less willing) to five (much
more willing). The average values for
participants were 3.66, 3.59, and
3.79 for the 1993, 1997, and 1999
TFCWs, respectively. The differences
in the averages for the three Work-
shops are not statistically signifi-
cant, indicating no change in
farmers’ willingness to accept risk

over the period. However, the 1999
TFCW participants are more willing
to accept risk than farmers in gen-
eral. The average value of 3.29 for
willingness to accept risk for a strati-
fied random sample of 342 Indiana
crop producers with gross incomes of
$100,000 or more is significantly
lower than that of the TFCW
participants.

Participants in both the 1997 and
1999 Workshops were asked to char-
acterize the effect of the change in
government farm policy with “Free-
dom to Farm” on the price and
income risk faced by their farm busi-
nesses as compared with five years
earlier. Again, a five-point scale,
with one indicating “much less risky”
and five indicating “much more
risky,” was used. In 1997, both price
and income risk received identical
average values of 3.83. In 1999, the
average value for price risk was 4.19,
significantly higher than in 1997.
The average value for income risk
was also higher in 1999, 3.96, but
the difference is not statistically sig-
nificant. These results suggest that
producers have not changed in their
willingness to accept risk as a result
of “Freedom to Farm,” but producers
do view farming as involving more
risk, especially with respect to price,
after the changes in government
farm policy.

Sources of Risk

Table 1 summarizes the averages
and standard deviations (a measure
of the dispersion of responses) of the
nine most highly rated sources of
variability from the 1993, 1997, and
1999 TFCW surveys. Crop price and
crop yield variability have been the
most highly rated sources of risk in
both 1997 and 1999, and price was
significantly higher than in 1993.
Injury, illness, or death of the opera-
tor and environmental regulations
were the most highly rated sources
of risk in 1993. Although the impor-
tance rating of injury, illness, or
death of the operator declined
sharply, the decline was not
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Table 1. Averages and Standard Deviations (in parentheses) of Ratings of Importance1
of Highly Rated Sources of Risk for Top Farmer Crop Workshop Participants2

1993 1997 1999
Source of Risk N=73 N=41 N=28
Crop price variability 4.12° 4.61% 4.61%
(0.87) (0.63) (0.63)
Crop yield variability 4.08" 4.49* 4.32%
(0.78) (0.68) 0.77)
Business arrangements with output purchasers NA 4.12°% 4.18%
- (0.75) (0.86)
Cost of capital items 3.79% 3.95% 4.11°%
(0.89) (0.89) (0.92)
Government commodity programs 3.62% 3.20° 4.00*
(1.04) (0.88) (1.05)
Technology 3.86" 3.80% 4.00*
(0.95) (0.81) (0.72)
Input costs 3.93% 3.90% 3.89%
(0.82) (0.80) (0.97)
Injury, illness, or death of operator 4.35% 4.10% 3.82%
(0.94) (1.16) (1.16)
Environmental regulations 417 3.73° 3.8220
0.77) (0.78) (1.06)

1 Importance was evaluated on a Likert-type scale of 1 (not very important) to 5 (very important).

2 Average values for the importance of a source of risk in different years with the same superscript
are not statistically different at the five percent level.

statistically significant. In part, this
is due to the large standard devia-
tions (indicating wide differences
among respondents) of the ratings.
For environmental regulations, the
high importance rating in 1993
appears to reflect the concern about
conservation tillage practices and
compliance. Although the decline in
importance given to environmental
regulations from 1993 to 1997 was
statistically significant, the

importance in 1999 was not signifi-
cantly different from the value in
1993. However, it should be noted
that most of the TFCW participants
did not produce livestock and would
not be affected by recent develop-
ments in livestock environmental
regulations.

The possibility of changes in busi-
ness arrangements with output pur-
chasers, a source of risk not
considered in the 1993 survey, was

Table 2. Averages and Standard Deviations (in parentheses) of Ratings of Importance3
of Lowly Rated Sources for Top Farmer Crop Workshop Participants.4

1993 1997 1999

Source of Risk N=73 N=41 N=28
Land rents 3.53° 2.50° 2.80
(1.03) 1.52) a.71)

Family labor force 3.18% 3.41% 3.29%
(1.24) (1.13) 1.27)

Family relationships 3.70% 3.68% 3.29%
1.27) (1.33) 1.27)

Credit availability 3.26% 3.44% 3.50%
(1.23) (1.18) (1.07)

Business arrangements with input suppliers NA 3.15% 3.53%
- (1.01) 1.07)

Average of 16 sources 3.68% 3.59% 3.62%
0.53) 0.51) (0.65)

3 Importance was evaluated on a Likert-type scale of 1 (not very important) to 5 (very important).
4 Average values for the importance of a source of risk in different years with the same superscript
are not statistically different at the five percent level.

rated third in importance in 1999.
The importance given to government
commodity programs declined from
1993 to 1997, reflecting the change
in government farm policy. However,
the importance of government com-
modity programs was at its highest
level in the 1999 survey. This is not
surprising given the importance of
governmental payments as a part of
1998 and 1999 farm income. The
importance ratings given to technol-
ogy and input costs as a source of
risk in decision making were not sig-
nificantly different over the three
surveys.

It is common to classify risks
faced by producers into the catego-
ries of production, market or price,
financial, legal, and human risks.
All five areas are represented in the
nine most highly rated sources of
risk. Crop yields and technology are
directly related to production, while
commodity prices reflect the market
risk. Input costs and costs of capital
items have a financial risk compo-
nent. The legal area of risk is repre-
sented by changes in government
commodity programs and environ-
mental regulations. One aspect of
human risk is represented by the
possible injury, illness, or death of
the operator.

The five sources of risk that were
rated as the least important by pro-
ducers are indicated in Table 2. For
both 1997 and 1999, land rents
received the lowest average score of
any of the sources of risk considered,
significantly below the value for
1993. Changes in the family labor
force and family relations were also
rated as relatively unimportant
sources of risk, with no significant
changes over time. The rating given
to credit availability increased from
1993 to 1999, but the change was not
statistically significant. Changes in
business arrangements with input
suppliers was added in the 1997 sur-
vey, but the increase to 1999 was not
significant. This suggests that merg-
ers and changes in the supply indus-
try apparently do not cause concern
that changes in output purchasers do
among farmers. Overall, the rating
of 16 sources of risk considered in all
three surveys did not differ
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significantly is spite of the different
economic environment.

Responses to Risk

Producers may make a variety of
responses to manage risk. The 1993
survey included 21 responses in the
production, marketing, and financial
areas. Both the 1997 and 1999 sur-
veys considered 25 responses, with
the additional responses in the mar-
keting area. Table 3 summarizes
averages and standard deviations for
the seven responses rated at 3.85 or
higher in 1999. Producers also indi-
cated whether they used the
response in their farm operation.

Being a low-cost producer was
rated at 4.79 in 1999, significantly
higher than in the earlier surveys. It
is likely that this high rating reflects
the economic stress felt by producers
because of low crop prices. Nearly 77
percent of respondents indicated
they used the response, up slightly
from 71 percent and 67 percent in
1993 and 1997, respectively. Liabil-
ity insurance, used by over 95 per-
cent of producers, was the highest
rated response in 1993 and 1997,
and there was no significant differ-
ence among years. The largest abso-
lute change, more than 0.8, was in
the importance given to participation
in the government commodity pro-
gram. About 85 percent of producers
used this response in all three years.
The rating of using production tech-
niques that work under a variety of
conditions was significantly lower in
1999 than in 1997 or 1993. The per-
centage of producers using this
response slipped from 87 percent in
1993 to 77 percent in 1999.

There are no statistically signifi-
cant changes in the ratings of the
other three responses to risk in
Table 3. More than 60 percent of pro-
ducers are hedging the selling price
of at least some of their production,
while about 85 percent have life
insurance for the operator and/or key
personnel. Although importance
given to debt-leverage management
was unchanged, the percentage of
producers indicating use of the
response declined from about 64 per-
cent in 1993 to 42 percent in 1999.
Apparently, the tough economic
times have resulted in a number of

Table 3. Averages and Standard Deviations (in parentheses) of Ratings of Importance5
of Risk Management Responses by Top Farmer Crop Workshop Participants®

1993 1997 1999

Risk Management Response N=70 N=41 N=28
Being a low cost producer 4.40° 4.15° 4.79%
(0.79) (0.96) (0.50)

Liability insurance 4.40% 4.54% 4.57*
(0.62) (0.87) (0.69)

Government program participation 3.86" 3.49° 4.32°%
(1.04) (1.12) (0.86)

Using production techniques that work under a 4.35% 4.10% 3.93"
variety of conditions (0.66) (0.74) (0.83)
Hedging selling price of crops 3.62% 3.78% 3.93%
(1.22) (0.94) (1.05)

Life insurance for operator/key personnel 3.64% 3.98% 3.86"
(1.09) (0.96) (1.33)

Debt-leverage management 3.81% 3.66" 3.85%
(1.08) (1.11) (0.92)

Ave. Of 20 responses to risk 3.47% 3.54% 3.56"
(0.51) (0.44) (0.49)

5 Importance was evaluated on a Likert-type scale of 1 (not very important) to 5 (very important).
6 Average values for the importance of a risk management response in different years with the same
superscript are not statistically different at the five percent level.

producers not being able to practice
what they consider important. The
percentage of producers indicating
they maintained credit/financial
reserves also declined from 70 per-
cent in both 1993 and 1997 to 50
percent in 1999.

There were a number of responses
to risk that were rated under 3.0 on
the five-point scale of importance.
Off-farm employment rated only 2.0,
while hail and fire insurance for
crops was 2.68. Minimum price
contracts for the selling price of

commodities and disability insurance
were also rated less than 3.0.

Table 4 presents the average
importance ratings and the percent-
age of producers using selected mar-
keting and crop insurance responses
to risk. Only those producers indicat-
ing use of at least one risk manage-
ment response are included. There
are no statistically significant
changes in the rating of importance
for any of the responses over the
period. There was some decline in
the use of forward contracting,

Table 4. Average Importance Value” and Percentage of Producers (in parentheses)
Indicating Use of Selected Responses for Top Farmer Crop Workshop Participants8

1993 1997 1999

Risk Management Response N=58 N=34 N=26
Forward contracting the selling price of crops 4.14 4.32 4.18
(95) (94) (77)
Hedging selling price of crop 3.62 3.78 3.93
(69) (68) (62)
Using a written marketing plan - 3.29 3.68
(32) (46)
Using a marketing consultant - 3.15 3.64
(53) (50)
Multiple peril crop insurance 2.57 2.78 3.27
(38) (56) (50)
Minimum price contracts - 3.15 2.74
(26) (15)

7 Importance was evaluated on a Likert-type scale of 1 (not very important) to 5 (very important).
8  Only producers indicating use of at least one risk management response are included.
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probably reflecting the unfavorable
prices in 1999. Written marketing
plans and crop insurance showed
some increase in use over the 1993
to 1999-period. However, there has
been generally quite limited change
in producers’ risk management
responses as a result of “Freedom
to Farm.”

Implications
There are no “right” or “wrong”
answers with respect to the ratings
of the importance of various sources
of and responses to risk. Producers
attending the TFCWs do tend to be
more willing to accept risk than
farmers in general. They also per-
ceive that farming is riskier, espe-
cially with respect to price, than it
was before passage of the “Freedom
to Farm” legislation. Crop price vari-
ability and the government commod-
ity program have increased in
importance as a source of risk. Pro-
ducers give greater emphasis to
being a low-cost producer and to par-
ticipating in government program as
risk management responses. There is
some increase in the rating of impor-
tance and use of some marketing and
insurance related responses to risk,
but this is quite limited. Producers
also indicate some decline in their
debt-leverage management and use
of financial/credit reserves, that
reflects the current financial stress
in agriculture.

Although producers recognize that
change has occurred and the

economic environment is different,
only limited adjustments appear to
have been made. In some cases, such

as disaster assistance and crop insur-

ance, this may be due to inconsistent
actions by the government. In other
cases, such as revenue insurance,
producers are gradually learning
about the possibilities associated
with the new risk management
responses. There are a number of
responses that farmers can make to
manage risk. As the risk environ-
ment changes and new risk manage-
ment tools are developed, a

producer’s risk management strat-
egy needs to be dynamic, adapting
to the changes occurring. Both pro-
ducers and those serving producers
need to be aware of the changes that
are occurring. These changes will
impact producers as well as those
servicing producers’ needs.
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