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significantly diminishe&. A major challenge for school administrators,
L3 “ ’

- . . -

~+The Changing Rural Economy:.‘lmplications -

R For Rural America*
\ \

. ~-Neil E. Hapl¥x¥ .. .
, ) » R ) . H L 4 . . N N . . . . ‘
~'~“Todav Ls not yesterday. We ourselves change. How,
then, can our works and thoughts, i1f they are alwuys to be ‘
the, fittest, contlnue always the same? Change, indeed, is . -

v palﬂful yet ever needful; and if~memory have its force
and worth, so also has hope.

»
-

- * .. =-Thomas Carlyle T
N . ~ N . i ‘ : -
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Only rangly has rural, education in the United States faced the challenges

F R - N

inherent in today's ecdonomic envirommeant. Quite clearly, rural education in

-

.

this country 'is entering an era of enormous opp&rtunity in terms of

IS

educatlonal needs of indi iduals, both’ youth and adult. At thé-sémettﬁne, the

™ o
»

o prov1de the educational seryices needed may be

capacity of rural "areas

> EN

teachers, taxpayers, concerned citizens and governments is how to finance.and

» 4

. 4

organize to meet the educational needs for the last decade and. a half of this

Eentury. In addréssing that challenge, the foundatiop will be laid Ffor rural

-t N } \
. +

education well into the twenty-first century. -
AN

. I. . The-General Setting
w + A . e

-

Rapid economic and social change in agriculture 1s not a new phenomenon. .

) R Y \ ' . . .
Since the beginning of recorded history, agriculture has been adjusting to
: \ .
. . . .. Yo ' _\
conditions of greater efficiency. As a consequence, the percentage of the
. 7 - ) . . . v ot
population angd the percentage of_the capital stock needed to Produce needed

R
food and iber ‘products has declined steadily. The.decline has been

™ 14 .
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T
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especially marked since the 1930%3 as developments in~=(1l) blant and animal

-

breeding and (2) machinery and chemical udage, and improvements in the level

of management ability' of farmers, have combined to cause an acceleration in

- - - -

the movement of labor out of the sector. Agriculture has truly been a

development sector as the industry has "downsized" itself in relative cerms‘

“ N

freeing labor and capital for use in the non-farm economy. The development

& * N N
cccurring ,in agriculture has been enommously beneficial to the general
¥ Ay

5

economy, rmitting the allocation of resources to a burgecning sarvice sector

. »

* ' > hd ) X » » » H A
including space exploration and medical and scieatific research, to mention -

»

only the move obylous,growth sectors of the non~farm economy, and to high

technology éanufacturing\and product development. Had agriculture been frozen

N
a d

by fhe implementation of highly protectjve policies in the cogdition it was in™*

as of the e ily 1920's, at ‘the beginning of two decades of severe economic
ag ! ‘

<

trauma for agriculture, society could-have been denied’ the resources needed to

L

support the enormous development effort of the past half century.
However, what is now occurring in pgriculture in terms of firms failing
because equity is exhausted or operating credit is denied, has little to do

N .
with efficiency and does not represent a continuation of  the long-temm trend

L4

toward greater efficiency in agricultw.m& In fact, the firms now at risk are

some of the 'most efficient in the industry .and are' operating at -or_ near the

minimum point on the long-term average total cost curve except for one factor:

-

the amount of debt held is excessive as measured by the economic enviromment

of the 1980's. Those who survive are not necessarily the most efficient and

in fact tend o be the older, more cautious farmers with sm§ller operations
N . (v
and little or not debt.l Thus, the phenomenon*tuts across farm and ranch

firms in a highly arbitrary manner. . c .

» -

The data are making it increasingly clear that agriculture is going

through the most wrenching financial adjustment in a half century. Not since

- -

»



‘balance sheets. . - \

B ‘ 3

* Sen

the 1930's have iagﬁes of debtor distress gripped rural America as they have

in_the 1980's. One need only look to our farms and rural communities for
kY N N I

»
Y

proof. ) ‘ .

>
X

e In several agricultural states, fand values have dr0pped\by\one-ha1f or
: . . L -

more since 1981, cutting enormous amounts of collateral value and wealth from
. C mo 0 ‘

+

- N -
- R 3 - ~ ~ . -

r

-
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¢ The numbers of farm foreclosures, forfeitures of land contracts and

>

-

- . t

: . ‘ ‘- .
defaults on notes have reached levels not seen since the days of the Great

Depression. . ‘ . T
LY : t >

e The level of emotional -trduma being suffered by indebted farmers and

’

>

small businedspersons is a tr;g@dy of awesome proportions. . S,

The scope’ of the problem is much broader than farms. Although economic

{

stress gained a foothold among the more heavily indebted'farme;s, the o .
) ) ) k4 - ‘ N - ‘e ¥ ‘ )
phenomenon has escalated rapidly so.that today it threatens- to engulf the - ‘ .

o - M

‘ . ; o . > . . '
entire rural community. In fact, few will escape unscathed. Many lénders are \

. Y

-

struggling to survive. Suppliers have taken and will continue -to .take . .

- LN

enormous hits-as .unsecured creditors. Main street businesses have' felt the .

2 »

ravages of this cancer that gnaws at the very structure’of.rural communities.

. . ‘
THe data make it clear that the problem is almost national in scope. The

b ~

~ 4‘:.? - .
severity varies from area to area, and the upper midwest has suffered rhe most

~

>

from the  ravages of -this economic downturn, but the blight of agricultural

stress virtually blankets the country. In many ways, it's been like a war

agaiast an invisible enemy. And that ememy is the cost of servicing a huge >
debt load with interest rates at unprecedented levels ‘in real terms. \ .
. * ) o - 2
Why the problem exists . ) .
. . - -
\\:‘ * [ 4 M > . A *
It would be an unwise use of time to focus a great deal of attention .on . .

who 1s responsible for the plight of rural communities. Finger pointing and . »
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accusations of culpability will do little o remedy the situation. But in
.choosing remedial policy. instruments, it-is important to recognize, the roots

. ' ) AY » ~» ' ' h

of the problem. Two principal categories of forces are responsible for much

-

/\ \ of the economic woes of agriculture-—(1) three major federal poligjgs that

NN -rcreated an economic enviroument highly unfavorable for .agriculture and other
'y \ A d othe

sectors that are both capital intensive and export sensitive and (2) forces
operating at the farm or ranch level that moved some firms into a "Window .of

“\vuleerability.” Once within'the window of vulnérability, theq unfavorable
@ ’ / N . . *
. economic enviromment was sufficient to move the Firms inexo\ably toward *

* >

ingolvency. oo v '

N

L]

® .. Federal policies. \As noted, three federal policies operating over nearly

L ¥

[ & - . ~ .
-two decades created' #n economic enviromment that, in the 1980's has been

» ~
N

highly unfavorable for agriculture.  Although agriculture is not aliéﬁ' in

béing impacted adversely, the characteristics of a relatively low cash rate of

® - ) * i
return for many farm assets,'a high level of capital intensity for U.S.
R » & ~— »
,agriculture and sengitivity to changes in export supply and demand-conditions

.

» »

-

® ; T in ihternéticznai farm commodity inarket;s have magni‘.f;igd ths.:‘ impacts iipon, farm
firms. ‘ ‘ @ 3) . ,

\ ‘ S . ’{i;g first federal policy contributing tx; the unfavorable economic

@ (; envirf;nme;lr:\for agriculture was the' set of policies ovelr five diffez“ent,

. _ \
federal administrations that came to treat inflation as an expected part o

. N N A N
- hd 3

economic life. -The relatively high rate of inflation from the budget strains

o\
N { -
® of the Vietnam tonflict was compounded by the effect's of rapid increases in
. energy costs after 1972. By-the late 1970's, the persistences of inflation in

I

the econpmy had led to widespread efforts at accommodation. The most common

)

® : strategy fOr accommodating inflation was to, index one's economic fortunes to

A
-

the rate of inflation. Thus, social security benefits and taxes were indexed’,

~
T \w
~

- 4 *
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- federal civil service colipensation levels were indexed and many labor unioa.
' contracts were indexed as to basic compensation levels. Beginnipng in 1985, .

. \ ’

.

the entire income tax system was indexed. | e \ -

?

-
*

’ Farmer's, unable to index with the samé degree of effectiveness, in some

- instances accelerated ‘the purchase of ‘capital “assets in the face of consistent
& R . .
: «increases in the cost of machinery and equipment and in the price of land.
Y ) \ - ° ‘;‘ ‘ * - - >
. The differential effect OF the two responsés to inflation became.painfully

-
N “

N A v * . - . ~ * » N N .
_+  clear in the early 198Q's. Indexing is a benign strategy 1n an Xa of -
. ~ » N * - . *. N !

declining rates-of inflationm, Anticipating thé purchase- of capital assets is

LY

L3

‘oot benign and leaves the purchaser with finar;cial commitments to \be“ met .‘\“ -
® " The experience of ‘the. infla;:ionary era of the 1960'5 and t71.970'5’. ma.kes\ it

E clear that an enormou;'pricfe is paid when e;:pectations about‘cc‘mdit:iol'xswl\xac
’ " should be v.ie;ved as égerratironal ;in paturé harden ihi‘:é. a bel i:af ;hat the k

>

»

~

f . . . . . Y > N N . \
conditign 1s. permanent. T R ’ )

® :
- &)
- » -~
. I

‘e The second impcgrtam; fagtor was the decisimon by. the Federal Reserve .

* - - . 3

Board in October of 1979 to wring inflation out of the United States
AN ) ) * h v’ ' ‘Q !

’ eco’nomy.z. The action, to limit the Supply of credit, led almost immediately
N :

~

N

)
- N &

. . > ‘ '\ \
to high nominal rates of interest which eventually served to dampen the level

of ecomomic activity. In the first half of the 1980's, inflation dropped from
A - [ X3 e > Y M
‘ - >
b\ - » . .
® the 13 to 15 percent range to three to four percent. Thus, the gains from
»* AN - ,
N . . . - .
£ inflation, that were substantial during the decade of 1970's were dramatically

»
- . X + ~

- & -

reduced, leaving farm debt to be serviced largely from current income.

. \ . . - N »n LY

. . ’ > ) ‘. . * - ’ N ,- * .

® \ The rhird significant factor contributing to an unfavorable-economic
. I'4 > N

-
S »

-

environment for yagriculture in the 1980's appears to have been enactment of

- . the Economic Recovery Tax Act of 1981 that cut federal revenues so sharply as
N - « - . [N

»
.

. 2 .
® to 'assure massive budget defl-cits.3 The 1981 legislation was enacted vgith o

- N »

—~

the realization that an estimated 3872 billion in rewenue would be cut from

»
»’

-
’

(13
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the. federal taxZsystem through fiscal ﬁea} 1986.4 Cuts of. that magnitude ‘

.
. Y4 s .

assured that the outcome would be massive ¥ederal budget de}itits,
- The result of these.policiei_has been an economid environment of low
Ay - R / * . N

> .

inflation and trecord setting real igterest rates' as tight credit and strong
private sector demand for capital. have boosted interest rates. .For

agriculturey the result has been——(1) a strong dolfar that continues to get

. e L - . \ .
records against other currencies and that -has cost U.S. agricultureslearly-in
\ o 2
terms of’ exports of farm commodities, (2) high interest rates that have’

- N 3 » N

boosted the cost of productiod for indebted . farmers to high.lévels\hnd (3)

< . : ‘ \
‘falling land values as potential investors.have been confronted with the ..

reality of 10 to iZ\percént real interest rates and the reassessment of land

as an alternative investment in the economic «nvirougment of the 1980's.

re *
t

Factors comtributing to farmer vulnerability

-~

firms. That hég certainly been the case in the 1980's. This factor alone

o . *
In %hq economic environment of the last four or five years, any fgctpré

that made a farmer v%lpe:able by jncreasing the debt load was sufficient to

< - -

-

assure economic difficulty. It was the resulting "window of- vulnerability"

that set the stage for financial stress. . )

> ~

e Adverse weather conditions in some areas with consequeant .loss of part

or all of a crop ha&§ been costly to farmers affected. Jﬁzitnaﬁy

areas,
. . . ’ \ - . N
agriculture has experienced an unusual sequence of adverse weather conditions
. ® \ . ®

beginning in’ 1980, both tqo wet and too dry. A

-
* - N

e Beginning farmers are almost always vulnerable the first several years
= »

¥
-

of operation. .Part of the uniqueness of family farms is that famTiies

. ; o , _
. ) . - »

accumul ate most of -the equity capital-for the firm from earnings. The result
- ~ - . L. . . .

is economic vulnerability during the first several years of life of farm > -

. . ~ . E
assures that we are in danger of losing a generation of young farmers.

\
~n

~ . 2 \‘” ‘ ‘ "* 9 ) ) . \

N\
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e Losses in cattle feeding-in the 1970‘s‘andfe§enilosseé?in hog

-

production in more recent time have increased debt loads and, thus,

*

vulnerability. For ‘abour half oNd&be months over the last five years, hog

<
* - k 4

production has been at a loss: That is unprecedented in this country. Losses
B o ‘R .

in cow~calf enterprises in recent years have been perhaps less visible but no
. N R s » ‘ * ) N »f s

less devastating. o \ .

-

> . - -

»

o Expansion to bring a family member into the operation his‘ingreased

-

»

debt, loads. The economics of farming in recent years has encouraged the
) ol a0 : L
continuation of family operations with ownership and management traas ferred to

- Loy
+

3 -
-

the next generation. - ‘ ’

x

® Major purchases of land, machinery or livestock «facilities in the~late

- 3 KY

1970"s and éarly 1980's were. factors increasing economic vulnerability.

* .y R4

* Any event or series of events that placed a farmer in the window'of

L]

~

? ?

L - N N ) [ ) N
vulnerability has proved to be economically devastating. Once in the window
' N - * » » » ’ ‘
of vgiherabillty, high real interest rates have moved the firm toward
insolvency at a breathtaking pace.

Amount and distribution of debt .~ . .

~ ~

Id * = -~
The amount of debt in U.S., agriculture has increased dramatically since

2

“1950 as shown in Figure 1. Total farm debt outstanding in 1950 totalled $11.2

. >
billion in. 1950, rising to over $216 billion nationally in 1983, before
: \ . ~

declining in 1984 and 1285 as some debt has-.been paid off or discharged

- 2

otherwise and as ‘the economic enviromnment has discouraged the contracting of

Al ~

£

new debt. Debt as a percentage of net farm income stood at 92 percent im 1950

~

-

but rose to 1350 percent of net farm income in 1983. . -

N
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Figure 1., Net Farm Income and Liabilities. - : . . hd
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Never in the history of agriculture have'probléhs of debtor distress e

. .ox
occurred ‘at a time when there was greater variation among farmers.s

%oreover, the flnanc1a1 p031t10n of roughly one-half of the farmers is

deterforating. As of January, 198&, approxxmately 19 percent of the farmers .

. ¥

: néiionally holding ‘22 percent of ;ﬁe.farm assets were respénsible for 6}

-

percent ofg;§§§§arm debt “as shown in Table 1. Two-thirds of approximately

$219 billion of.farm debt naiionallx was held by borrowers SIippiﬁg toward

- P ~ . v -

insolvency. - L : . .
Téblé 1. Financial- Condltxon of U.S, Farmers by Debt to-Asset Ratlo, S ‘““;
: January, 198. : . . . ‘ o

*Operatérs (percent) 58 24 S

setting of reabl

~ratios above 40 percent»had'risengt§ 42.5 pe;sent of all far?ers as indicated

Deb£~to;Asset Ratio .
+ +0-10 11-40 QIPJQ Over 70 All farms
“ ‘ 8 100
Assetg {percent) . * &7 . 32 S T N 8, fﬁ? 00

Debt (percent) * 5 32 32 31" o .

) U ?

Source: Federal Reserve Bulletin, January, 1984.

L4
. N ¥
N - . N .
1) N N -

L 4

*

> .
LN N

In general, it has been BWelieved that most farmers with a debt-to-asset ratfb
above 40 pgrcent would be unable to\make;;geir interelst payments when due in-a LI
‘ - ' I\ . . ' ' \h
interest rates -prevalent in.the wmid-1! s. and the rates of :

. v y . . . - \ \

: - - e F ] - . ]
return for agricultural assets common 1in the mid-1980's. In .a December, 1984, RE

> -
~
R4 T -~

survay, the percentage of farmers in the Central states with debt-to-asset W
‘ Ed - -~ * "‘ T

SR R . . a T k
in Table 2. For the country as a whole,-28.7 percent of the farmers; holding -~

65.1 perceant of the farm debt, were in the ove? 40 percénc debt-to-asset

) A N * w0
N

category as of mid-December, 1984, A 1985 survey in Norih‘Dakota as of

*

Cimons
.

" January, 1985, .indicated that 36 percent of the farmers had debt-to-asset -

B

x

- N » - N
{ ‘ *
. a
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ratiog over 40 percent, held 37 percemt of the agsets and accounted for. 74
perceat of the debt.6 N - . .

. \ a -
K . . : »J

Table 2. Flnanc1al Condition of U.S. Farmers by Debt*to—Asset Ratlo,

- Source: Farm Journal Survey, Dégembér, 1984, .

— December, 198& A . % b
. T ~ ; ~ \gDebt-to-Asset Ratio s
B [ T § - 41-70 * Over 70°
Cemeral o S TeosL, 5\_ K 21;5‘ o2l
South ~ 4.9 .30.3 "13.9 10.9
‘East i o531 W 2607 0 139 6.3
West . 3609 %36t 1607 0 9.8
u.S. Operators . 37.9 ,  28.8 . 1709 15.4,
e a7 C 3233 gl 3.3 e
; b \ - R \ l‘ﬁx \

- »

A L)

> - +

¥ " N h]
< *

Table 3 shows the Iowa data as of January, 1984 ’ Over one-thqu]of the
BN v .
farmers in Iowa, averagbng 59 years of age, had Ilttle or no debt as of

N A3

flgant amounts ‘of debt but, in

3

January, 1984. Roughly another\third had sig
most 1nstances, it was thought that group woul be able to stgbilize thexr

financial condition although the upper‘quarter or\go of that group were

-

L 4
a

) N N > : N \ ‘ i’ ) ~ ‘,
encountering financial stress. Members of the remadning group, 23 percent: of

A}
+ . ¥
.

the total, were severely impacted and were sliding toward insolvency.

-

»

*
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= % |, Table 3. Financial Condltlon of Sample Iowa Farmers by 1984 Debt-to-Asse,t
I Ratio, January, 1984, R . \
’ » A * ° A * 3 1 ‘ ’ - - -
. . ‘ w *' . * - *
e Lo \ L, Debt-to-Asset Ratio = - - o
T . - 210 " 11-40 41-70 71-100  Ovec 100 -'all Farms
° " Operators (percent) 38 37 . 19 b R
- Assets (percgn;) 31 §2  24 oo 3 . I o
' Debt (percent) & | 39 - 47 . =8, T2 S
" - Average age . .59 . v 53 i 47 - 45 - &7 . 54
o Average -assets - T . . ‘
per farm $503,000 $694,000 $745,000 '$470,000 $217,000 $615,000

A;Ierage debt - . , -, .
per farm “$1L,090 3160,000 $383,000 $375,0Q0 $262,p00. $15¢,000

Y

-

.

- Average equlty \ . :
per farm ‘S $A?2,000 $534,000 - $362,:000 $95,000 -$45,000  $459,000

'3 . \
-Acres owned \ - I S - . ;
(average) © 233 298 co2n .72z 0 131 261
Acres rented o . > -
o (average) 121 189 306 382 . 198 193
® - . . » .
Source: 1985 Iowa Farm "‘:mance Suvvey,® Iowa Dep't of Agr:.culture, Iowa State
o ( . Unxvers:.ty and Iowa Crop and Livestock Reportmg Service. ‘
. A . * e - “ LS . - . »
\' : . » ! : . ’\:
- \ e . ‘ ' . - oL
o - The more recent balance gheet data, as shown in Tables 4 and 5, indicate
\ that a movement has ‘occurred of borrowers in the 41-70 percer;t category into the
! P ) .
\ ‘ L. .. \
‘over 70 percent group. Moreaver, a significant number frog the 11-40 percent Vs
? 5 . . 1 : '
o E categor?y have moved into the‘41-70 i)ercent group. A comparison of Tables 3 and
’ 5 shows that, on, ‘the average, the sample farmers in the 71-100 percent debt-~to-
T U asset ratio category on January 1, 198& .lest $84,000 (88 4 perce,nt) of the:u:
= ;
o . egulty in 1984‘ The rate of detenoratmn in financial condition for the more
v q y N
+ heavily mdebted' farmers has been great. Even those in the 1-10 pe‘rcent deb t-
. . to—.asset categor_y on January 1, 1984; lost 20.1 percent of their equity in
* 1984} ‘ | I <
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\ 'd’ c i . ‘ ’ .
Table 4, Dr:trlbutxon of Operators, Assets, and Debts of.Sample Farmers, ‘ ;
by 1985 Debt- o-Asset Ratlo January, 1985. \ . .
) N - - ¥ N .
F 2 - * - . . Y

L *

. Debt~to-Asset Ratio

N 0-10 - 11-40- 41-70°  71-100  Over 100 ALl Farms "
. A - - K3 - - ~ ‘
Operators (percent) ' 35 . 32 21 \ 7 4
Assets (perceunt) 29 . " 34 28 7~ ~ 2
Debt (pertent) 2 N 25 48 - 17 . g * . —_

Source: 1985 Iowa Farm Finance Suf ey, Iowa Dep t of Agrxculture, ‘Iowa .State
. University and Iowa Crop and Livestock Reporting Service.

-

* i

A > N i)

v

> S -

Pable 5.° Financial Condition of Sample lowa Farmers by 1984 Debt-to-Asset ?ﬁ‘
. Ratio, Jaauary, 1985. .
, R A . . . . - \ -} . 0y . - R
- ’ \ Ct ) N ) ~‘ . P
‘ Debt-to-Asset Ratio /
0-10 11-40 _41-70  71-100  Over 100 Al1 Farms
- Average assets: L ) . ) o S ‘

per farm . '$411,000 . $578,000- $625,000 $347,000 $171,000  $506,000

Avefage;debt a ‘ , o
per fasm - $18,000 $170,000 $388,000 $336,000 . $244,000 $161,000 -

3

Average equity . \ h ‘ \
per farm $393,000 $408,000 $237,000 $11,000 -$73,000 $345,000

Average loss R S .
of equity o
in 1984 . -20.1% -23.6% . -34.3% -88.4%

w

- *

Source: 1985 Iowa Farm Finance Survey, Iowa Dep't of Agriculture ,wlowa State

University and Iowa Crop and Livestock Reporting Service.

>~

~

,

. . . ‘ —
¢ The .U.S. Department of Agriculture estimates that; as of January, 1985,
: . - .
23.7 percent of the farm debt was owed byhfarms with debt-to~asset ratios over
IO percent with an additiounal 32 5 petcent.owned by those with debt-co-asset‘
) 7z

ratios of 40 to 70 percent.7 Thus 56.2 percent of the debt was held by

individuals with sufficient indebtedness relative to“asséts to assure that, in

< . A

15
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'y -

-

most instances ,~ the farmers were moving toward insolventy. Morever, the

N
~

national data indicate thac the latgest farms have the hlghest proportlon of .

]
LN

N

debt in the hlghly or very highly leveraged qetegorles.s E
Lendets holdlng land as collateral, principally the Federal Land‘Baﬁk‘andé:

' > . N » \

sellers und®r land: contract, reportlsharply rising,default rates. The ‘ '

B ‘ - N -
willingness of short and 1ﬁtermed1ate term lenders to prov1de credlt needed to~
. < - —
keep land payments current appears to be dlmlnlshlnslpapldly. Furcher . . -t
! -
increases in delinquency rates on Iandlloans is anticlpated. .

-

-,

= [ N » » * )
Unless something dramatic is done, or circumstances change, more than
: »

Q’ﬂ

one-third of the farmers nationally will move to insolvency, taking-down their

» .4

"}enders, their suppliers and other merchants, and iﬁflicting incalculable +

damage upon the fabric of rural communities. Diseharged indebtedness goes
ricocheting through local communities, laying wdste, with the unsecured ,
creditors taking the greatest hit. However, with the weakness in land and

machinery markets, even secured creditors are, in reality, only partially

A}

secured as collatersl values have slipped below loan balances.
13 A - N . ~

Effects of price and income policies

e

~ -

It is. in this geheral setting of high real interest rates, a stroag
. t S
dollar (against other curreacies) and an enormous debt load for the

> -

agr1cu1tura1 sedtor that discussion and de atPpon the 1985 farm bill is taklﬁg

*

*

place. Wlth agrxculture fully 1ntegrated nto the national and lntetnatlonal

N

economies, the sector does not enjoy ealuxury of specifying the economic

. . .o, » . “) . . . . K . S IS ) ‘a\“
environment in any era. Yet agriculture is Jaught in 1985 in circumstatces

»

that provide little opportunity for maneuvering under. alternative policies.

Quite clearly, U.S. agriculture in 1985 faces clear-cut chofices as to its
N4 N ~

future trajectory. With the cooperation of Ygrmers, co and taxpayers,

)

agriculture could move toward a program of supply management, reduced output

A A 2 | .

-
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of production Fénﬁrol would likély emerge. Therefore, it is unlikely that the

-

. 147

\
»

. ~ . Q .. ¥ :
and higher prices. That trajectory would involve downsizing agriculture by 30 A
to 40 percent\over time and would bring modestly higher food prices. In the

.alternative, agriculture could moveMoward ‘a more competitive position in

* . » L4

- -

terms of internatiqﬁal frade‘in %utput, lower prices, full use of resources

and lower food costs for consumers.

»
a -

The latter pélicy alternatige has a certain appeal especially to those .
who favor a market-oriented farm policy. Yet the .strength'of the dqflar and
\ . P N - \‘ ‘n,\ i ( . . .
the amount and distribution of farm debt assure that any movement toward

- - R

" internationally goqpeiiqive commodity prices must be measured-and related to

>
¢ - ] ¥

progress in bringing down the value of the dollar«aﬁd\in\stabilizing the farm

¥ >
& >

debtgsituation. Agriculture simply has been sufficiently weakeged to make

r
*

rap{d adjustments impossible without massive economic damage to the sector.
If price and income ‘support policies were to be sufficiently favorable to

- ~

farmers to solve the economic problems of the farmers with the greatest debt,
) problem g

.

~ ; * g 9 Ed ‘ \. ."‘ ' o \\\\\ N E
serious problems of.pricing U.S. commodities out of world markets and problems

Y\

L

2~ ., »

debt "problem can be solved completely by adjusting price support levels on
farm commodities. o . : -t ::b '

- * -
i ‘ - 3 - 'S
Yet the decisions made gy the Congreds relative to price and income
Mupports in thd 1985 farm bill promise to-impact very substamtially.the )
- T N : h - » : ) * . * h g ..
resolution of the debt problem. A reduction of farm income would increase the

2

\ R : .
number of farmers in financial difficulty and speed. up the rate at which they

Lo . -

would reach insdlvency. Under present conditions, the calculated interes:t - >

-

short-fall on agricultural loans for the United States.is approximately $2.2

e

billion. .Reducing the rate of return by one-third (from six percent to four

percent) and increasing the interest vate by two percentage points (from an

L4 N ) aw
. *
- ' #

¥

. “ ‘, | . \;l7y - N .
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average of 11 percent to 13 percent) on farm loans wbuld*guadrﬁple the cost

for solving the farm debt problem. _ T

RelatlonShlp ofigommodlqy,prlces to land values NN

R

A

Lower fa;m»commodlty prices would be expected to lead to a reductxon of

the'gﬁhce at which Iand‘ls eccnqmlcally\s@bpottabie.!*That wquld be the case

<

at least 1f potentuel investors had a permament eipegtation of lower land

-~

N S . . .
aw e N o . “
LR . N - t C . .
BN

" values. -

‘Iowa State University projections under an assﬁmption of éﬂlaoibushel

+
* - > e

. corn’ yield produce the figures shown in Table 6.

R »
\

- . N R
) . o B : " e
. -
a. . & v 3

: Table 6. Estrmated land values based on,income capxtallzatlonafor high grade
‘ land" assuming contlnuous corn.

- _— T =X T
- / . . . . .
.o Capitalization Rate
Corn =~ | Net . . ; Y.
price = . income 0.06 0.08/ . 010 - 0.12
N , . N )
2.25 54.05 900,83 675.63 540.50 ° 450,42
2.50 ° 89,05 1484.17  1113.13  890.50  .742.08 1 *
2.75. 124.05 ~  2067.50 - 1550.63 ° 1240.50  1033.75
3.00 159.05 . 2650.83 1988.13 . 1590.50.  1325.42
. O v - .

* »

Thus, with.an expected corm price of.$é.00, and a capiﬁflization rate df‘eigh;
pgggént,\lénd wouldubg etonomicallf suppo?table a£ 51958 ;er acre. If rhe
exgécted Erice for ;Srn Qere to deciine to $2;25, based on"inCOm; cﬁpitali-;
zation and under the same ass&mptions, the eéonomicalf} supportableaérice
would be $b§§c‘$6§5 per acre. It is indeed clear that.- land prices 4re linked .

to expected levels of commodity prices.

ALY

.
. L ; R .
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;1‘ Relationship of capital to labor

- z .

A subt{e but powerful shift in the relative.costs of labor and capital

‘ * +
.has occurred in the past decade that has important implications for rural
. - * * N .‘ f“"‘
education. In the 1970's and before, but particularly.in the decade of the
- Y N

? 1970's, the real cost of capital (the stated interest rate for borrowing less

‘the rate of inflation) was low, on the order of four percent or less, and in - *°

3 .

W »

\ ' - ' \ . ]
several quarters in the 1970's the real cost of capital was degative. Labor,

EN

on the other hand, was perceived-as high and rising in cost. The consequence
® . . > . + ., -

! was a substitution of capital for labor as larger capacity equipment was

.
LY

purchased and greater use was made of manufactured inputs.

A

By the mid-1980‘s, the~xelationship of éaﬁita}ﬁapd labor had changed

dramatically. The real cost of -capital had risen to 10 to 12 percent as the
tate of inflation had~déc1ined and interest rates for farm lending had

remained in the 12 to 14 percent ramge. At the same time, the cost of labor

was perceived as platéauing in cost if not declining. The expected outcome is
‘ R A : :

a substitution of labor for capital. The outcdme of ‘the changed relationship

< of capital and labor in cost terms is likely to .be greater use of labor in
agriculture, a slowing in the trend toward fewer and larger farms and a shift -
1 . v - " i
toward less costly machinery and equipment. '

»

®  Possible scenarios . \ \ .

-

Undoubtedly the\most'cruci§l question in framing solutions to problems of .

farm debror distress is what can be expected over the next two to five years

® with respect to-—(1) interest rates, (2) farm ‘income and (3) strength of the

= -

general economy both domestically and world wide.- Substantial uncertainty
N A N ]

surrounds each of those variables. For purposes of discussion, four scenarios

-~

@ are identified. . ‘ \
\ %
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1, Continuegl high real interes? rates, possibly tising over.the near

term, with stable or sh}k\tly lower f'arm commodlty prices. At some point, -
LY N

T -

g high interest rates will choke off econamlc act:.vu:y 1n the general ecogomy
<* N I “ .
“ 4 . with a recessio?x resul ting. A.decline in private sector borrowing ‘shoxild
f & weaken? inter:.est z';ates. L ' . - '.:.
L X } "~ The value of’ the u. S \(%0.1182 relative to other cgqrencies, presently
' high by historical standards, al though down from late\Februar;,\1985 could
. declme sharply because of the effects of the record-settlng trade def1c1t i
e (expected to total $130 to $150 blll).on for the 1984~85 fiscal year and could
$c1imb to $160 billion in the 1985-8;5 fiscal year) and a dec;h.ne in’ interegt
‘ .~ rates domestically. '\l'hé%tesulc pregsmab_l'y would be “increaéed exports with a
@ .3 h

positive effect on farm income. ‘ .

» LN * . N N d . N
3. The Federal Reserve, concerned about economic pressure on Third World

debtor nations {(over $900 billion owed, much of the total to U.S. financial

° S -
) 4

institutions) and pressure on _some sectors of the U.S. economy might relax
. 3 A !
. credit controls with.an increase in the money supply and resulting higher’

’ .
rates of inflation. After some lag, farmland values would likely be affected.

- K ) N - N . L LY
. * -
.
>

Howe;rer, it ,is unclear in a world of deregulated financial markets what;the ’

¥
+

. * impact would be on real intergst rates.

)

o~ N

4. 1If high and rising interest rates cause Third World natioans to

® ‘ :
.default on their debt obligations, an interrfational liquidity crisis’ of major
A proportions could occur. The effects would be highly destabilizing within and
® without the United States. 'Qbviously, every effort will be made to avoid. such
. . a financial catastrophe., The probability of such a default would seem to be
: NN ) : . * : : 3
. - ta
quite low. = .
B . . > . N
o . .
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.problems of Third World Countries in meeting commitments to service their

“

vy o 18

- * -

Global implications\ ‘ Wi

»
>

Efforts to make U.S. agriculture more competitive on 'intervational

Al

‘commodity markets should be evaluated also in terms)of‘likely ﬁnpacts'oﬁ other
coun?ries producing agricultufal p(ggucté, particularly Third World countries

N A3 * ’ » . N
and or importing nations and consumers. An aggresskve program to move larger

~ »
-

quantities of U.S. agricultural products into intgrnational trade channels
. de

M N

could be profoundly destabilizing for ‘some Third World expofters of .

agricul%ural commodities. Such a move could, for example, exacerbate the

3

4

-

‘large and growing debt burden. Quite clearly, the analysis of the effeéts_og‘

N %

changes. in U.S. farm policy should be global (n scope and comprehensive in *
; ‘ - : N

“nature with-emphasis on general equilibrium outcomes as well as on the U.S,

economy. The $140 to 150 billion trade deficit is a’ hidden form of foreign
aid. Unfortunately, only\about 15 percent °§ the U.S. trade deficit was with

Third World debtor nations in 1984. In 1980, the.U.S. ran a small surplus

. \
($293 million) with the same debtor nations.”

. II. Implications for Rural Education

-~

Economic and soeial change has been the Hominang force affecting the
structure of rural education this century. This is the supply-side of rural
education--including the delivery and financing of education in rural areas.

~ N ’
Economic and social change has had some, but probably less dramatic, influence

>

on the nature and coutent of rural area education. This is the demand=-side of

>

rural educarion. The wrenching e2ffects of change now being visited upon

agriculture and rﬁralhareasfpromise to impact substantially both the supply

23

and demand aspects of rural gducation. . .« -

. R . X 1 =
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Demand for education in ‘rural areas .7 , g \ N

* * . »
*

Certainly one,of the most significant shifts in the demand\fog educatioh
in ¢ural areas over the ne%’rzive years, and possibly over the next”ten year§;

w et

'is adult educatidn for’the one~third or’more of the farmers natienally who
. o \l

= - -t -

i

will be unable to:sufviyg financially unless—-(1) farm incomes rise
substantially, (2) real irterest rates decline significantly gf (3) major .

public-sector intervéntion efforts are implemented to stabilize the

N [
~

agricultural sector. Of those three possibilities, .the latter appears to be

the mogs\probable. Al though a substantial number of those 'leaving farming for
‘financial reasons and::heir\spouseé'will undoubtedly not receive additional
vocational or technical education, the employment'opportunities will be

-greater and th€ compensation levels higher for those with marketable skills in

¥

the non-farm world. .- ‘ v .

-

In an Iowa State University study of those léaying farming for financial
reasons in 1984, 12.8 percent of the husbands ended Q% wbrking on a local

farm, 25.5 perceat were employed in a local agri-business firm, 31.7 pé?ceﬁé
. N - ’ k]

wvere working“locally n a non-agricultqrally related job, 14.9 percent were
unemployed and 2.3 percent were working "out of town}"lp With respect to

the spouse’s employment statas, 43.7 percent were in the same job outside the

il -

& ) '

were not working .

home the 3pouse had while they were farming, 35.1 percent
. . A g

after the shift in employment and did not work outside the home while they

were farming, 5.8 percent were not working after the shift but did before and
4.7 percent were working after the shift but did not before.ll 'In all

>
A

“the pace of off-farm movement quickens, the emplovment’

A 4

.likelihood, as
e
opportunities locally will be fewer in number with the result that the

proportion leaving the local cofmunity will increase. A relevént question

v

that will become even more relevant as the numbers leaving the local community

*
-~

g2

LY
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. 20 =
N

.\, ’ : N ‘ R ) i \
. increase is whether additional adult educatiom should be provided by»the logﬁl ”
M w . ) . » \‘ * ~ ’ )
R community ot by the receiving community. This question is more important the
}
° | . - r
greater the amount of\local subsidy in the educatiqpal effort. This is, of
) course, a strong argument for aggquéte state and federal fundimg of‘such -
- Ny
! progréms Because of the uncertalnty 1nher?nt in mov1ng out of the local
® ‘ : ~
communlty wlthout,marketable skills, a strong argument can be mdﬁe that
) vocationally oriented adult educatio programs should be provmded in the local
) - Y ) ‘o * - .
community or within commuting‘distance. Certainly this situation will create
e R .
1mportant Opportunltles ? post-hlgh school vocatlonaL techn1ca1 1nst1tut1onsf
\-}‘ ’ ‘\ LY
to increase their:lével of service. v
: d
As shown‘in Table 7¥{2 57.6 percent Bf\those leaving farming'in 1984 ~
' - () - ‘&. !3?::“ . ) o -t ' )
Table 7. §§rmer Age by Current R931dence Status. : + 4
‘ Moved to Nearby Moved out > ~
@ . In Same . Town or Rural of County, Moved Out . PRow -
Age . Lo House Regidence In State’ - of State 7 Totals
age . ouse
< 35 39, 3 .. 1319 110 k
(8.32) (8.10) . (2.77) . (4.,05) (23.5)
° 35-44 S 72 W48 16 24 . 160
‘ (15.35) (10.23) ~ (3.41) "(5.12) (34.1)
45-54 71 26 . . 12 | 121
C(15.14) . - (3.54) (2.56) (2.35) (25.8)
@ 55-65 46 15, . s 6 . Y 2 -
: (9.81) . (3.20) (1.07) - (1.28) (15.4%)
SN . ) o v s
R > 65 2 B 1 e 1 ‘ 2 | 6
® Total 230 " 128 L 47 62 P
\ - (49.04) (27.29) (10.02) (13.22) A
Frequéncy ~ 469
(percentage) ‘ ) N (100.007"
A J
® Source: Otto (10).
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« for .financial reasons !wgr“e under .the age of 45. Only 16.7 percent we\:e; over
- ™ . < - . . ¥ ) N N

~age 54. Thus, a‘high percentage of the individuals involved are sufficiently -

»

N . youn&‘forfadditional-educational investment to be etoppomically justified Ya

» h‘ > Y - - ;
terms of ¥tobab1e‘years in the work force. - v .

“

N Y.

The massive ‘adjustmeat taking place in agFiculture will also affect the «
® . SR \ -

' "‘-. ~ » M » - - * AR : il
o demand for educational services for adults rempining in farming. The economic

enviromnment for at least the rest of this century is likely to place heavy
| emphaskb ﬁbﬁﬁ the n??‘:ffff'<1) high levels of management skills with an
. . . * N ) R ‘ 7’

understanding of risk management and international demdnd and supply factors

affecting agriculturel commodities; (2) a' thorough knowledge of the cost .
. e

. structyre of agricultural production; (3) financial management with close
: . an . A
@ ) \ \ ~ |
. * attentioun to the consequences of wide swings in interest rates, rates of
inflation and rates of return on farm assets; (4). financing arrangeménts for

the fanﬁ'business in the face of potential instability of sources of debt and

equity capital; (5) utilization of non-farm sourced equity capital; and

»

> (6) marketing skills as progressively less price protection is provided by
government price and income support programs. The current financial travail
is likely to call into question the historic pattern of financing family farm

' operations with owner-accumulated equity ¢apital which aésures'gconomic

g

® - vulnerability for at least the first decade of existence of firms and means .
N N “ * N -;\ i a d
that younger operators are likely to be disproportionately imPacted by periods

A >

of protracted economic adversity. As agriculture emerges| from the troubled . .

® 1980's, the use of borrowed capital is almost certain to xé viewed more

~ N

critically khan“was the case in the.1970's with larger built-in margins for
financial saféty in financial planning. Hopefuily, what will e;erge will be
@ . systems of long-tgm rational financial-management with the parameters c:»/f the
financial‘panagement\fystems more independent of the cur%ent economic
v~ .
’ .

. o . ‘
» “ - T 24 : )
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environment than has been the case in recent decades. Clearly, the educa-
. b N . :
\ tional system bears a responsibility to see that decision“makers are fully
. - - 7 ¢
® . . . . R . ) c, R
~ apprised of bounds of decision making propriety 1n a world of economic
v tainty - g / ’ o
unce . .
. ncertainty o ) . >
; - \( The current financial crisis in agriculture is likely also to gfféct the
° . \ X

demand for educational ,setvices for farm and rural area youth. Those leaving

: ' \ . , ‘ .
agriculture. for financial reasons tend to be younger (average age of 42.1 in

2y i
-~

the 1984 Iowa survey)lB with an average of almost two children per

‘ ' < LY
familyu’ as shown in Table 8. Ounly 24.4 percent of those leaving farming
» had' no children under age 18 as shown in Table 9.13, ‘
@ . Table 8. Summary Statistics of Iowa Farmers Quittiné for Rinancial Reasoaus
“during 1984. ‘ :
\ ' \ C ~ 1982 RS
‘® P . Mean Std. Dev. N (Ag. Census)  Survey
Husband's Age 42.1 10"’ ; 482 47,6 54
‘Number of children 1.8 1.4 3 476 ‘ o
° Year§ farming J17.8 10.7 481 19.9 .29
Acres farmed 401.7 266.3 449 . 7283 447
. %ourcea Qero (10). - - | ~ .‘ .
) . LY ' ) ' = \ N \
. i ~ ) . - .
R > “ \ . » . N R \ R ?
' Table 9. Number of Dependents under 18, Co . :
, No. Of. . . ) ' '
{ Children _ Frequency W * ~ of Total
' 0 116 / | o 244
1 A 68 14.3
.2 138 33.2
S . 81 o 17.0
4, - 37 . ¢ TR - 3
o 5 6 R 1.3
6 . 9 S 1.9
* ’ ‘ o \7?
Source: Otto (10). . . . -
. “ 3 , T
‘; ‘ 25 :
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- " The reduced numbers of children in grades K.thorugh 12 will alter the supply

X characteristics of educational deljivery systems as noted in the next section.
* N ] ’ N
Youth wanting to enter farming can anticipate a more, demanding economic = -

> Y
-

- . senvironment than the A960's and 1970's with more formal education xieg’ded to
: master the neccesary technical and management skills needed for economic
. Y . N :

LN . . . T
survival. Children in rural. areas not wanting to farm will need the

-

-

vocational bupyahcy and mobility that can come from formal educatlon in making

.

o - a successful entry into the. non-farm world of work. .Children from families”
‘ suffering economic di‘splvacement because of the current financial.crisis in
- | . N \ - w « B :w

agriculture are likely to see a brighter future without agriculture than,

within.

4 Forces affecting the supply.of education in rurﬁjreas

»

Al though educational systems to date have been only modestl’"yaffgc&tegi.by.

N

. . N .0 . .o
the economic trauma affecting:much of agriculture, successive waves of .. ;
. A 4 N . .

¢ "adjustment are almost certain to affect--(1) \the scale of gducational.delivery:
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systems, (2) the way education is financed in rural areas, (3) the range of -
educational services available; .and (4) the willingness and ability of Iocal
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districts to provide levels of educational services justified by overall
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sociétal benefitf and cost.’ . - .,
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® With much of education in grades X-12 and post-high school vocational-
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tachnical education dependent upon local property tax revenues, the first wave .
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v of adjustment is likely to stem from interruptions in the flow of property tax
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® Z~ revenues. Two recent surveys is Iowa indicile 2. shirp-rise in delinguency
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rates on real property cagte‘s which were due April 1, 1985. A state-wide
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survey by the Des Moines Regpster shows that nearly eight percent of ‘the $1.6
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@ billion if property taxes levied in.Jowa during the 1984-85 budget year wete.

unpaid as-of May i, 198.5.16 The deli.nquen_d;wate\.by county ranged from a .
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low of 1.5 percent to a high of 25. 6 percﬁnt.?'ﬂhe Iowa State University Farm
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and Rural Life Poll taken of a randam sample ‘of farm respondents in March and
X Qﬁ ‘.' - .
April, 1985 rgported that 10 per¢ent of the respondents had beg upable to
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. pay property taxes.17 The land stands as securlty for evenbual payment of
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the property taxes assessed but nonpayment 1nterrupts the flow of revenue for
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wil] be felt by countles *%it s, school districts~and~other*local
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overnmental unmts dependent upon pr%gfrty ‘tax revenues )nypichlly,\school
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dlstrlcts~are budgeted tlghtiy Zenpugh that“;nterr&ptlons of _the magnltude
* : Y \!3. »\ w\ i, o &
suggested wzll t¢qu1re Bndgetlng adjustments.\.. S f{g§\- : Q .

.\ 4

The second que Oﬁ adJustmenﬁ will relate to the capac1ty of the local
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peripds ranging  from a few weeks' to several months. The effects of nonpayment’

communlty to support,educatlonal servzce and other’costs of local government.,
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As farmers reach 1nsolvancy and as . suppllets and qther merchants cease doing
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business, the emplpyment base of many rural communltles will declike W1th
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further economlq ad;us%ments iln school dlstrlcts. In Ehe 1984 Ivwa State
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Unlver31ty study, 237 3~percent of the Iowa farmers qu\: iég farmlﬁg for

N \‘\ -. C- ~

. ®
financial reasons mowgd ouc of- the couﬁty‘ 18 . Of'!hat gfoup, 13.2 percent
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. moved out of state. Decllnes in school census w111 lnyolve reductlons in
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state level financial assistance “to Iocal school dlstrlcts unless major '

‘l

adjustments are made in aid distribution fofmhias‘ The éharp dnop 1n values
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~ of farmland and values\of machlnery ‘and, eqq;pment in rurai ‘areas relates to a

reduced capacity to support public serv1ces, 1nc1ud1ng educatxon, and mav ‘lead
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to a shift of the ptoperty tax burden ' to nonagrzcultural property Wlthln
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taxing districts. o do v
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o For states which are heavily agricultural, attention should be focused

»

soon on-plans for assuring that educational services adequate for local needs,’
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quantitatively and qualitatively, will be available through the remainder of
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this centuryk Under the new e<_iucati0na1 calculus, a reduction in federal :
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: support levels Eor educatlon can be ant1c1pat:ed at leasg in the near term,
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) with a dnnmlshed capac:.ty in local areas to prov1de educatmnaL services.
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Pressure is hkely to become mtense at the state level for reallocatlons of .

~public zesources for all pub].lc servu:es affected by the twin forces of~
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reduced federal fundz.ng and dlmlmshed local revenue generatlng capaclity. .
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" Greater reliance on, income and sales tex revenues could be expected in dny
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: . event in an economy that is becoming more service oriented. That trend is
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likely to be accelerated in rural areas as states come to accommodate the
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economic forces set in motion by the‘ financial problems facing agricuiture'.'
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e The willingness of local dzstr:.c:s to provxde educanona]: servu:es may '
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also be adverselv affecg by the negative psychology usually accompanylng

dlmmlshed economic v1tallty. Those remaining in local communities,
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,“ : d1Spr0port10nate1y the older and the more cautmus and con‘servatlve, are
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pefhaps less hkely to provxde strong leadershlp for mamta:mmg levels of
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’educatlonal services. Moreover, rational decision makers tend to discount in
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.‘ - the face of uncertainty and many rural-area communlnes ‘are llkely to face a
- §reat deai of econ,omxc uncertalnty for the foreseeable future.
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® . Those charged with managing and fadminist\ering educational programs in .
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rural-areas are approaching a task of herculean proportions: recomnciling
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,ungprecedented demands for educational services on the one hand and carrying
odt programs in an enviromment of diminished local capacity to support
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established levels of educational services on the other. Without much doubt,
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well planned and delivered educational services will pay handsome dividends on
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a benefit-cost basis, But new strategies will be needed as shifts occur in
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funding patterns and in ‘supportive leadership in rural areas. The challenge

’_ ‘to prof;zssmna-l ‘educators at all levels will be’awesome. . In the words of the
“‘\ - nobel*wumlng Amerlcan ph\,(SlClSt, Albert Abraham ‘hchelson, who Spent over SO
o ). years studylng the b!“obleq;,s £ hght and who received the 1907‘ Nobel prize in )
? ph‘ysi«s, "mj;v greatest inspiratign is a éﬁallenge to a;ttem%?t the impossible." v
" ) Whilee I would certainly not cast L\hs prvoblems of‘;ural areas education ih t:he
! realm c:f the iﬁpossible, there will ;kely be tlmes in the next ‘decade when
. - . | educ ators c~ou]5d be readily coavinced \tha \”such? ‘in fact, was the case; »
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