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Farm Spending and Local Selling: How Do
They Match Up?

John W. Chism and Richard A. Levins

Twenty years ago, rural sociologist
Walter Goldschmidt predicted that
“_, . if the production of agricultural
goods is to bécome increasingly large
scale and corporate dominated, roral
communities as we know them will
cease to exist.” While perhaps extrems,
fhis view persists today in many pasts
of Minnesota. Small towns are better
off with smaller farms in their country-
gide. But is this view supported by
sesearch?

In this article, we present evidence
that farm size and support of local
businesses are indeed related. Our data
also indicate that small towns looking
to agriculture for sustenance shouldbe
at least as concerned about the enter-
prise mix of surrounding farms as they
are about the size of the farms.

The Study

‘We analyzed the specific speading
patterns of 30 farmers selected from
the membership of the Southwest
Minnesota Farm Business Management
Association. Their farms were similar
in size and enterprise mix to other full-
time farms in the region, and each had
a detailed farm-record systemi that
sllowed an item-by-itern analysis of
19972 farm expenditures. For one-time
expenditures on capital items such as
equipment and buildings, purchase
records for the previcus four years

were averaged.
so imterviewed each farmer
indj aly to gain their perspectives

e
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on local spending pattems. Farmers
penerally responded that Jarger farmers’
were less likely to spend locally. The
reasons many gave in support of their
opinions seemed compelling. For
example, respondents thought that the
more inputs a farmer purchases, the
higher the total savings for a given per-
unit price break becomes. Larger
farmers, therefore, would have more
incentive to search for such financial

- savings in non-local markets. Respond-

ing farmers also said that operators of

the largest farms were often able o
devote more time to such management
activities as shopping around for
volume discounts. And, in some cases,
the largest farms were said to require
various specialized inputs that were
simply not sold--at any price—within
the local area.

We wanted to know if our surveyed
farmers” spending actually supported
these notions about the effects of farm

(See Farm Spending page 2)

Changing Fiscal Patterns
for Minnesota County

Governments

Beth Walter Honadle and Yin Wang

Minnesota's 87 county governments
provide medical assistance and income
maintenance for low-income individu-
als, varicus social services, public
safety, property tax assessment and
collection, state licensing, road and
highway maintenance, solid-waste
management, judicial and correctional
services, and law enforcement—as well
as other public services.

Many of these county services are
mandated by the state and federal
governments, and county governments

~ must provide them regar&less of cost.

Beoause the so-called “unfunded
mandates” are increasing and because
public demand for additional county
services, especially public safety,
sanitation, and health, are also mncreas-
ing, fewer funds are available for local
discretionary purposes.

The ability to finance local services
obviously hinges on the county govern-
ments” ability to obtain revenues.

(See County Governments page 4)

Beth Walter Honadle and Yin Wang are professor and research assistant, respectively,
Department of Agricultural and Applied Economics,



19-20-2008  13:58

(Farm Spending continued from
page {)

size on local economies. We examined
two indicators: (1) total Iocal expendi-
tures made by each farm and (2) each
farm’s per acre local expenditures. We
defined “Tocal” as a 20-mile radius
around each farm. This definition
seemed reasonable to most of the
farmers.

Results

Table 1 summarizes our principal
findings. On the average, about twa-
thirds of all farm expenses made by the
30 farms were local. But that number
kides tremendous variation among
individual cost categories. Livestock
purchases were lowest at 11 percent
local, while some other categories
topped S0 percent local.

We also found large variation in total
local farm spending on a farm-by-farm
basis (figure 1), One farm made less
than one-third of its total purchases
locally, while another made more than
u?2 percent locally. The other 28 farms
fall within this range.

As we suspected, farm size helped
explain this variation in local spending,
The percentage of total local expendi-
tures by the smaller farms was often
twice that made by the larger farms in
the sample. But a different picture
emerged when the per-acre local
spending indicator was used: local
spending increased as sales volume
increased. The larger farms spent so
much more per acre that, even when
adjusted for a lower percentage spent
jocally, wtal doltars per acte spent
locally went up. '

Table 1. Propartion of Expenses.

Made Locaily by Category
Expense Percant Spent
Class Logally
Livestock Purchases 11
Faulpment and Buildings 53
Crap Chemicals 98
Crop Fertilizer a7
Feed 59
Gas, Puel, and Oil 85
ingurance 390
Interast 86
Labor a2
Mise, Expanses 66
Aspairs and Operations 84
Rant 77
Sood 89
Vetarlnary 65
Average 66
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We further analyzed two subgroups
of the surveyed farms: the 10 most crop
intensive and the 12 most livestock
intensive. Sales volume and the amount
of livestock produced were highly
correlated, with the largest farms
deriving almost alt of their income from
the sale of livestack,

For crop-intensive farms, we found
only a very weak relationship between
sales volume and either of the local
expenditure indicators (figure 2a). This
suggests that as crop farms get larger,
they replicate the expense patterns made
hy the smaller farms they replace.

A completely different story
emerged for the livestock-intensive
farms (figure 2b). For these farms, the
percent spent locally declined dramati-
cally with size. However, the relation-
ship between sales volume and local
spending per acre (which we don’t
graph here) was relatively flat. It
appears that livestock operations spend
a cerrain basc amount locally, whatever
their size. As operations get larger, any
additional spending occurs ouside of
the local area.

Further evidence for the difference
in crop and livestock farms is shown in
figure 3. Crop chemicals, crop fertilizer,
fuel, and seed—inputs closely identified
with crop production—were all made
locally at Tates of at least 85 percent. On
the other hand, two of the largest
expenses for livestock producers,
livestock purchases and feed, were
made locally only 11 and 59 percent of
the time, respectively.
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What’s Going on
Here?

Crop Farming

The very nature of crop farming
might lead one to anticipate results like
those found here, As crop farms
expand, the same basic inputs of seed,
fertilizer, and chemicals are required,
With respect to equipment, the few
dealers who continue to do business in
the areas studied have access to all
sizes of farm equipment, not only those
suitable for smaller farms. The impor-
tance of timely repairs and warranty
coverage gives strong incentives to buy
cropping equipment locally.

While we did find some evidence of
larger crop farms buying “direct” in
large encugh volumes to gain discounts
for some of their inputs, this was not as
common as we otiginally thought it
might be. One reason could be that bulk
handling requirements rule out large
fertilizer deliveries to those without
aceess to rail sidings. Thus, local
supply dealers with rail access, storage
equipment, and handling equipment
ean continae to be competitive, Also,
incal businesses that offer timely
application services (such as chemicals)
seem to be particularly well sitnated.
Even large farmets often have dilfi-
culty meeting legal requirements for
applying many of today’s chemicals, so
they continue to use the services of
local businesses.

Livestock Operations

Things are different for expanding
livestock operations. Rarely will their

Figure 1. Distribution of Local Spending Proportions (30 Farms)
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#agum 2a. -Local Spending Patterns of Crop Farms Were Not Strongly  operaters be able to find a local con-

“Linked to Farm Size. struction company capable of providing
100 T the Jabor, supplics, and design expertise
. . required to build modern livestock
o 0T . - I Sl —— facilities. Specialty equipment also’must
B 80 ————d e Best Linéar Fit often be accessed from distant mer-
8 n+ . chants. In many cases, even the most
E gt : basic input, feeder animals and breeding
& i * stock, cannot be supplied locally in the
ﬁ 50 _ quantities and consistent quality
o 407 . required by large producers.
B 50 - In addition to these potential losses
g 20 + for local businesses, larger livestock
& 40l operations often find it economical o
0 : , . ~ process their own feed with on-farm
: ‘ : ~  equipment. This canses losses for local
® & g g = 8 2  comumunities not only in the primary
Gross Income (thousand dollars) feed ingredients market, but alse in
, antibiotics, protein sources, vitamins,
) and minerals, all of which lend them-
Figure 2b. The percentage of Local Farm Expenditures Made by selves to discount purchases from :
Livestock Farms Falls Sharply as Farm Size Increases. distant dealers.
100 1
il ) . -
2ol TUmle ™ . Limitations of
& L e the Study
pot 50 & . . - ~ The data presented here are incom-
E. ~ plete in at least two ways. For one, we
tn 50 T . e . took the address on a check to be the
& 40+ ¢ - indicator of whether an expense was
% a0 + BestLinear Fit =~ .. loeal or not. In some cases, the address
§ ~~  was a local farm supply store; in others,
5 207 ' it was a local representative of a non-
16+ 1ocal seed company. The degree w
o ) . . . ) , , ~ which ox:;i t};pe of expense ;:Snwibnms
i ‘ ) ‘ ) i ' ' ' ' more to the Iocal economy than another
° .8— % % § % , % ?. § §, }  needs further study. A second possible
- ~  shorcoming is that we did not analyze
Gross Income (thougsand dollars) personal expenditures by farmers.

Figure 3. Total Expenditures by Category: 1992

B Local Spending [ Non-lLocal Spending

1,400 7
1,200
1,000 +
800 1|
800 T .
400 ¢ i

200 + a

Total Spending (thousand doliars)

o B k. k7] B B A o bl
BEE.! 4 ¢2 F 35 1 § % gf g8 & i OE
24 85% §k OF g2 3 E E§ 2 5
E5 5 B 8§ b @ = i) 3

Expense Categories

g



10-20-2008  15:58

Perhaps farmers spend money differ-
ently than do their in-town counter-
parts, or perhaps larger farmers spend
differently than do smaller farmers.
This, ton, is a possible area for further
study.’

in Brief

Thare seems to be more © the farm
size story than sales volume alone.
When sales volume increases fora
given number of acres, the most likely
reason is that farming is becoming
more livestock intensive, The shift 10
livestock may have potential benefits
for local economies. However, as

From-APPLIED ECON

812-625-6245

livestock-intensive farms expand,
community businesses may have
difficulty capturing the additional
dollars.
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(County Governments continued
from page 1}

Property taxes are the main Source of
county government revenus, but they
are increasingly unpopulat, The
other major revenue Soures,
intergovernmental aid—uansfers of
funds from one unit of government 10
another—has declined, particulatly
from the federal government.

This article examines parterns in
county revenues and expenditures from
1985 to 1991, Most of the revenue and
expenditure data we provide hereis a
statewide agpregate; for any individual
county, financial trends may vary
significantly. To illustrate, we: also
examine the finances of Wabasha
County, chosen because it is the site of
a Minnesota Extension Service pilot
project in public finance education.

The analysis for this article is based
on revenue and expendiiure data
reported annually by the county
governments to the state auditor, The
most recent year for which data are
available is 1991. All ume-series are
presented in constant 1991 dollars, to
mask the affects of inflation.

Overview

County revenues over the 1983-
1991 period are characterized by
relatively heavy reliance on propesty
taxes and intergovernmental aid (mostly
from the federal and state govern-
ments). Over this period dependence on
property taxcs inereased slightly while
intergovernmental aid declined. Direct
grants from the state government
increased as & proportion of

intergovernmenial aid, but still declined
as a proportion of total county revenues.
County government spending for
this period has been concentrated on
huran services, followed by general

"government, public safety, and high-

ways. By 1991 public safety had moved
into third ptace, overtaking highway
spending as a proportion of total county
spending.

Revenues

County governments administer
many programs of direct interest to state
and federal policymakers, especially
human service programs. Counties
receive major intergovernmental
financing for some of those programs.

Table 1 presents proportions of total
county revenues from all sources
(except borrowing and the operations of
county enterprises). In 1985, 53 percent
of Minnesota county governments’
yevenues were from imergovernmental
aids with the rest ratsed by the county
(own-source revenues). By 1891 the
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picture had reversed with 54 percent of
county revenues coming from county
sources. Most of this change was
attributable to a drop in federal grants.

Own-Source Revenues

Own-gource revenues for Minnesota
county governments come from property
taxes, service charges, interest earnings,
and fines and forfeits (in descending
order by their contribution to the whaole),
as well as miscellaneous other $0UTCes.

Property taxes grew from 32 percent
of total revenues in 1985 to more than
36 percent in 1991. Despits the growing
unpopularity of the property tax, county
governments continue to rely heavily on
thig, their only tax source.

The unpopularity of property
taxes, along with the decline in _
intergovernmental revenue, has led to
greater reliance on user charges. User
fees and charges are the fastest growing
source of locally raised revenue. They are
“yoluntary” fees (as opposed 1o taxes) for
publicly-provided goods and services,
inclnding rental of government buildings,
road and bridge services, and recreation
fees. As a proportion of locally raised
revenoe, user fees and service charges
grew 3.1 percent per year over the period.
Due to a drop in othet revenue sources
such as intergovernmental grants, user
fees and service charges actually grew by
5.2 percent per year, measured ag &
proportion of total revenue. Minnesotans
were paying $32 pet person on charges
for county services in 1985, but paid
$46 per person in 1991.

Intergovernmental Revenues -

Tn 1985 more than half of county
revenues came from intergovernmental
aid. At that rime almost 19 percent of
total revenues came from the federal
government and 33 percent came from
the state, Revenue from the state has not

Table 1. Minnescta County Revenue Sources as a Percentage of
Total Revenues: 1985-1991

1985 1986 1987 1988 1989 1960 1991
Own-Source Revenues . '
Praparly Taxes ) a2 a6 a6 35 34 36
Savice Chargas L3 5 ] 7 7 7 7
Irterest Eamings 5 4 3 3 4 4 4
Finas and Forfeits H 1 1 1 1 1 1
Cthar 4 11 § 5 4 4 G
Total Own Source 47 53 51 52 51 50 54
intergovernmantal Revanuag
State Grant a3 30 a2 32 33 34 az
Federal Grant 19 16 16 18 15 15 13
Local Unlt 1 1 1 1 1 1 1
Total Inbargov. Rev. 53 47 49 48 49 50 46
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