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FOREIGN DIRECT INVESTMENT IN U. S. FARMLAND

Gordon C. Rausser and Andrew Schmitz*

ENT in U. 8. farmland, a current concern across the
nation, has often been given sensational coverage in the press. Stories
abound of wealthy foreigners gaying_ for farms with briefcases filled with
cash. In response to the concern wex forfe:i‘g;i/iﬁvesmég 25 states have
passed legislation which limits or pmhlbz,ts mesz.ﬁent aliens from buying
farmland.] Congress has requested the General Accounting Office to deter-
mine bow much {J. S. farmland is owned by fores.gners.

The growing eemaexn ‘over such’ 1%8%3&%’:5 iaas been mtwatad, in @ari:, by
a host of charges, few of which have been substantiated. Sme of the contra-
dictory charges include foreign owners "overutilizing® land with no desire to
maintain or improve social conservation; yet, it has been argued that such
lands are currently less productive and thus presumably mder‘utilizeé‘. The
_majﬁg: concerns, hwever, J:elate to the mélrecf: affeci:s m’:‘ fore:.gn farmlané‘
investments on the {@} efﬁtry costs tc potantia}. fmm, {n} gmwmg ext;ent

of absenme mrsmp and the émmptlm‘ mf the traditmaal amm be:
mersh:tp an& @ratmn, and (13,i} economic well-] -

In this settmg the purpose of this gaper is to pmw,de a bmaa czvervzew
of the issues surrounding fare.;gn purchases of U. §. agricultural land, e
begin our examination with the extent of foreign ownership followed by a re-
view of recently enacted legislation at both the federal and state levels. In
Section III, foreign investment is placed in perspective. A number of major
as well as minor incentives for invastment in U. 8. farmland are addressed in

Section IV, while the pﬁtents.al wpacts of f{}relgn mvesmnt are treatea in
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Section V. The concluding section offers suggestions for future policies,
especially at the state level. The major theme of our investigation is that,
despite inadequacies of available data, much can be learned by delineating
major as well as minor incentives for foreign investment in U. S. farmland.
Only by isclating such incentives and by placing foreign investment in the
proper perspective can we hope to mitigate much of the controversy that has
arisen on this subject. The resolution to the controversy provides the oppor-
tunity for enlightened policies at both federal and state levels.

Data on the extent of foreign ownership of farmland by foreign investors
are scanty. The U. §. Iaepa:ctmemt of Comimerce snrvey m 19’?5 suggests t;hat
foreign ownership of U. §. farmlané‘ is minimal. 2 Ehe mpartment surveyea
some 6,000 foreign individuals and companies with investments in the United
States and found that their acreage totaled about 4.9 million acres. As
Nuckton and Gardner point out: ®Even if this were all cropland—-which it

isn't~-it represents less than 1.3 percent of the nati-@n‘s empﬁ;am base;,of

385 million ac:res.”s a:rthermre, as mﬁerlmh suggests, evan 1f ‘the

and foreign private U. S. mﬁhcldzings.‘;’

As discussed later, it is important to keep in mind how much U. S. farm~
land is bought and s01d each year and the percentage of this total which is
made up of foreign investment. As Fletcher and Cook point out, the United
States has slightly more than 1 billion acres of private farmland, but only a
fraction (2 to 3 percent) normally comes on the market in any one vear.>

Also, foreign investment is less than 30 percent of this yearly total invest-
ment in U. S. farmland.®
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Table 1 illustrates the most recent data on the extent of foreign owner-
ship of U. 8. agricultural land (alsc see Appendix Tablez 1-4). ¥Foreign
ownership represents less than 5 percent of the total U. 8. agricultural land.
However , as of October 31, 1979, the m ,reperts? that foreigners owned
5.2 million acres of 1. 8. agricuitm:al land, which is still less than 5 per-
cent of the privately owned agricultural land in the United States. Roughly
85 percent of the foreign-owned land is held in the form of a mrporatiﬂng
with the most type being a joint U. 8.-foreign corporation.

The largest foreign owners of U. §. agricultural land in order of size of
investments are: West Germany, Canada, and the Netherland Antilles.’ The
largest foreign owners where a joint U. 8.~foreign corporation is involved
10

are: the united Kingdom, Duxembourg, West Germany, and Canada.” West

Germany and canada together represent roughly 25 percent of the "a‘gric{iltﬂra‘l
land in the United States which is foreign owned.l!

Table 2 illustrates the use of U. B. agricultural land held by foreign
owners, By far, the largest average hold is forestland (roughly one-half).
Note that cropland represents only 17 percent of total acreage that is foreign

Table 3 1}1ustratses fcrelgn land’ :z:};j':: ‘ zmt;.ms by state acqtnt«eé éuz:mg the

rmm;hs of Eebruary mmh iapnl, and i&ay, 1979, ‘Iﬁaelargestmmt of land

was purchased in California, followed by Oplorado, Louisiana, and Tennessee.
California alone accounted for roughly 38 percent of the acreage, most of
which was held in corporate form. By far, the largest single purchaser was

12111

West Germany, accounting for roughly 56 percent of the ownership.
terms of investment in individual states, the relative megnitudes have changed
markedly. As Appendix Table 1 suggests, California was not always the major

recipient of foreign investment.




Table 1

U. 5. Agricultural Land Holdings
0f Foreign Owners by Selected States, 1979

Agricultural Land

Total Avea
State of State _ Privately Owned Foreign Owned
--~1,000 Acreg——-— Acres

Alabama 32,452 29,467 162,430
Arizona 72,587 10,983 71,558
galifornia 100,071 47,353 109,498
Colorado 66,410 37,527 132,137
Georgia 37,167 33,253 223,412
Idaho 52,913 . 15,166 6,534
I1linois 35,679 32,326 29,477
Indiana 23,102 20,909 5,335
Towa 35,802 33,912 12,699
Kansas~ 52,344 49,911 22,496
Louisiana 28,755 26,463 17,032
Michigan 36,363 26,117 5,489
Minnesota 50,745 36,204 16,101
Montana 93,176 54,189 147,630
Nebraska 48,949 45,397 26,807
Nevada 70,328 7,586 130,266
North Catolina 31,231 27,321 75,986
North Dakota 443,339 39,617 . E1,805
Oklahona 4,020 38,875 2,982
Grégon 61,557 25,685 166,168
Tennessee 26,450 22,901 285,775
Texas 167,766 156,768 161,951
Washington 42,605 23,028 35,327
Wisconsin 34,857 27,637 9,853
Total of

50 States 2,263,587 1,290,217 2,899,998

Source: U. S. Department of Agriculture, Economics, Statistics, antd
Cooperatives Service, Foreign Ownetship of U. §. Agricultural Land,
Agricultural Report No. 447, 1979, p. 4.




TABLE 2

Use of U. 8. Agricultural Land
Held by Foreign Owners, 19879

‘Humber of
A parcels
_Usage xeported . Acres

Crops 1,256 492,498
‘Pasture 724 698,029
Forest 1,429 1,289,572
fther ag?iggltnre 378 BQﬁ,Qﬁﬁ
Gthér nonagriculture 1,271 ’ 100,134
Not reported 26 14,160
Total 5,084 2,899,998

Source: U. 8. Department of Agriculture, Economics,
Statistics, and Cooperatives Service, B
ship of U. §. Agricultural Land, Agricul
No. 41, 19?9, g 12 '




TABLE 3

U. 8. Agricultural Land Acquisitions
of Forelgn Ouwners, by State
Acquired February 2, 187%-May 31, 1979

State o Acres _ Sﬁai@ . ~ Acres
Alabama 2,599 New Hampshire 443
Arizona 1,530 New Jersey 210
Arkansas 3,563 Few Mexico 1,870
California 59,045 New York 264
Colorado 13,101 ﬁaxthVﬁayﬁiina 1,868
Florida 2,368 North Dakota 216
Georgia 6,463 ﬁhie 2,606
Hawail ﬁ,BlG Oklahonma 392
I1linois v‘ 1,114 Oregon - © ;3
Indiana 237 Pennsylvania 261
Towa 1,749 South Carolina 3,310
Kansas 40 South Dakota 154
Kentucky 564 Tennessee 11,377
Louigiana 12,596 Texas - 3,980
xﬂé?yland l;éfi . fﬁéfﬁéﬁt i é§1~*
Michigan 48 Viegiata 2,931
Mississippi 3,970 Vashington 2,483
Missouri 215 West Virginia 1,889
Montana 5 Wisconsin 347
Nebraska 277 Wyoming 1,600

Total 154,432

Source: U. S. Department of Agriculture, FEconomics, Statistics, and Cooperatives
Service, Foreign Ownership of U. S. Apricultural Land, Agricultural Report No. 447,
1979, p. 17. o '
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Interestingly, as Table 4 shows, the largest purchases were cropland acre-
age {(roughly 59 percent of foreign purchases of agricultural land). Thus, it
appears that the composition of land recently acquired by foreigners is mark-

edly different from the composition of total-held foreign acreage (Table 1).

Although the extent of foreign investment is &mall but increasing, the

following observations have provided the basis for much alarmsw

1. Amrex, a 8an Francisco brokerage firm, reported that half of
its agricultural land transactions (about $50 million worth)
were made with aliens in 1977. It also ramalaé thai;

32 French investors had been ready to purchase land in the
California wine wmtry but cancelled orders when elﬁcmms in
the,ur country did not msult in a cemsw mb—Sociallst takemrer.

2. Some 50 fcz:elgn branch banks are now aperatmg in mwasgo and
handle investments from overseas.

3. imer. 1néastzz.es, Im., in Kansas e

th.u:d of theu: amual volume.

4. The 1976 annual report of Northern Trust, another management
firm, indicated that it manages 460,000 acres in 35 states for
foreign interests.

5. The European Investment Research Center of Brussels estimated
that Buropeans spent $80C million on myemcan farmland %n 1977.

Due largely to the inadequate data and information base on foreign invest-
ment in U. 8. farmland, Congress passed the Agricultural Foreign Investment

Disclosure Act of 19’5‘8,1'4

This Act, among other things, requires foreign
persons who acquiire, transfer, or hold interests in agricultural land to re-
port such transactions and holdings to the Secretary of Agriculture. This
information is then passed on to the various state govermments. The informa-

tion which the foreign person must submit includes (1) type of interest in




TABLE 4

Use of U. 5. Foreign Owned Agricultural Land
Acquired February 2, 1979-May 31, 1979

Number of
parcels
(ﬁsage répcrtgd Acres

Crops 118 91,699
?asﬁure 47 18,687
Forest 89 29,849
Other agriculture 37 11,618
Other nonagriculture 79 2,579
Total 370 154,432

Source: U. 8. Department of Agriculture, Ecomomics,
Statistics, and Cooperatives Service, Foreign Owner-
ship of U. 8. Agricultural Land, Agricultural Report
No. 447, 1979, p. 20. '
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agricultural land which the foreign person has acquired, (2) intent for use of
the land, (3) purchase price, and (4) amount purchased,

The laws governing how much foreigners can invest in U. 8. farmland vary
apong states. As 'i'ablﬁ 5 shows, 25 si:atas have o rest:mtams m alx.en
owmership of U. S. farmlané Elght of i:iae states which xesi:.r jet x;nv&stmnts

d =0 in a major fashion; Conne: ticut, Indiana, Rentucky, Minnesota,
Mississippi, Nebraska, New Hampshire, and Cklahoma. For example, Oklahoma
prohibits aliens from holding land unless they are bona fide residents of the

State. Tk also :céqus.res aliens todlspcise of all ér part of their landhold-

come U. S. citizens or residents
of the state in guestion.

mth few emeptmns, stata laws on- foze;gn 1mestment are beemmg mx:e
:cestrmtlve. For exanple, mnnesmﬁa amanéed 3.1:8 :i..aw m mai gmperty in 1977 -
to require that only U. S. citizens or permenent resident aliens can acquire
any future interest in agricultural Iand. Missouri amended its law on land-

ownership in May, 1978, to prohibit ronresident aliens from acquiring more

earlier on the extent of foreign investment are probably g;‘gsslg‘iwrate,

Many states do not require that the citizenship of the purchaser be speci-

fied. Moreover, as Nuckton and Gardner note:

True ownership can easily be émgus,sad in trusts, partnerships,
corporations, and proxy U. 5. individual owners. Tranquility
Modesta, Ltd., for example, has only one stockholder~{ilar Costa
of Uruguay. How can anyone tell who really owns the land from
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the county record of a corporate name? An illustration of how
complex a transaction can be and how great the effort to remain
anonymous might be, is provided by the sale of a 2,500 acre
Kansas farm: an wmnamed West German investor contacted a
Canadian realty firm, which contacted a Wyoming broker, who
contacted a Chicago bank, which employed a statewide Kansas
broker, who in turn found a logal broker. As another example: a
West Coast broker told of visiting an elite Spanish hunting club
where the men had hunted together for 15 years—vet not one of
them knew that each of the others was my client. They just don't
talk about it.

ITI. FOREIGN INVESTMENT IN F

In evaluating public policies directed toward foreign ownership of U. S.
farmland, it is important to have ciea;;::};y in mind the proportion of foreign
investment in U. SB. agricultijire(: relative to other mdustz: ies and the extent of
B. 8. direct mvestmant a,bmad. For example, in 1978 foreign direct in-
vestment in the Dnited States amoimted to $40.8 billion.l® 0Of the total,
manufacturing made up the largest component—$16.3 billion. Petroleum, manu-
facturing, trade, and insurance alone made up roughly 85 percent of the in-
vestment. BAs the data show, the amount of foreign investment in U. S.
farmland is small relative to the total amount of foreign investment in the
United States. __ -

Table 6 illustrates tbe mmt of direct investment hy fme:.gners in tbe
" mlted States ané the asmunt af Ii. 8. direct’ mvesbnent a:breaé The ‘amount of
U. 8. direct investment abroad is roughly feur tmes as large as direct in-
vestments in the United Stateés {ﬂ. 5. direct investment in Canada roughly
equals the total direct foreign investment in the United States). However,
note that foreign direct investment in the United States is growing at a much
faster rate than U. 8. direct investment abroad {(roughly a 30 percent increase

versus a 20 percent increase).
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TABLE 6

Foreign Direct Investment in the United States
and U. S. Direct Foreign Invéestment, 1976-1978

Foreigh direct U. §. direct
investment in the foreign
Year United BStates . . . investment
L willion dollaxs® = - . .

1976 30,777 136,809
1977 34,595 149,848 .

1978 40,831 168,081

Source: U. 8. Department of Commerce, Survey of Current Business,
Vol. 58, No. B (August, 1979).
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In terms of total direct investment, the largest foreign investors (1878}
in the United States are the Netherlands, the United Kingdom, Canada, West
Germany, Switzerland, and Japan--in that order. When all assets are taken
into account, in 1978 U. S. assets abroad totaled $450 billion, while foreign
assets in the United States amounted to $375 billion. 'The U. 8. net interna-
tional position was §75 billion,t’

The above data clearly illustrate that foreign direct investment is a
double-edged sword. Many potential farmers and policymakers feel sympathetic
to those {but not the U. S. nation) who opposed the purchase in 1885 of
220,000 acres by William Sqully. {an Irishman}—land which was located in
I1linois, Missouri, Kansas, and Nebraska. On the other hand, what about
people in other countries who ag:ose U. S. dzrec:t investment in their farm—
1and? There have been excellent éescmptims ef recent U. S. purchases
abroad. Boswell Bros., Inc., of Los Angeles recently acquired huge tracts of

farmland in Australia for the production of cotton. In addition, General

Foods, Inc., has invested in Mexico in land which is ideal for growing cauli-
18

flower, asparagus, zucchini, and brussel sprouts.

IVG

ent in U. S. farmland? Galy by

what are *h‘he incentives . f@r foreign investme
c}.early del:meatz.ng the incentives for such mvesiments is it posszble to de~
termine the probable extent of foreign control of U. S. agricultural produc—
tion or the probable effectiveness of alternative policies designed to curtail
these investments. If the potential gains to foreign investments are suf-
ficiently large, naive legislation which prohibits foreign ownership of U. S.
agricultural land will prove ineffective. Major incentives that will be

delineated here can be characterized as (a) tax advantages, (b) economies of
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size and transactions cost, (¢) relative land prices, and (d) political sta-
bility. In addition to these, there are other incentives that in the aggre-
gate are not as important as (a)-(d} but which in the context of particular
investors or for particular types of land mey indeed prove crucial. These
incentives will be characterized as (e) portfolio diversification, (£) credit
availability and U. 8. agricultural policies, and (g) technology and market

nearness.

A. Tax Advantages

A report issuéd by the seneza{l b

reason for foreign investment is | in the tax structure; this striucture
offers significart advantages to foreigners including the téntial exenption
from 4 capital gams i:ax on ultzmate 1and aales and ::eétmeé oxdmary mmne
taxes over the course of ogaratlms establlsma in certain tax treaty a
comntries.’” The fact that such tax advantages exist has been demonstrated
by Nuckton and Gardner>° and in more detail by Rausser, Schmitz, and
Wamer.n The latter paper focuses especially on the tax implications of

. It alsm focus.es on’ the effects

foreign élrect mveshnent in U. 8. farmlar

‘of the new pmpaseé tax law whii” o f mmﬁ, muld gréatly redixze the lwpv-

inles whlczh aw exz,st f@r fer' 3.nvest<a::s. Here we wﬂ}. mlée enly

brief overview of the issues involved.in »m;en‘zsaimm. tagamm with respect
to foreign investment in farmland. .

The United States employs a worldwide method of taxation which reguires
U. S. citizens and business entities to include in their tax returns all of
their income regardless of its type or the country where earned. The world-
wide taxation concept also applies to resident aliens. Therefore, foreigners
and foreign business entities resident in the United States will pay full

U. S. taxes on their worldwide incame.
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When considering foreign business entities and aliens, for taxation pur-
poses the source of income and the relationship to an ongoing business ac-
tivity are important. Generally, foreign entities and individuals pay a
fixed-rate tax on income from U. S. sources (i.e., a flat 30 percent U, 8.
tax). On the other hand, an alien who is considered a resident of the United
States or a foreign eéntity that is determined to have income which is "ef-
fectively connected with a U. 8. trade or business” will pay the graduated
U. B. tax on net income. By way of example, a foreign investor who operates a
farm is effectively connected and ;ne who rents his land is 1?;@?;195-5%:@:5.%1}7
connected. In the resident alien case, taxes are paid on a net wor ldwide in-
come basis (the same & for U. S. citizens), whereas foreigh éntities with
effectively connected businesses will pay taxes only on net income related to
that bugsiness. ve o

In connection with capital gains, capital assets used in a trade or busi-
ness that produces effectively connected income will be taxed at the capital
gains rate when sold regardless of the citizenship or residency of the
seller. On the ather hand, capital assets cx-med by a nonresident alien that
taxation when wlﬁ. Bence t:he ultmate tax effec:ts depend m the mamer in

~which the foreigner amézx:ts business in the Uzaztaé States,’ Wlll the Iané be
leased or not? What sort of entity will cwn the land? As ome alternative,
the investor can rent out the land to a U. S. farm operator and thus be
treated as a nonresident alien who does not own assets used in a trade or
buginess. He will be taxed only a flat 30 percent on operating incomes and he

will generally avoid the capital gains tax.
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The ideal arrangement for a foreign investor is to form a business cor-
poration in the Netherlands Antilles. In contrast to other business and tax

treaties, such a foreign investor may make an annual election with respect to

"effective connection." Investors mot actively conducting a trade or business
in the United States may elect from year to year the basis on which to pay the
U. 8. tax: (1) current income is taxed on a basis of 30 percent but no capi-
tal gains tax is due upon the sale of the property or {2) net income is taxed
at U. 8. mrp@t:ate rateg but a capital gaing tax 1s owed upon resale. When
profits are ﬁigﬁ,. investors may select the second option and may use a rapid
depreciation schedule. Then for the years in which the property is sold, the
investors may switch to option one. Clearly, some tax treaties offer some
important advantages to foreign investors, and it can be expected that astute
foreign investors will exercise their most favorable option.

As is well known, tax treaties are generally held to have authority over
the I.R.C. The Netherlands Antilles is one example of a tax treaty that

allows for an annual trade or business election. Under such tax treaties, it

‘is a simple matter to demonstrate how foreign investors can be more sue@essfui
‘than 6mne$t1c invesﬁors in purchasing U. S. agricultural },an&, Smge . fm:exgn
- investors can ,ig‘xti}:ize current treaty commitments of the United States to
effectively avoid a capital gains tax while still facing the same operating
tax structure as a domestic investor, the bid price of foreign investors will
exceed the corresponding bid price of domestic investors by the present value
of associated savings in capital gains tax. In other words, if a foreign in-
vestor is alike in all respects to a domestic investor (wealth positions, risk
aversion, and the like}, his bid price would exceed the latter's bid price by

the present value of the savings in capital gains taxes.
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To illustrate the above observations in concrete terms, assume a discount
rate of 10 percent and an asset-holding period of five years. Figure 1
reflects the difference between the bid price of a foreign investor and that
of a domestic investor for alternmative initial values of land (§200, $500,
$1,000, $2,000, and $2,500) and alternative rates of land appreciation
(5 percent to 25 percent per year). BAs PFigure 1 reveals, for an initial value
of $2,ﬁéﬂ per acre, if both a foreign investor and a d&mestic investor expect
the rate of land valve appreciation to be 25 percent per year for a five-year
planning horizon, a foreign investor could i‘iveg;jlg offer approximately
$700 an acre more than a dmest:.c investor would be prepaa:eé to affer as a

result of capital gains tax savir’ags alone.

B. Economies m" Sige and Transaction casts : (

As the data in Table 7 suggest, much ﬂf the farelgn mvest:ment that takes
place in U. 8. farmland can be characterized as "large scale." Foreign in-
vestors are generally among the wealthiest and do not often allocate small
amounts of capital for land investments regardless of their location. This

non is c’k;e in large part to the asscclateé trazasactim aast. In ‘con~

-,’-px@ezfmes,. This. aﬂvantage @f the o. 54. ag;: wu},»ural Jand market o ;Earelgn
investors is often gverlooked in the literature on the subject. However, a
foreign investor and brokers who facilitate the transfer of maaxamgs are
particularly concerned about the transaction cost associated with the ex-
change. By comparison, the average landholdings by a single entity in other
countries is significantly smaller than that found in the Inited States.

Hence, a foreign investor faces a much 1a£*ger transaction cost per acre of
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Hotable Recent Land Acguisitions (1879 Survey)

Landowner Acreage Lecation

An italisn family 2,120 San Joaguin Yalley, California
&g Frelian group via 5,500 a"ﬁeltk island, Secramente Valley,
Liechrenstein Corpuration Californis

An Italian family X A Merced County pesch orchard,

California

ﬁ?’fiiﬁiiiiiﬁm Josef 11 8,000 Arkansas

$ﬁf1§§ﬁ, an Argb holding company ‘gé;ﬁ&B L. s, open laud

Ferrupzi family, Ravenna, Italy 27,000 Louisiana

Trans-Atrlantic Gonmsultants, Munich 17,000 éenz@;s

Engus family, West Germany ) 3,760 uﬂgyng Conntg; I1linois

Prince Lichtenstein of Austzi; 16,600 Red ﬁi;ér, Texas

= Banburg-based holding company 14,600 Hiduest

Metrernich family, West Germany 24135 Ivwa

Busoni family, Ttaly 12,006 Illincis

&<?eﬁtéfn££nrmpean~ ézgiﬁ Midwest

An Italian 315
Jitaiian inéestars &;665 Ssgwé;sééin Valiey(dei;; rggiég.

talifornis
French investors 5.500 Sin Joaguin Valley delta x;gian,

Taiwan/Hong Kong Chinese group

California

Town of Locke snd surrounding orchards,
Sacramento River Delts, Californis

A/ Blanks indicate no data avsilable.

Scurce: C. F. Nuckton and B. D, Gardner, “E&¥ef§n Investment in ¥, §. Agricultural lend-~Issues and Per~

spectives," Journal of the American Sociery of Farm Managers and Rural Appraisers. Vol. 43 (april, 1979),
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land in many other parts of the world. To make the same investment in an
economically efficient it in one of the European Economic Commmnity (EEC)
countries would require huge transaction costs to form coalitions among a
number of sellers of small land plots.

Associated with the incentive of transaction cost is the desire to ef-

ficiently utilize available technology and economies of size in agricultural
production. As is well keown, over the post-World War IT period in the United
States, the most cost-efficient farming operatioms, especially in food grain

and feed grain gmﬁimim, have .steiadizy imreased in seale?z The size and

czan-tly. The amount of contiguous land feqmreé for the ef_fmmnt utahzai:mn
of such mchmery often regmres well over 1,000 acres. ﬁence, due to the
availability Qf Las:ge land @aree:ls offered for sale, the timteﬁ Statas has an
advantage over the agricultural land markets in many other countries.
who benefits from the adoption of large-scale technologies? Is.it the

producers, the middlemen, or the consumers who benefit from the adoption of
such technologies? To be sure, for cost~reducing t logies, which result
ge in total output, the principal beaeflczanes are t-‘he

farmers. Hovever, even here, the widespread daffasss.m of smh 3: 1@91@5
often rwesult in :mcreasea An agga:egate @Atput. t-in
-a'm ion of new technology, me of the ;prs.mzpal éeterm

resulting frcm the
mining factors of who benefits depends upon the elast;.cxt;y of demand., If the
elasticity of demand is greater than one, ceteris paribus, producers will be

the principal beneficiaries while, if the elasticity of demand is less than
one, producers will ultimately lose fram the adoption of the new technology.
Empirical evidence strongly suggests that domestic demand within the United
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24 Domestic demand, however, is

States has an elasticity of less than one,
only part of the story. The rapid growth in the international food market
since the early 1970s and the Soviet grain deal places increasing weight on
the export for U. 8. food. This export demand has an elasticity sig~
nificantly greater than one and, when combined with domestic demand, we are
left with a total demand whose elasticity exceeds one. 25 “The declining

value of the é‘a‘él},a: has erhanced the export demand for U. 8. asgrfiwltural
products; and this phenomenon, along with the elasticity of export demand, has
allowed farmers to capture a large portion of the benefits of new techno-
logical adoption. In the aggregate this, too, is an important incentive for

large-scale foreign investment in U. S. agricultural land.

C. ' Relative . La;ﬁd Prices .

Reascms eftan cited for European invesmt in farmland in Harth Arerica
relate the availability of land and its low price, especially in comparison to
land prices in Burope. 'These are certainly factors, especially in view of the
appreciation of most European currencies during the 1970s and in view of the

protectz,mmt agnmlmxal poheles in. E.lmpe and countries such as Japan.

;&ffs or ether barrwrs o txaﬁe change the relative pmees af
factors of production on a worldwide. scale. The price of land in exporting
countries will drop relative to that in importing nations. Nevertheless, if
capital is allowed to move, it will move from importing to exporting nations;
and part of the flow will eventually reside in land values in exporting
countries. Investors from abroad stand to gain, especially if agricultural
exports expand to Third World countries and even to European countries as




22.

imports are increased due to tariff reductions. The rapidly expanding
international food market has enhanced this expectation.

The effect of relative land prices naturally leads to an examination of
international capital flows. This, in turn, requires a brief excursion into
the international trade literature related to such capital flow and ultimately
some understanding of the world capital market. Unfortuhately, the standard
and widely accepted gaﬁémi equilibrium model of mﬁ:ematimal trade allows
only for product exchange. Factors of production are’ mﬁa,qemus to esa::h trad-
ing nation and are assumed to be mblle internationally. A coimtry exports
those goods in which it has a comparative advantage. This advantage is based
enité amoryg nations. For Vé)xaé@le, if the United

on differéncies in factor endowd
States .15 endowed with cap},tal relatzve to. ami;her mmtry, it w::.li expm:t

those gouéis which are caps.tai mi:enswe in. moﬁmtzm,
a free flow of products among nations brings about an equalization of factor
prices and, as a result, there are no incentives for factors to move across
national boundaries.

Mundell, in an mterestmg papér, relaxed the assmgtxm of international

p::aﬂucts is redwgd due to tarszs, a capztal-rida mtry wzli mvast in that

country to which the product is shmped in orde;: to produce the geod locally
rather than export it. Mumdell used this model to explain why sizable invest~
ments by the United States occurred in eastern Canada where much of Canada's
industrial activity is located. The theory of substitutability between
foreigh direct investment and product trade has been supﬁarteﬁ in a@irical
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27 28

studies by Bieri and Schmitz™ and by Schmitz™ who tested the impact of
the ERC formation on U. 8. direct investment to that region. Ilater, Schmitz
and Helmberger developed a model in which primary products were treated
se@arateiy fmn manufactureé goods . 2 They were able to demonstrate that
fgreign ﬂlrac:t invagmﬁmt aﬂé‘ product trade can be mlments in that grec}uct
i:raﬁe can be 1mmaseﬁ as a result of fo::e;gn éa.zeci: m@estment.

Vernon ﬁevelcaped a model af trade in the pmﬂmt ayela. 30 Be argued
that product mmvatwns are. h.kely to be discovered and mzt;ally ;:zmd;m in
‘high-income mmtries emci then 615&1&&& to others. ’me vehmles fm‘ diffuswn

- are tz:aée, foreign investment, and imitation.. Initially, Foreign denan

met timmgh exports but, as input costs change, p;:oducmm spreads abr g—
often through. direct investment—especially if the innovation is a patentable

In two interesting papers, Caves views direct investment in an industrial
organization mntext’.al' ‘Foreign direct investment occurs mainly in in-

dustries characterized by certain market structures in both the lending (home)

and borrowing (host) countries. Glily with product differentiation nor-

énstmes wmd"z mdextake wvertical direct mvaesments m ;;mc?we abmaﬁ a raw
material ar other input to their Q::cdmtzm praaess at hcme C‘ﬁvas argues ‘
that nearly all direct investments irvolve a foreign mr@ératﬂe g:arant
Horizontal investments can occur because a firm has a patented invention
-or a differentiated product. For example, if the product were not differ-

entiated, the risk of foreign investment would increase since the native
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entrepreneur has an advantage due to superior knowledge of econcmic, social,
and cultural conditions in his home market.

However , firms generally test a
foreign market first by exporting the product and then switching to local

production through a s&ﬁasldlary to ﬁin:aa;ze tz:azzs;x}rt and tr: ‘:-'; acti
Vertical direct iﬁuﬁsmntg g&aemlzy involve the pre@arahim of raw

material inputs (for exanple, a steel u.e.-e. establishes an iron ore ming} or
processing of products generally. Vertical integration is popular when there

ate only a few sellers. By controlling iia}:i;t sources, the firms can raise the

Barriers to entry.. *zzz be sure, flrm mt initially be of laz:ge ‘absolute size
’hefme mde:ctakmg f@rez.gn 1mstments. As m the case of m:zmnhal m’sﬁast»-
ments, the firm that invests abroad will be zelatwely large and face reia»—-

tively few cm;@etitars at home. This is partly due to the ,ra,sk Qf mteri.ng

faxelgn markets w,a ftamz.gm ‘direct mvesment becaﬁae of the politmal c11~
mate, exchange rate movements, and the like,

The gize of the market is also an important determinant of foreign invest-
ment and is often cited as the reason why the United States has an advantage
m many countries. The u. §. firm can fzrst grodme for a 1az:ge ﬁmlestm mar-

:ket azad then aa;ptu;e further g;”fkj”" e abmaa ?t:)r

1&, where mmms af: o

parent f:nzm :m ﬂmmda to imrest :m the i?mteﬁ Etates because it. siaes mt: hava )
the large domestic market to realize economies of scale prior to undertaking
foreign investmerit abroad. |

One can hardly explain Japanese and European investment in cornland in
Iowa or wheatland in Kansas on the basis of U. S. tariffs on wheat and corn.
The United States is 3 major exporter of these crops—not an importer. More-
over, the above theories of x;griticéi ard horizontal mvestmnts fail to ap-
ply. The wheat and corn industry is not oligopolistic in nature. Foreign
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investors do not have patents on new varieties of corn or expertise in market-
ing corn. U. 8. grain is marketed chiefly by large multinational grain firms;
the amount any foreigner could produce and/or market is highly insignificant
in the current 3trmtfzze;g Corn production and wheat production are highly
competitive--not eiiéepolistic. Thus, investment in Iowa farmland has to be
due to a number of other factors including tax advantages and expected land
value appreciation rates in the United States vis-3-vis other countries. In
summary, the potential for farmland price increases seems to be greater in
North America than in Eurépe and cther net food importing countries, "‘;értly
due to existing barriers to trade which are not likely to increase sub~

stantially in the future.

D. Political Stability |

Confidence in the stability of the U. 8. political enviromment and the
remote pogsibility that the United States will nationalize farming operations
are additional reasons for foreign direct investment in U. 8. farmland. Re-
lated to this stability is the inflow of oil money fram countries belonging to
the Organization for Petroleun Exporting Countries (OPEC). “fhis money has to
,be mvesteﬁ ~scmewhere; and land, as Faldstem has ze:zsent:ly damtrate&, is an

;axmllazt hedge agamst mf}.atzm.gz Aa ?elﬂstem dezmmstl:atés, éurmg
per:wds of zap;.ﬂ mflatim ' comodities s@ as gold and 1ané appreciate in
value relative to other investable items. 'This is due to the store of value
such investments offer and the difference between ordinary and capital gains
tax rates; thus, the effective after-tax interest rate in real terms is often
negative.

However, the data in Table 7 suggest that relatively little of the direct
investment by foreigners in U. 8, farmland comes from the Arab nations. Of
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the purchases listed, only one investment was from an oil-exporting country.
The data suggest that the substantial money inflows into the United States
from Arab nations are not being used for the purchase of U. 8. farmland. As
the data show, the Italians and Germans seem to be the major buyers.

E. Portfolio Diverszification

Many foreign investors in U. S. farmland are motivated not by large ex-
pected returns but instead by risk reé&:‘ﬁicns in their total investment port-
folio. In other words, capital preservation (a principal objective of most
wealthy investors).is enhanced by U. S. landownership due to its positive
effects on the total risk across all investments. Such incentives are -
explained by general portfolio diversification theory and need not be elabo-
rated. What is not generally explained by this theory, however, is the
bined effects of exchange rata‘sw, inflation rates, and interest rates when "
foreign investments are evaluated.

To illustrate these unique, combined effects, consider a potential foreign
investor who has some knowledge of agricultural landownership and holds large
amounts of Swiss francs, Deutsche marks, or Japanese yen. &@ose 1{: is
mé—«l@?g am‘; he has held the above curxemms or s;m;tiar wzrencz.es fsr at
least a fe.-w yaars. Bec:ause of the exdzange rai:e mmat mer the mdmated
period, :-Ln ‘terms of U. S. éonars tins Qotentla}, fax:mland mvesmr Has: mdeed
been very fartmte. Will he continue to hold his existing currency portfolio
or diversify to appropriately manage the risk be faces? If he exchanges same
of his existing currency portfolio for U. 8. dollars, he will be exposed to
the rigk of continued inflation in the United States. Ewven though an investor
might expect the rate of inflation to be higher in the Imited States than,

say, West Germany and thus for the U. 5. dollar to continue to deteriorate, an
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excellent vehicle to hedge this risk is to exchange presently held currencies
for dollars and, subsequently, dollars for U. 8. farmland., The attractiveness
of this strategy is particularly obvious once it is realized that land in-
vestments in the United States are expected to increase at a more rapid rate
than the rate of inflation (Table 8). The favorable nature of hlﬂzi& hedge is
made even more attractive when credit financing can be arranged at a Fized
interest rate below the rate of inflation. Under these circumstances, the
foreign investor wins handsomely in both the expected return and risk
dimensions., ,~ t :

From the standpoint .Gf portfolio diversification, another incentive re-
lates to learning or knowledge accumulation., Some investors, particularly
those from Japan and ang Kcng have been krmn taouse investzaents in U. S.
lard as a vwehicle to evantuaﬁy ﬁzvexsify thelz-: adset pertfalm in tha Euted
States. Land can be purchased and rented to farm operators—actions which do
not require a great deal of skill or, for that matter, knowledge of the U. S.
economy. Such investments provide an opportunity for foreign investors to
learn about the U. S. economy ard other potentzal mvestments. it may often
be a first sf;gg in an inveamt portfolm ﬂzverazfxaatzm strat,egy ;faz: in~

vestors. ef aaall size relat;s,va t@, say, mzltimt;,mal wrpmratmm

F. Credit Availability and v. 5. thximzlturai E@Iiaies

Negative real interest rates provide an important incentive to invest in
agricultural land. In the late 1970s the United States, in contrast to many
other countries where foreign investment might take place, maintained fixed
interest rates on long-term debt (i.e., an interest rate not indexed by the
rate of inflation). Moreover, the U. 5. government has often provided credit
subsidies in one form or ancther to U, S. farmers.> These subsidies have
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TABLE 8
B. 5. Farm Real Estate Values and Consumer Prices
1965~-1977
Farm real estate Consumer price
Year index index
1965 86 94.5
15966 93 97.2
1967 100 - 100.0
1968 167 104.2
1969 113 109.8
1970 117 116.3
1971 122 121.3
1972 132 125.3
1973 150 133.1
1974 187 147 .7
1975 : 213 161.2
1976 ‘ 242 170.5
1977 B 283 181.5

Source: U. S. Department of Agriculture, Agricultural Statistics,
1978.




29.

gpillover effects in rural credit markets; specifically, for rural commercial
bankers to be competitive, they offer credit terms that are freguently more
Hence, these sub~

attractive than those offered by their urban counterparts.
sidies bave the effect of driving a weééa between mral and urban credit
markets. For this reason, the financial markets serving agriculture have of-
ten been characterized as isolated and specialized. *his isolation leads to
what Baker has referred to as the "entrapment” of funds in small 1Qca1 bank

deposits. 34

reliance on camtal markets in order to pw:ehase land and equipment may pose a
real tbreat to the exzstence of the family farm. In. partxmlar, they mte
that "the proportion ef [farmland] transfers on which éebt was 1mm:re§ ToSe
from 58% in 1950 to 88% in 1977 and the ratio of debt to purchase price of
credit-financed transfers rose from 57% in 1950 to 77% in 1977, . . ">
Moreover, recent empirical evidence strongly suggests that (1) larger farmers
borrow more; (2) they bormw more to mvest in cagltal, and {3) the;: ability

35 :m

$9,999 held seme far.m of -debt. With respect to eaczh caf pomts {1}

through (3), it can be expected that wealthy foreign investors purchasing
large farming units can benefit from the current rural credit market struc-
ture. Finally, it should also be noted that, as agricultural land values in-
crease, seller financing becomes a more important credit supply component;
:Eeéei-gn investors fmﬁ such credit sources attractive in an inflatimy( en~
vironment and no doubt apez:ai:e with the adage, "let the seller name the price
and the myer: will be delighted to name the terms. " "
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In addition to the structure of rural credit markets, other incentives for
foreign investment are based upon public policy affecting U. 8. agriculture.
Por same years, the *fz}. 8. ggvemﬁant has actzvely intervened in agricultural
production th;:m:g‘fa sth pﬁiﬁe schemes, aﬁreage controls or set-asides,
deficiency payments, target Qrmes based upon the Grast of ;:fmﬁucm{m, subgidi-
zation of crop stazage, and the like. The most reaent U. 8. Food and Agri-
cultural Act, 1977, ;mﬂlfxe& pzevmus forms of g@vermeatal mtermtim, but

S3T

the heart of tbe goverrmntal pz:agrans reaz;ains ‘;ji_ﬁ anged ¢ the prin-

cipal effects of these pmgrm is an ux:rease m lan& ;srmes.:;g

ﬁa,ven that
foreign investors e@ect these progrm to ixmtmue, same clear -incentives

exist. Perhaps mor:e mrtantly, these grogram fcsr my crcps 111;111: an 5.:3—

price-support provisions lowers the variance of returns for all farmers, and

it has been shown that larger scale operations benefit more fram such reduc-

tions than smaller scale spe-ra-tims.zg Hence, since foreign ownership is

generally large scale, another incentive exists for i’t:s allosatzm of capital

:_t;e the ;;,amhase of U.. s.g famlmd Lo . g
J;n the gwent of -a mriﬁw,;.ﬁa ﬁ fmm, the (awsre( z:mgz:ams wzll ;zmmmy

tural Laad will not ha m;:md abwt ;de rmik. I:xateaé, the valm of
their farmland assets mll mcrease at ratas well beymd theu’ most optmzstm
expectations.

Still other incentives emanate from governmental intervention. In parti-
cular, the U. 8. infrastructure for agriculture is attractive compared to that
of less-developed countries. The water price subsidies available under the
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1902 Reclamation Act for farms served by federal water projects are particu-
larly attractive. The 160-acre limitation and residency requirement specified
by this Act for water subsidies has never been effectively implemented. Given
the nature of current technology, it is doubtful that the acre limitation will
be imposed.

G. Technology and Market Nearmess

In special situations some foreign investors are motivated by horizontal
direct investment arguments. These investors may possess infa;mt.iﬁn which is
not readily available to U. S. farmers. Undér these circumstances, -they can
purchase the 1and at higher prices than local faa:mrs are willing to pay due
to superior information, technology, and managerial expertise fqr using that
land. In a sense these investors have a difﬁex:gnti&ﬁeﬁ grcamt;—aa vamety of
production which is expected to do well but is not currently available to
local farmers. In addition, this form of direct investment takes place at a
multinational firm level, with the parent company located in a foreign country
and agriculture production being one of its major production activities in the
United States. As a result; such mvestors can take aﬂvantage of . ema.es caf
scale in pméuctlm and mm:ketmg At the znargln, it is mre attractwe fer
these investors to. expand the pmﬂuet-lm" in the {knted 8taf§:es than 3n; the;r
home countries. :

One could argque that some of the foreign direct investment in California
grape land by the French and Italians follows this line of reasoning. Firms
which already have expertise in the wine business expand their operation by
investing in California. However, it may not be the case that these firms

have superior technology in production; rather, a more important factor may

GERRG RV

S
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well be that, in order to compete in the U. 8. market because of trade bar-
riers and the like, production has to occur in the United States. Tariffs in
this case are more important as a determinant of foreign investment than pre-
vious examples suggest.

The case of investment in Mexico by General Foods fits the case of ver-
tical direct investment. Genersl Foods Es in an oligopolistic industrial
structure and processes both differentiated and specialty crops. It is a
multinational based mrporatim which, at the margin, views ?ysexiw as a pre-
United States. Essentially, General &xsﬁs can :i.ay a technology in }sexmo
superior to that used by local prcdumrs. Again, General Foods has the ad-

Increased foreign direct investment in U. S. fammland has the effect of
pushing the price of land upward. The guantifir:atim of this effect is beyond
the scope of this papex.
to the ra;pid 1mreasa m

creased avallabllzty of bank credit for’ larﬂ purchaseﬁf gmarment progrm,

and land purchases by city people for tax reasons and as a hedge against

inflation.

The phenomenal increase in U. S. land values was shown earlier in
Table 8. Note that the value of U. 8. farm real estate has more than tripled
since 1965 and that the rate of increase was greater than the increase in the

consumer price index by a significant amount.
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For farmers or investors selling U. 8. farmland, foreign investment is
generally looked upon with favor since it increases the sale price. However,
local buyers generally oppose foreign investment since it bids up the price,
and thus barriers to entry becx
viewed as beneficial by sawe and harmful by others.

e more formidable; foreign investment is

It is important to recognize that foreign investment in a single region of
the thited States has some impact on the entire U. 5. land market. For
example, suppose the 25 states which now have rather strict investment laws
could enforce them; this would mean that statjes sﬁcﬁa as Gaiif&niﬁ would re-
ceive proportionally more of the ‘total f@z:exgn direct investment in U. S.
farmland. However, the increase in land values in Callfomia due to this in-
vestment also-has a tenéemy (aside from the usual transpéft ami t:ransactlm
costs) to increase land values in the Midwest and other parts of the United
States. Factor price equalization tends to occcur among regions. As a result,
the policy by an individual state in isolation to limit or prohibit foreign
investment will eventually be ineffective in tempering increased land values
of that state as lohg as other states allow forezgn invesmnt in an unre-

41 P

The effact of direct investment m land prmes can be gmat:ex than, for
exau@le, the effect of fm:elgn mvestznent in- aparment buﬂémgs because,
building prices increase, supply also increases. Land, however, is relatively
fixed in supply. Unlike buildings, the supply of farmland is relatively price
inelastic. Also, as shown earlier, only a small percentage of U. S. farmland
is sold each year. This is unlike the market for wheat and corn where price
is determined by demand and total supply, excluding storage. The market for
land is thus a "thin market"; hence, even a small additional demand component
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{e.g., foreign demand added onto the demand by U. 8. residents) can have a
significant effect on land values.

In view of the tax advantages of foreign investment alluded to earlier,
there is an incentive for foreigners to buy the land and rent it to local
farmers or farm management companies, such as Oppenheimer Industries, Inc., in
Ransas City. This adds to the already growing trend of increased separation

between landownership and opex-atim}z

The extent to which this separation
occurs variés among states. For example, a much greféter percentage of the
land in California is farmed on a rental basis than is the case in North
Dakota. However, the largest percentage of land leased to farmers is owned by
U. S. urban residents. This growing separation. between landowners and farm
operators has a négative impact on maintaining viable rural Wities.

The impact of foreign investment in U. S. farmland on the growth of the
U. 8. partly depends on whether or not technology accoopanies the in-
vestment. For example, if a foreign entity could buy U. 8. farmland and make
it more productive through the introduction of a new variety or improved mana-
gerial skills, the multiplier effects would be mixh gxﬁﬁaater'<f§§§9;"<if myfra&zz
abmaé were useﬁmrelyt@buy g. 8. farmlarad 0 rent to 1‘}3 8. z:a.éentss -ﬁgere

In terms of the examples cited earlier,

farming practices remain unchanged.
the multiplier effects from the investments of General Foods in Mexico appear
to be greater than that of Germen residents investing in Iowa cornland. In
the latter case the investment merely bids up the price of farmland with
little accompanying increase in output. The resulting increase in real wealth
by the owners of U. 8. farmland need not contribute to an increase in real

gross national product.
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Fraom the standpoint of wviability of rural communities, large-scale foreign
investments have same rather obwvious negative impacts, One of their major
potential positive impacts is the increase in investment capital available to

rural commmities. To be sure, if the proceeds from the sale to a foreign
investor are deposited in damestic financial institutions, then these dollars
are available for a variety of other investment tmitiasf. £, in fact,
foreign purchases do increéase the #vailability of investment capital in rural
areas and if there has been a s%x:rtage then foreign wmhases oould have a
stimulating effec:t m both the agmeultural and mgr1cu1tural secmrs in
rural 'mmltzes. anmxtmataly, ‘there is ver:y little information fan how
damestic farmers allocate the proceeds from sales to foreign ;guxchasers.

"T’,_’?; 3 of agrim:t,tura:s.

. Navartmlﬁﬁs, there is a clear patantial fer foma,gn pda:
la;:xi to increase the amount of investment capztal avaﬂable in rural communi-

ties and thereby a stimulating effect.

VI. CONCLUSIONS

This paper has- focuseé on fere;gn dzz:ect mvestmant m O. s, farm}.and

'z*he amount xaf mvestment whﬁe g;:‘{amng, 18 ?ezy aaall m}.ative ”te the tataz.

in the United States, the
land is rather minimal. From the standpoint of the market for land, particu-

economic: impact of foreign investmient in U. 5. farm-

larly in local communities, the implications of foreign iaves#nént can indeed
be significant. In any event, the amount of total foreign direct investment
in the United Statés is small relative to the total U. S. direct investmént
abroad., Thus, in attempting to limit foreign direct investment in U. S. farm-
land, retaliatory actions by recipients of U. S. direct investment should be

rmim‘ pee l . s v ereen T i et ceen e
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In assessing the implications of foreign investment in U. 8. farmland,
there are important trends in U, 8. agriculture that must be kept in mind.
First, fam size is increasing rapidly; and more and more farms, including
those operated and owned by individual families, are becoming incorporated.
Given the recent changes in U. 5. tax laws, this is not surprising. Second, a

greater proportion of U. 8. £ d is operated oh an owner-renter arrange-
ment; foreign investment only makes the proportion greater through time.

Third, land is viewed as an excellent hedge against inflation by U. S.

citizens and residents. Fourth, s.-.m debt structure of the farm sectér is in-
creasing dramatically. Business practices row employed by U. S. farmérs are
faat ag@roachmg those of smssful nonfarm businesses. ILastly, the entry
c:ast +6 “the farm secm: itas mcreaseﬁ sxmstanmauy m both mnmal anc‘i real
terms. This latter trend has been associated with a steadily increasing age
of those owner-operators who continue to farm.

Generally, foreign direct investment in U. 8. farmland does not fit the
various models of multinational direct investment in manufacturing indus-
tr'ies". As a result, t_he m},a of . taxlffs arx% athe:c barriers to trade can have

a ﬁlff&r&m: ingaact on fﬁ}: {1%1'1 é}.r : st mvasmt :m {JS faxmlané. .

éxr:ect ifvestment ‘in mufaﬁmring, Fram. the 5-‘5 i
policy, one of the prms:lpal mluszms ef ‘our analysa,s is that ths tax
advantages to foreign invaatment in'U. 8. agriculture should be eliminated.
The basis for this view is reflected dramatically by Figure 1. BAside from
‘national tax policies, other forms of federal govermment intervention should
seriously evaluate the multiplier effects of foreign investment in U. B.
farmland. "
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It is possible to implement selective controls—if, indeed, there should
be any-—where the amount of investment allowed is positively correlated with
the positive size of the domestic multiplier effect. To be sure, some invest-
ments generate a large multiplier effect, while others not.

Individual states which are alarmed by fﬁz;éi“‘gﬁ mve&tm;ent €an pursue a
number of possible options. Because of the issues raised in this paper, the
most effective action is to support a national foreign inv"esztz@nt land
policy. Short of a mational policy, an individual state can, through its

concmic vi-

policy on foreign investment, affect farm entry costs and the @
tality rural areas. In this setting, it is not clear that the restrictive
policy of prohibiting foreign investment, which many states have now imple-
mented, is eptmal This naive legzslatwn iz hksely “-te pmve meffectwe.
Given the m@e:ntwes outlined in Sactwn TV for f@re;gn mvjestment, amther
policy worth evaluting attempts to channel this foreign investment in an
optimal fashion. This legislation would include provisions for young U. 5.
farmers to manage the land owned by foreign investors, perhaps as a joint
venture with various percentages of equity being transferred to the U. S.
n«z:mager over tme {up o some: mxmua) in. rdaz:%ee mth m masure of ius

or her gaerfernmae m:amm'ez, thrmgh var jous prcpez:ty tﬁx schaaes or m:heg: ‘

muragmtsg mvestments that hawe l;az:ge ruzal mnmmxty fff;;_it:\,?her effects

could be mcluded in the legs.slaﬁxve 9mV1sacms if -fn,;éperly constructed,
such legislation would recognize the incentives for foreign investment (Sec-
tion IV) and channel this available capital to mitigate problems of entry
costs for young potential U. S. farmers, while simultanecusly addressing an
important problem facing foreign investors, namely, the search and selection
of an effective manager. Also, the foreign capital could be effectively used

to help rebuild rural communities,




-
e
oY

‘L6 *oung ‘eaRqg

9TL vy §SL°L9T 9T ez 1301
00 0 zL8'Ives 3 BROURTHO
80 £T0%6 EY16S0°T € FAROSETR
£'0 BL9°C 000°TLL £ SBSUBY
51 XA T4 DI TT9'T T et8103)
1°0 984°8 QELL9E°L € ®JUI0ITTED
sadoe [€303 ST YET SIIUR0D STH EET I
30 Juedaag o xaquny uy goioe

dIysIguUs0 USTIRO4

puepmiey [elo]

8461 *Balwlg paivafes uy

SATIURCH PIIVATIS  PURTUABY ‘S ‘n JO dyysasumg uBradog

1 $I6VL Xipuaddy



o
o

‘gL61 ‘sunp “BiEq

STIIFT ‘GAODU0Y YONK--puBTUARS 'S 0 30 GTUSAeUM) UBFel0] 201330 Supluncady [easwe) 'g °q edanog

98.'s 0£L°L9E" L Te30]

L0078 (413 960 LEE T saein]

[ 488%9 209°228°¢ uxay

oo 086 6.0°807°C ousaag
#8308 Tej03 wase SoTIORGS | ,\ §87JUN0D
i h Jo Iequny Ul saIow eFUIoITIED

drgsasumo uByeang ) purTuaey TRI0L
8/61 Tiuno) patodieg

wamﬁggmm‘mﬁﬁuaw.wﬁw jo dpysioumg udroaoyg

¢ TIEVL xppuaddy



40.

‘RL6T ‘eunp ‘elE(

BTIITT ‘uresue) &uﬁ&rtﬁamwewmw g ‘i o3o mﬁ¢MMﬁw§o USTea0g ‘0130 BUTIUNODOY [BABUAY ‘g ‘[ :9DINOS

818°2 000°TLL Te30]
G0 0 000897 BOBSTYOIY
09 O 000° L4 Jliosusavsy
11 B8L9°C 000°9%Z - ‘ ueydyuog
§8108 18363 TTE8a0e ‘ V e YTV — §8]3UN0D
30 JusdIeg 30 aoquny uf sezon sesuey
_dyybisumo wdpAdog ) puRuiey TRIOL

8461 ‘83FIuno) palddl’g
puemae] sesupy jo diysaeumg uldaaol.

£ gyl *Tpuaddy



v
-3

u : "8L61 *Iunf ‘Bieq
aTIITT “UISOUe) YOnR--puRNEe ‘g [ J0 dTySISUmQ uBTaiog ‘9071330 Suriluncdvy Tezansy ‘g ‘n  i@dinog

€106 EHT1°¢S0° T FLEL
1 £18°Y 05E oY paBppoOlg
10 89¢ 69T*LLE . PTAPEH #ay
971 7£8°¢€ VA MEAL Fdds8TesTH
mwwaw_ﬁmuou C g!ane o - E3TIURCD A ' ESTIBNOD
JO JUBOIBG 30 xaquny Ul s881de . TANOSS TR
_ V dpysIsumo udteady T PURTEIE] JBIOL

8261 “s313uUn0) paInsTos
puejwaeg TINOgSTH Jo dyysieumy udreiog

y @18Vl xTpueddy



42.

FOOTNOTES

*Gordon C. Rausser is Professor and Chairman of Agricultural and Resource
Economics and Andrew Schmitz is Professor of Agricultural and Resource
Economics at the University of California, Berkeley. Giannini Foundation
Paper No. (reprint identification only).

IU. 8. General Accounting Office, Foreign Cwnership of U. S.

June 12, 1978.

2U 8. Bepartsnent of Commerce, survey pﬁtwt@::rgnt‘meimes& Vol. 58, No. 8
(August, 1979).

C. F‘ mcki:cn and B. D. Gardner, "Foreign Investment in U. 8.
Agricultural Land--Issues and Perspectives,” J@u;:ml of the Amer ican Socmty

of Farm Managers and Rural Appraisers, Vol. 43 (April, 1979), pp. 41-49.

%. 1. Wunderlich, Summary of the Report: TForeign Investment in U. S.

Real Estate, U. 5. Department of Agriculture, BEconcmic Research Service,
r, 1976;. mﬁerlmh, E@xez@n Ownership of U. S. %‘.ﬁ Estate in

No. 400, De

cambe

Pez: ive, u. S. Bepwtment of Agmczultzzre, Boon ,fms, Stai:;.stms, aﬂé

‘""’"‘ics, Statistics, and cggperatwes Semzce, Who Ouns the Iané? No. 70,

e _Q'* ¥ 19?9-

SW. W. Fletcher and K. A. Cook, "Foreign Investment in U. 8. Farmland--An
Owverview,” pp. 3~21 in Committee on Agriculture, Nutrition, and Forestry,
U. 8. Senate, Foreign Investment in United States Agricultural Land, January,

1979.

Swunderlich, op. cit. 1978.

o
e
b



43,

?13. 5. Department of Agriculture, Bconomics, Statistics, and Cooperatives

Service, Who Owns the Land? No. 70, September, 1979.

8U. S. Department of Agriculture, Economics, Statistics, and Cooperatives
Service, Foreign Ownership of U. 8. Agricultural Iand. »Agricultural Report
No. 447, 1979.

9bia.
107514,
Uipia.
3.2%.
L3Nuckton and Gardner, op. cit. footnote 3, at 42 and 43.

Mg5¢h cong., Agricultural Foreign Investment Disclosure Act of 1978, U. S.

Public Law 95-460, October 14, 1978.
15Bmkton and Gardner, op ). cit. footnote 3, at 44.

160. S. Department of Commerce, op. cit. footnote 2.

I?Irb;d

188&1 annms ﬁarem,cle, “Eehmd the Growing’ U. S. Investment in b!exmo,”

Mamh 4, l?&ﬁf at F2.

1y, 8. General Accounting Office, "Foreign Investment in U. 8.

Agricultural Land-—-How It Shapes Up," Washington, CED-79-114, 1979, 108 pp.

20uckton and Gardner, op. c¢cit. footnote 3.

2. C. Rausser, A. Schmitz, and R. Warner, "Tax Implications of Foreign
Direct Invesiment in U. S. Farmland,” Working Paper No. B8, Department of
Rgricultural and Resource Economics, University of California, Berkeley,
‘March, 1879,




b,

226. Brandow, "Policy for Commercial Agriculture, 1945-1971," in A Survey
of Agricultural Economics Literature, Vol. 1, edited by L. Martin (Minnesota:

University of Minnesota Press, 1877), po. 209-292.

232’9:: details on this argument and associated empirical evidence, see ibid.

and W. W. Cochrane, Farm Prices: Myth and Reality, Minnesota: University of

Minnesota Press, 1958.

24mhis evidence is reported in Brandow, op. cit. and E. Schuh, "The

Exchange Rate and U. 8. Vagriﬁcﬁlxura," knarizcaﬁiéoumal;oﬁ Agg:‘igzulguial

25‘1‘1’;15 particular argument is developed in jbid.

%6R. A. Mndell, "International Trade.and Factor Mobility,” American

Economic Review, Vol. 47 (June, 1957), pp. 321-335.

2?A. Bchmitz and J. Rieri, "EEC Tariffs and U. S. Direct Investment,”
European Economic Review, Vol. 3 (November, 1972}, pp. 259-270.

28y, Schmitz, "The Impact of Trade Blocs on Foreign Direct Investment,"

Econy onic Journal, Vol m {Septmr, 19?13) ‘. @p 723~731.

29 .. Schmitz mﬁ ?. ﬁemaerger, "Factc}r
{Septeniaer 19’70) r PP 761-”!57 .

-iﬁ'ﬂ:zty‘ and. Intermtim_

30R. Vernon, Sovereignty at Bay: The Multinational Spread of U. S.
Enterprises (London: Longman, 1971).

31R¢ E. Caves, "International Corporations: The Industrial Economics of
Foreign Investment,” Economica, Vol., 38 (February, 1971), pp. 1-27; Caves,
"Multinational Firms, Competition, and Productivity in Host-Country Markets,"
Economica, Vol. 41 (May, 1974), pp. 176-193.




45,

32, Peldstein, "The Effect of Inflation on the Prices of Land and Gold,”
Discussion Paper 695, Harvard Institute of Fronomic Research, April, 1979.
336. C. Rausser, D. Zilberman, and R. E. Just, "The Distributional Effects

of U. S. Agricultural Policy: Deficiency Payments and Input Control," Working

Paper No. 80, Department of Agricultural and Resource Economics, University of
California, Berkeley, March, 1980.

34c. B. Baker, "Instability in the Capital Markets of U. S. Agriculture,”

American Journal of Agricultural Bconomics, Vol. 59 (February, 1977),
pp. 170-177.

353 0. Carter and W. E. Johniston, "Same Forces Affecting the Changing
Structure, Organization, and Ccmtrel of mrmaﬁ Agnculture, Amer ican
“-'?%, V@l &0 (De

2] of Agricultural Economi ember, 1978), pp. 738-748.

36gaker, op. cit. footnote 34; O. B. Quinn, "Sources and Uses of Funds in
Agriculture,” American Journal of Agricultural Economics, Vol. 56 (December,

1975), pp. 1063~1065; C. Riboud, "Agricultural Credit Markets,” unpublished
manuscript, Department of Ecaozmms, MIT, 1977.

3?% program. .pmvzs;.ws @f the 3.9?? Feod: and Agriculture Act are éasamimd
at 3.ength by R. G» F. &utze, “me ané and Agrzcultuxe Act of 197?’ zssnes
and ‘Decisions,” ﬁmemcan Jourpal of Agrmultural Economics, %l. 60 (May
1978) , pp. 225-235.

382‘31:15%1:, Zilberman, and Just, op. cit. footnote 33; D. G. Harris,

“Inflation-Indexed Price Supports and Land Values," American Jwrnal of

Agricultural Economics, Vol. 59 (Auvgust, 1977), pp. 489-495,

39Rausser, zilberman, and Just, op. cit. footnote 33.




46,

Ogome of this material is contained in: P. W. Barkley and L. F. Rogers,
"Problems Associated with Foreign Ownership of U. 8. Farmland,” pp. 22-36 in
Committee on Agriculture, Nutrition, and Forestry, U. S. Senate, Foreign
Investment in United States Agricultural Land, January, 1979; H. F. Breimyer,
"The Issue of ﬁﬁz&ign Razdaase of U. 8. Farmland: A Reflection on
Principles,” pp. 37-46 in Committee on Agriculture, Nutrition, and Forestry,

U. 8. Senate, Foreign Investment in {mz,tea States Agricultural Iand, January,

1879; S. J. Bramm, "Sbrez_gn Invesmm: in tmiteé States Far ';,;;‘ -z-Is There a
Problem?” pp. 47-62 in G:mmttee on Agrlcultuxe, Nﬂtr}.tlm, and Ebrestry,

U. 8. Senate, mralgn mv,eshn%nt in Dnited States Mxma;ltur:a}; Land, January,

1979; M. Gaffrey, "Social and Economic Impacts of Foreign Investment in United
ces Journal, Vol. 17 {(July, 1977), pp. 377-383.

States Land," National Resour

4por a discussion of a proposed federal-state system to deal with this

issue, see Statement by N. E. Bart in Impact of lf'b;eign Inves-t:aent in

Farmland, 95th Cong., Hearings of the Comnittee on Agriculture, House of
Representatives, 1978, pp. 336-343.
42%‘0: a fs.zri:iaer dzsmssmn__ of tlus :,asu&, see, for ole, Statement by

7';_ Sf Foreign mvesunent in Parland, 95th cong.. . ﬁearmgs of

H. Bjort in i

the Gam.ttee m Agrm.ﬂtare, ﬂmse of Representamvas, 1??8, w. 44—33.






