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I ntroduction

Thereisadigtinct public policy trend in the United Statesand many other post-industrial developed nations
toward protecting the various non-food amenity services of private farmland. Farmland is truly a multi-
service resource, producing the various food and fiber products for which there is effective demand and
certain amenity goods for which markets are imperfect at best. Amenitiesflow from open landsother than
farmland, and active farming often produces such dis-amenitiesaswater pollution or habitat |oss. Emphas's
here is on farms as aland use and only the positive amenity services they can provide.

Impetus for this trend in national, state/provincid, regiond and loca policy comes from severa sources.
Firgt, and most importantly, thereis demand for various amenity servicesof farmland. Peoplearewillingand
able to pay for some of them and willing to commit the public treasury for others. That demand generaly
increaseswithincome. Secondly, the diminishing supply of farmland, astechnology substitutesfor both land
and labor and devel opers bid land away from farming, adds a sense of urgency to farmland policy both for
farmland services and control of growth. People see farming areas declining and seek ways to ater the
pattern and pace of farmland conversion. Third, there are various joint products from farmland -- wecan
have the food and fiber and the amenity service. People do vaue active farming as aland use. A modest
change in a production system, reduced tillage for example, may enhance the amenity provided as well.
Findly, there is both nationa and internationd trade policy emphasis on decoupling farm paymentsfrom
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production decisons by famers. Thus, farmland protection policy may be a GATT-legd way of
compensating farmers.

Demand for Amenity Services

There are many reasons that people seek to protect farmland. They range from habitat protection, flood
mitigation and other eco-system services to retention of an attractive rurd countryside. Some are private
goods, riva in consumption and excludable. Markets can work for most of these, with some public effort to
define property rights and facilitate exchange. Others are pure public goods requiring direct government
action. Individuaswill fold many of these servicestogether intheir support for policy action. And the policy
environment for any particular proposd will bring together groups with very different motives.

Food Adequacy. Bunce (1998) has described a strong neo-Mdthusian base to early farmland
policy in North America. Concern about long term food adequacy intimes of rapid farmland conversionled
to the Nationd Agriculturd Land Study in the U.S. in the late 1970s, managed jointly by the U.S.
Department of Agriculture and the Presdent’s Council on Environmenta Quality. Press reports of “the
perils of our vanishing farmland” and a worsening trade baance as U.S. food production declined
(Easterbrook 1986) raised concerns about scarcity. The fina report, issued in 1981, produced varying
expressions of support and skepticism (Simon 1980, Brewer and Boxley 1981). Some were honestly
adarmed about potentia food scarcity, while others felt that the land numbers were massaged to creste a
fdse impression of scarcity, just to generate enthusiasm for the issue.

While thereis no compelling evidence of impending food scarcity, thereisastrong popular feding that the
risk of protecting too little farmland for long term food security is more onerous than the risk of too much
farmland. Both imply acog, but therisk of being wrong on the short side sesemsto many agrester concern
(seeLibby 1997). Participantsin regiona focusgroupsinthe U.S,, empanded toidentify farmland attributes
for later conjoint andyss of amenity benefits (see Racevskis et d. 2000) voiced support for farmland
policies to “protect the food- growing capability of Americanfarms.” Evidence of food abundance may be
overwheming, but people ill have the nagging feding that profligate abuse of farmland today will returnto
haunt usin thefuture. That perception is genuine and will affect farmland policy inthe U.S. and esewhere.

Who Cares About Farmland and Why? Inther factor andysis of the attitudes and preferences
toward farmland policy, Kline and Wichelns (1998) discerned three distinct sets of services desired --
environmentd (wildlife habitat, groundwater recharge, ecosystem protection), aesthetic (rural landscapes,
scenic qudity), and agrarian (farming as away of life, loca produce) in that order of priority. Randomly
selected landownersin northeast 1linois preferred spending public dollarsfor protecting open lands againgt
devel opment to spending for law enforcement, road maintenance, recregtion or any other category (Krieger
1999). People do support farmland protection asapublic god, inthe U.S,, nations of the Organi zation for
Economic Cooperation and Development (OECD 1998) and elsewhere.

Direct willingness to pay for non-food farmland servicesis evident in expenditures for on-farm recreation



experiences, for hunting rights, wildlife viewing or “bed and bregkfast” vists (Bromley 1990) or theright to
harvest medicina herbs or prospect for biologica organismswith potentid commercid vaue (Mendelsohn
and Balick 1995). Proximity to open farmlands adds to the value of residentia property (Irwin and
Bockstad 1999). These are separable, excludable and often rival amenity services of farmland for which
there is effective demand.

Estimating Amenity Benefits. When marketsfail to capture either specific “point” or genera
amenity vaues, estimates of those va ues can beimportant for effectivefarmland policy. Policymakers need
defengble estimates of what consumerswoul d pay if given the chance. Using contingent va uation, Bonnieux
and LeGoffe (1997) estimated that French households would each pay 200FF per year to restore scenic
hedgerowsto thefarm landscapein Lower Normandy. Swedish citizens preferring open farmland to spruce
forests were willing to pay an average of 78 ECU per person per year to prevent the conversion (Drake
1992). “Environmentaly sengtive areas’ in the United Kingdom produce various amenity services vaued
by citizens (Garrod and Willis 1995). Krieger’ s 1999 survey of three countiesin northeastern llinoisfound
substantid support for apurchase of devel opment rightsprogramin that farming region facing variable urban
pressure. Over hdf of the Illinois sample would pay $100 a year for five years, a present vaue of $429;
fourteen percent of the surveyed households would pay $2000 a year for five years to protect open
farmland. There are other case studies (see Racevskis et d. 2000), but thereis convincing evidencethet the
amenity services matter to people and they are willing to sacrifice to keep or create them.

Another approach to estimating the economic vaue of nonfood amenity services is by estimating the
production cost of providing them. Whitby and Saunders(1996) have estimated asupply function for those
services based on how they increase cost of production, assuming little jointness in output. The
“management agreement” approach to compensating U.K. farmers for amenity services assumes that
farmers have the right not to provide them and must be paid to do so (Hanley and Ogelthorpe 1999).

The Policy Instruments

All authoritiesretained by governments, to tax, regulate and spend, have been brought to bear on farmland
retention. If property may be characterized as a “bundle of separable rights’ (see Barlowe 1986), the
distribution of rights between landowner and government varies Sgnificantly among nations. Inthe UK.,
changes in farmer behavior require compensation. In Denmark, Sweden and Isragl, on the other hand,
government may act more directly to protect the interests of non-owners, requiring farmersto provide
certain non-food amenities or to avoid producing such dis-amenities as water pollution.

Strong centra land use planning in the U.K. and The Netherlands focus on urban containment rather than
farmland retention, though the result may be nearly the same. A vigtor to Britain isimmediately impressed
by the countryside, expanses of rolling green countryside, without scattered devel opment, sustained by
“town and country plans.” Dutch planning has accepted, however, that farmland and open space are quite
different resources. Rapid consolidation of Dutch farms has brought little countryside amenity tothenation’s
citizens, and other policieswill be necessary for protecting open space. Thereisastrong planning tradition



in The Netherlands, with nationd gods implemented through a coherent locd planning system that must
include areas for farming (Alterman 1997, p. 237).

In the U.S., growth manegement and farmland retention are like two sides of acoin. The latter cannot be
accomplished without the former, but each area of policy concern has evolved largdly independent of the
other. “Homerule’ and the independent annexation authority of municipditiesisvirtualy unknown outsde
the U.S. In both the U.S. and France, planning and land devel opment policy are disaggregated to state and
locd governments with no effective nationd policy of urban containment or farmland retention.

Only the U.S. among the developed nations must dedl with “the takingsissue.” Under thislegd principle,
sustained by the fifth and fourteenth amendments to the U.S. Congtitution, and defined in court tests of
specific regulations, restrictions on private landownersthat may remove most or dl of the economic options
for that land require“just compensation.” No such presumption of over-riding privateright exigsin Europe
or much of Asa (see Alterman 1997).

Inducements. Most loca servicesin the U.S. — schoals, fire protection, police—are paid for by
taxeson red property. Ownership of land is considered ardiable indicator of ability to pay taxes. All fifty
gtates and the Canadian provinces have enacted farmland tax incentivesto reduce that portion of production
cost and thereby encourage continued farming. Some states have rollback provisionsto capture aportion of
the taxes avoided by digible farmerswho sdl for development; others smply hope that the inducement is
aufficient to affect land use decisons. A few states employ a*“ circuit bresker” device on the state income
tax that limits property tax to aset percentage of household income, whilemost smply tax farm use value of
farmland rather than market value. The notion here is that for aland intensve indudtry like farming, full
market vaue of farmland isapoor indicator of ability to pay. Further, afarm needs less public service per
acre than istrue of other land uses.

Eligibility for such incentives tends to be very generous and there is little convincing evidence that tax
programs redly “save’ farmland. But property tax programs clearly keep farming active in some aress
longer than if therewere no tax break, though perhaps ssmply waiting for theright timeto develop. Land can
be an important component of an investment portfolio and an owner may leasetheland to afarmer, just to
keep thetax break, waiting for the devel opable moment. Whilethat may seem unwiseor unfar, farming with
attendant open space amenities continues in some urbanizing areas and taxpayers subsdizing farmers
through the land tax incentive are often willing to pay for that amenity.

Severd dates dso levy high capital gains or transfer taxes when open land is developed. This action
removes some of the devel opment incentive and captures va ue generated by public investment in roadsand
utilities. Canada has a steep capitd gainstax but reduces it for farm saesto other farmers.

Farmland isexempt from dl property taxesin Audtrdia, the U.K., Siweden, Germany and The Netherlands.
In the U.K., farm buildings are aso tax-free. Use vaue taxes are gpplied in Switzerland, Denmark and

4



Finland (OECD 1998)

Ownership and Structure. U.S. farmland policy haslittle to say about tenure or farm structure,
whereas those are @ntral policy eements in severd OECD countries. They are desgned to foster
ownership patterns deemed to offer various socid advantages. Not just anyone can buy farmland and an
owner may be limited in to whom he can sdl. An digible farmland buyer in Denmark, for example, must
demongtrate a capacity to work theland and must commit to living on the farm for aset period of time. The
German government must gpprove any changein farmland ownership. Consderable reorganization of small
parcesinto viable farm unitsis part of the French policy structure.

Pur chase. Another set of policy instruments acquiresthe non-food services of farmland by buying
them from the owner. Outright purchase of all land userightsto farmland israre, Snce governments have
littleinterest or cgpacity for managing farms. In some cases, agovernment agency has bought farmland and
then leased it back to afarmer, but without the right to develop the land or diminish its non-food amenities
(Frahm 1995). Farmersin the U.K. may negotiateindividua agreementswith the Minigtry of Agricultureto
provide certain wildlife habitat and other conservation amenitiesfor aprice reflecting lost food production.
Desgnation of “environmentdly sendtive areas’ provides amechanism for paying farmersto avoid farm
practices that would compromise certain environmenta services (Lomas 1994).

Asof mid-2000, nineteen U.S. states have programs alowing loca governmentsto purchase devel opment
rights (PDR) from willing farmers (AFT 1997). These are permanent devel opment easements, going with
the land, to assure that the land will remain in farming or arelated use that provides the non-food services
that voters and taxpayers want. The land deed restriction continues for any new owner. Price for the
development right is generdly the difference in vaue of that land for farming and developed use, though
some farmers may donate a portion of development value as a tax deduction. Nearly al state programs
have an escape clause dlowing the farmer to repurchase the devel opment rightswhen continued farming is
impossiblefor some reason. Conditionsfor escaping from the permanent devel opment easement are Strict,
however, requiring considerable evidence of hardship. In Massachusetts, for example, only through action
by both houses of the ate legidature may the development rights sale be reversed.

Purchase programs assume that the farmer has full rights to operate the farm as markets dictate and any
reductionin hismanagement options must be paid for. The public amenitiesof farmland belong to thefarmer
initidly and areacquired by apublic agency acting on behdf of dl non-owners. Thereisno obligation by the
farmer to sdl and public spending decisions generdly follow priorities established through a planning
process. The states are having quite different experiences with these PDR programs. In Ohio, for example,
thereis ill no funding for purchasing rights and many farmers are skeptica of permanently giving up the
right to cash in the development value of their land. Pennsylvaniaand Maryland, on the other hand, have
been buying development rights for many years and have more farmers interested in selling than there is
money available to buy (Bowers 2000).

Regulation. Thereare strong regulatory limitations on farmland conversonin Germany and Isradl



and fairly strong ones in the U.K. and Jgpan. Locd comprehengve plans in Germany must include
agricultural areas where farmland may not be developed and specid agriculturd plans address soil
conservation, land consolidation and other factors unique to farming (OECD 1998, p. 34-36).

In Isradl, farmlands can be developed only if gpproved by the nationa Committee for Protection of
Agriculturd Land (CAPL). The CAPL mapped dl active farmland in 1968 as permanently agriculturd,
regardless of land qudity or location, and declared a strong protection policy without required
compensation. Infact, however, CAPL hasapproved most requestsfor conversion of land that wasfarmed
in 1968, as growth needs increased. A mgor nationd push for housing in 1990 resulted in mgor
conversions. Sincethen, therole and power of CAPL have been substantially weakened (Alterman 1997).

Japanese zoning identifies agricultura zones, amounting to about 80% of currently active farmland, where
conversion is prohibited or at least strongly discouraged.

Canadian provinces take farmland protection serioudy, generdly prohibiting development of farmland.
Specific controls are tightest in British Columbia, Quebec and Newfoundland while other provinces have
more generd growth management programs.

All development proposals must be submitted for central government review in the U.K., presumably
affecting the supply of housing (Monk and Whitehead 1999).

Agriculturd oning in the U.S. is inconggtent at best. Twenty-two of the 50 dtates reportedly have
agriculturd protection zoning (AFT 1997), but only afew have regulations truly intended to redtrict land
uses to those conggtent with active farming. These are exclusive agricultural zones that either have large
minimum lot Szesfor non-farm residences (greater than 20 acres) or haveavery redtrictivelist of permitted
uses. Only Hawaii hastrue sateleve agricultura zoning, while Oregon has state- mandated local agiicuturd
zoning and Pennsylvaniahas clear direction for locd officias on why and how farmland may be protected
(Libby 1999). Large minimum lot szes accomplish farmland protection indirectly, by making it too
expendve to develop for residentiad use. Experience shows, however, that buyerswill in fact purchase 20,
30 or even 60 acres for a Single residence, just for the amenity of living in the “ open spaces.” Thirty-five
acre“ranchettes’ are quite common in Colorado which has astatewide minimum lot size of 35 acres (AFT
1997, p. 49) and Wisconsin farmers have seen no evidence that a40-acre minimum ot Sze hasreduced the
pressure on farmland (Gehl and Libby 1999). Further, large minimum lot sizes will limit the amount of
affordable housing in an area.

Ohioisan example of the more permissive orinclusiveagriculturd zoning thet essentidly definesagriculturd
aressasthose not zoned for residentid, commercid or indudtrid and with along list of permitted uses. Only
38% of Ohio counties have any loca zoning with agriculturd didtricts, and of those 87% have minimum lot
gzes for nonfarm residences of less than three acres. Just about any legd use is permitted in these
agricultura zones, including some indudtria and commercid activities not related to farming. Some Ohio
counties and locdlities have quite effective agricultural zoning, but the generd record is spotty (Stamm



1999).

Centner (1993) has proposed establishing rural zonesin the U.S. patterned after the German agricultura

areas. Agriculture would be strengthened within those zones through gtrict enforcement of “right to farm”

rules and mandatory imposition of devel opment impact feesto discourage development inthose aress. Thus
non-farm development would be directed away from faming areas through incentives rather than
redrictions, maintaining private property rights while redlocating the cost of development.

Agricultural protection zoning to protect farmland assumes that the public has a right to the non-food
amenitiesof farmland. Neither financid inducement nor outright purchase is necessary —compensationisnot
part of the picture. As discussed, “the takingsissue’ requires some atention in the U.S. though not in the
other developed nations reviewed here. Regulatory limits on the farmer must not be so onerous as to
remove all economic potentia from the land. Cordes (1997) has argued that red exclusve agriculturd

zoning that isclearly tied to the public interest and consstently administered ismore availablethangenerdly
believed, snce mereloss of economic potentid through regulation is not sufficient basisfor overturning an
ordinance. Farming is an economic use of land.

Thus, farmland protection policy iswidespread though extremely diverse among devel oped nations coping
with the pressures of urban incursgon into rurd areas. The gods are essentidly internd, retaining the food
and non-food services of farmland, reducing the various cogts of unguided development and maintaining
some degree of control over the pattern and pace of urbanization. Consegquences of these policiesinclude
possible impacts on structura change within the agricultura sector and some redllocation of development.
Perhgps fewer people will trandtion out of farming and into a*“higher value’ occupation than would bethe
case without those policies. Perhaps strong agricultura regions will see fewer improved roads and other
infragtructure and may seethejobs, tax revenues and incomes of industrial and commercia development go
elsawhere. Continuing support for these policy initiatives suggeststhat most people seeanet gain, but some
will clearly perceive reductionsin their qudity of life.

Farm consolidation, exodus of peopleand land from farming, and other changeswill continueinresponseto
new production technol ogies, with or without farmland protection policies. Food production smply needs
fewer people and acres. But the rate and location of those transtions may be atered by farmland

programs. Differencesin culture, history andlega structure among nations obvioudy lead to different policy
mixes. Programsthat work in The Netherlandswill belessviablein the prairie provinces of Canada. These
programs respond to preferences about how resources should be used and who should pay for the
preferred pattern of use. Virtually all developed nations have such policies, thusthereislittle real

impact on compar ative advantage among nations, or on terms of trade.

Implicationsfor International Trade

“Multifunctiondity” isthe contemporary operableterm for considering the many services of actively farmed
land in an internationa context (see OECDa November, 1998). Generd policy reform among OECD



nations and parties to various internationd trade agreements means separation of farm income support by
government from farmers' production decisons. Direct financid support for production of certain cropswill
affect the terms of trade, comparative advantage among trading partners and even intra-sectoral change
within a cuntry. Policies that strengthen multifunctiondity of farming, on the other hand, help nations
respond to generd policy reform while providing other benefits to consumers and providers of those land
services, without distorting trade.

The General Agreement on Tariffsand Trade (GATT) makesfew referencesto agri- environmentd polides

Two sections of the 1949 agreement list exceptions for national policies designed to protect human hedlth
or animd and plant life, or for “conservation of exhaudtible netura resources, if such measures are made
effectivein conjunction with restrictions on domestic consumption or production” (Ervin 1999, p. 74). The
Uruguay Round Agreement (URA) refersto sanitary and phyto-sanitary measuresasrelevant to hedth and
safety. Theseexceptionsgenerdly refer to reducing the environmentd and safety hazards of farming, rather
than increasing the environmentd amenities of farmland. The trade-digtorting potentia hereisthe abuse of
sanitary and phyto-sanitary rules to deliberately limit imports of certain products from certain countries.

Payments to farmers to encourage environmental management are dso exempted from URA, so long as
payments do not exceed the farmer’s cogt of providing the environmental benefit.  This could be
problematic in cases where payments go beyond cost to induce provision of farmland amenities. Induced
gpplication of reduced tillage, on the other hand, may produce both public and private benefits, helping the
farmer and thepublic. Rationaefor aninducement would bethe greater socid gain, though actud payment
could net out the private benefit. Thefact remainsthat red trade neutraity must be determined on acase-
by- case basis— genera rulesare hard to come by. Countriesar e undertaking growth controlsand amenity-
inducing payments in response to citizen demands without granting meaningful competitive advantage to
thosefarmers. Any effect on tradeiscertainly small compared to domestic gains, trade arrangements must
be undertaken in light of those valid domestic needs within trading countries.

Conclusions

Land markets are evolving. Land market rulesin dl developed trading nations, at least those
reviewed here, are under revison in search of an exchange process that will encompass the many services
of farmland. At sake arethe specific rightsand obligationsthat defineland ownership. Allocation of rights
variesamong nations, reflecting culture, history and prevailing preferences about how land should be used.
From a policy perspective, distribution of rights determines “who must come to whom” in securing the
gopropriate mix of farmland services. These facts about the redity of markets fly in the face of the
prevailing wisdom among many economigts that only voluntary and compensatory measures are valid, for
interndizing externd benefitsof privateland use. Accuracy of that assertion depends on the Sarting point—
what owner’ srights are for sale and more importantly what are the responsibilities of ownership?

With development comesincreased demand for amenities. Demand for non-food amenities
of actively farmed land tendsto beincomedastic. Asmorenationsjoin the globd trading community, they



will experience increasng demand for the visud, environmenta and ecological services of open farmland.
Experience shows that demand for these services increases with information and education aswell. Thus
success in the international development process will yield grester demand for the non-food services.
Demand for food, on the other hand, tends to be income indlagtic. Farmers in developed nations must
recogni ze the economic redities of dl of this—their continued success depends on provision of certain non-
food services. And consumer demand for those serviceswill drive support for thelong list of incentivesand
assstancethat farmers need and enjoy. Imbedded inthefarmland policiesof al devel oped nations, though,
isrecognition that very long term food security requiresthat farmland conversion be careful, thoughtful, and
based on mature land markets.

We need to know more about demands, and policy performance. Improved market
information isessential. What va ue do people place on these public good services? What isthewillingness
to pay, in actual currency or in opportunitiesforgonein land use change? Further, how doesthe choice of
policy insrument influence output of serviceand digtribution of cost? Preferential assessment of farmland is
easy to implement and enforce. Other taxpayers pay the taxes avoided by digible farmers, but are
taxpayers redly receiving a service for that expense? Purchase programs secure open land, but at what
cost? And PDR programs have their own disadvantages. Further information and analyses of specific
policy instruments are needed.

Amenity payments are distributed differently from income supports. With recent policy
reforms, the various amenity inducement and purchase programs are basicaly replacing price supports.
Didribution of funds will differ, however. Farmers in areas with few non-farmers around to directly
experience the amenities will likdy see fewer inducements for non-food services. This has dready
happened with payments to U.S. farmers under the Environmenta Quadity Incentives Program (EQIP).
Midwestern farmers are less digible for EQIP payments than are farmers on more vulnerable or erosive
lands, near populations that fed those effects. A recent USDA report examined the distributiona
implications of targeting the Conservation Reserve Program (CRP) on wildlife habitat protection rather than
land erodibility. Wildlife viewing is more productive where there are people, thus this change in CRP
targeting would shift funds toward farmsin more populous aress (Feather et a. 1999). With fewer price
supports under current farm and food policy, spending patterns have shifted from the “ breadbasket to the
periphery.” There are defensble reasons for that, but not dl farmers will be pleased.

Farmers blend into the general economy. Farmersin the U.S. and other developed nations
reviewed here increasingly depend on off-farm sources to augment income from the farm. For example,
more than 40% of Ohio farmersworked 200 days or more off the farm in 1992 and only 51% of farmers
responding to the agricultural censusthat year listed farming astheir primary occupation. A smilar pattern
exigs in other sates. Farms and farmers are thus increasingly integrated into the broader economy.
Amenity policies are consstent with that change.

Distortion is a loaded term. Much is made of “minimizing the market digtortions’ of amenity
policiesby ingsting that any increasein production cost be compensated, even resorting to auction methods



if necessary (see OECDa 1998, p. 19). In fact, however, the sarting point in this compensatory regime
differsimportantly from placeto placeand over time. If astandard uniform “market” could be defined, that
policy might work. Once again, our ceteris paribus conditionsin economics provide an attractive escape

from policy redlities.
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