MINNESOTA DEED REPOR'T

This document is made available electronically by the Minnesota Legislative Reference Library
as part of an ongoing digital archiving project. http://www.leg.state.mn.us/Irl/Irl.asp

FEBRUARY 14, 1986

prepared by

The Folicy Analysis Division of
the Mirmesota Department of Energy and
Economic Development

Policy Analysis Division 612 296-8141
150 East Kellogy Boulevard St Paul, Minnesota §5101

Minnesoms Department of Energy and Economic Development A% American Centet

L




EXECQUTIVE SUMMARY

The current crisis in agriculture is serious and poses severe harship
for at least 10,000 Minnesctan farmers and their families, rural
businesses, and entire nnal canmunities. The Department of Energy and
foonamic Development (DEED) provides assistance through various programs
to farmars, rural cammunities, and to rural businesses. The assistance
which stimilates rural businesses not only helps to keep the rural
comamnities viable, but also provides off-farm income opportunities for
farmers. This paper first briefly examines the origination and the extent
of the current agricultural crisis and, then, analyzes the effects of
DEED's programs on rural economies.

Statement of the Problem

Farm production and investment decisions were made and financad by
farmers and creditors who believed that inflation, low real rates of
interest, high levels of demand, and high commodity prices would continue
into the 1980s. However, recession and an expansionary fiscal policy
cambined with restrictive monetary policy led to decreased foreign demand,
(in part a results of increased foreign production), a slowing in the rate
of inflation, highar naminal interest rates, a high value of tha 11.5.
dollar, and falling commodity prices.

Extent of the Qurrent Problem

o Between 1978 and 1984 average Mirmesota farm (noome fell dramatically
and average net cash income dropped by nearly 70 percent.

o Debt/asset ratios show that over half of Minnesota farms, with 80
acres or more, experienced some degree of financial stress ranging
fram sericus financial stress to technical insolvency in 1985,

o The proportion of farmers in technical (nsolvency in Minnesocta
increased about 140 percent. This represents an ircrease from about
3,300 in 1984 to over 8,000 farmers in 1985,

DEED's Contribution

Te agricultural crisis is a result of raticral and Ltermaticnal
developments and calls for a national response. State govermment has the
resources ard scope of influence to play only a limited role In addressing
this problem.

However, to the extant possible, Mirmssots goverrment ahould glve
priority to mitigating the current crisis faced by farmers and rural
conmmunities. The Department of Energy and Econamic Develcopmant (D¥ED) has
acceptad this challenge, charmeling its progranm furds to regiorns outside
the Metropolitan area. (See Summary Map, Page (i1, for reglons and total
program spending. )

CEED has a smal: group of prograss aimsd diractly at farmers. These
programs include "demonstration grants” which are ronies ard technical
assistance for agricultural projects, scholarships, seirars, and
agricultural pramotion dollars to assist the farmars,




, fetween FY A4 and FY 85 $501,700 in “demonstration grants" went to
assist the rural regions of Minnescta.
o RAual, home-based business saminare hald in 1985 attracted over 114

participants.
5 447 "Begimning Farmers" scholarships were awarded in 1985,

A second group of programs have a primary purpose of assisting rural
tusinesses. These programs provide of f-farm incore opportunities and
provide new job opportunities in rural commmities. OEED programs
included in this group are the Fedaral and State Economic Recovery Furd,
Minnesota Fund Program, Opportunities Mirmesota (OMNT), Small Business
Nevelopment Loan Program, Enargy Loan Insurance, Energy Development Loan,
Tourism Loan, and the Agricultural Processing Loan Program.

o In FY 84, 72 percent of program sperding or $9.7 million went to rural
regions; by FY 86 this proportion had increased to 82 percent, or
$18.0 million. If actual State and Fedaral expenditures are used in
place of program spending, tha rural regions' share represents more
than 85% of statewids expenditures over the thres preceding fiscal
ysars,

o The Northeast, Southeast, and West, those regions facing tha most
severe aconomic problems, recaived 54 percent of statewide spending in
FY 84 and 70 parcent in FY 86.

o In FY 84, tha rural regions received at least twice as many dollars
per capita in business financing as did the Metro region; by FY 86 the
Central region received three times as much, the Northeast and West
received four times as mich, ard tha West received five times as much!

A final group of programs are directed toward supporting and
encouraging the vitality of local communities. DEED's programs falling
into this area are the following: Small Cities Development, Public
Schools Prargy Investment [oan, Insititutional Building Conservation,
District Heating, Community Energy Councils, and Star Cities.

o In FY 1984, 89 parcent of Commmity Development program monies or 526
million, went to non-Metropolitan regions; this decreased slightly to
83 percent or $28 million in FY 85, -

o In FY 1985, all rural regions recaived at least four times the average
per capita spending of the Metro region.

o About 79 percent of all commmnity prujects between 1984 and 1985
occurred in the non-Metropolitan ceglons.

Conclusion

In total, 8] percent or about $80 milllon of DEED's program spending
warrs to rural regions in FY 84 and FY 85, While DEED has always put a
- priority on development in greater Minnescta, it ras been abls to increase
its {mpact in tha rural regions by charmeling more of its dollars to these
cities that have experienced the greatest agricultural related daclines,
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SUMMARY TABRLE
FUSTINESS FINANCING PROGRAMS

PROGRAM SPENDING

(in millfces)
84 el Y86 19 DATE TIAL
$ 2.3 $ 4.2 $ 2.8 59,1
2.2 4.9 4,1 11.1
2.8 2.9 6.8 12.5
) 1.4 4.3 10,1
$9 .7 $15.4 $18 543
_5.8 5.9 4,9 13.7
$13.5 $21.2 $22.0 556.8
TOTAL JOBS
RETAINED OR CREATED
EX84 FY85 FY86 TQ DATE TUTAL
396 372 19 1,203
469 612 1;252 2,333
2,455 952 1,066 4,473
__465 780 108 2.024
3,785 2,716 3,06% 9
= 1,647 2,587
4.116 4,363 3,674 12,153
BUSINESS FINANCTNG
F¥84 FY85 Fy36 TO DATE TOTAL
§5.1 $9.3 $ 6.2 $20.5
4.1 2.9 YA 20,6
4.5 9,1 10.7 19,7
4.7 4.6 8.6 20.1
1.8 .9 1.9 6.7
$3.3 $5.1 $ 5.3 511.6
PROTECTS BY
REGTON
FYe4 FYBS FY86 T0_DAIE TOTAL
13 9 5 27
] 22 46 77
15 11 i 37
19 i3 18 Sl
a7 55 20 182
18 23 19 -
6% 78 90 233

v
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GREATER MDNNESOTA
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INTRODUCTTON

The current crisis in agriculture is serious and threalens the
livelihood of at least 30,000 Minnesotan farmers and their families, rural
businesses, and entire rural comunities. The Department of Energy and
Econamic Developmant (DEED) provides assistance through various programs
to farmers, rural camunities, and to rural businesses. The assistance
which stimilates rural businesses not only helps to keep the rural
cormumnities viable, but also provides off-farm incame opportunities for
farmers.

This papar first briefly examines the origination and the extent of
the current agricultural crisis and then analyzes the effects of DEED's
programs on rural economies. The programs are broken down into the
following categories:

1) Those aimed directly at farmers;

2) Those aimed at stimulating rural businesses and providing
off-farm income cpportunities to farmers; and

3) Those aimed at maintaining viable rural comunities.

For purpcses of this report, the statea has been divided into five
sub-areas or regions. These regions conaist of one or more adjacent
Econamic Development Regions., The Northeast region includes Region 2
(Headwaters) , Region 3 (Arrowhead), and Region 5 (Region 5). The Central
region, located north and west of the Metro region, is made up of Region
6E (Six East), 7W (Central Mimnesota), and 7E (East Central). The West
region is the most heavily agricultural part of Minnesota. The
Development Regions that makas up the West region include Region 1
(Northwest), 4 (West Central), 6W (Six West), and 8§ (Southwest). The
Metro region consists of the seven counties of Region 11. Finally, the
Sauthwest region, consists of kegions 9 (Ragion Nine) and 10 :
(Sauthsastern). (See Figure 1.)

The dollars used in this report are program spending dollars. They
include all federal and state dollars, for all loans, grants, loan
guarantees and loan insurances.

I. STATEMENT OF THE PROBLEM

The agricultural crisis of recent years is to a larye extent the
result of unfulfilled expactations of the 1970s.

Profuction and investment decisions were made ard financed by farmers
ard creditors who believed that the inflation, low and negative real
interest rates, and high conmodity prices of the 1970s would contimue into
the 1980s. It was alsoc expected that the 10 parvent average anmual growth
rata of foreign markets for U.S. grain and soybean crops experienced in
tha 19708 would contirme. 1/

The cptimism of this decads, brought about by the conditions of the
708, had saveral effects. First, acreage that had previocusly been held
out of preduction (under goverrment programs) cama into production. New
larg! also wams clearad for crop production. Second, during this period of




FIGQURE 1
MAP OF REGIONS

i

e RGO
i P

__Counly




seslerating inflation, genaral optimism about farm conditions led to
agyress ive bidding on farmland and {ts price, In genaral, rose faster than
the rate of inflation, This made land a good hedge against inflation.
fecause real estate acoounted for about three-fourths of all farm sector
axpets, the surge in farm values gave farmers and other land owners large
capital gains that far exoeedad the net cash returns from farming. Thirm,
real interest mates (the rate adjustad for {nflation) remained low during
the 1970m, In fact, {n 1974 and 1975 real interest rates fell below
ol

Ths, low real intersst rates and {ncreasing demand and commodity
prices provided the incentive to invest. In addition the rapid increases
in farmiand valuss, greater than the rats of inflation, provided the
collataral to irnvest, Both lendars and farmers felt secure that the
rising land values provided adequate collsteral for loans with relatively
small dowrpayments. During the 1970s, thearefore, many farmers invested
heavily in machinary and , bulldings, and in land improvements
such as Lrrigation and land clearing. This new investment, in combination
wvith the new land coming into production, translated into a 20 percent
opansion in the mation's agricultural productive capacity.3/

A major reversal of these trends, however, cccurred in the 1980s, Two
broad factors can be singled out as undarlying causes of the ensuing
agricultural problems. First, worldwide recession cambined with soaring
loan problems of less developed countries led to decrsased demand for
agricultioral exports of tha U.S. Foreign countries also stepped up their
own agricultural production as well as subsidies for agricultural

Secordly, the cambination of restrictive domestic monetary policy,
implementad to slow inflation, and stimulative fiscal policy, the result
of the federal tax cut ard deficit sperding had three effects on the
agricultural sector. First, inflation slowed and high real rates of
{rterest remilted. Second, exparsionary fiscal policies raised money
dsmardd arnd contributed to high real Interest rates. Third, the resulting
high real rates of interest led to foreign capital inflows into the U.S.
These capital inflows kept the value of the U.S. dollar relatively high
ard made U.S, camodity sxports relatively expensive to the rest of the
world, shutting off even more forelgn export markets.

Thus, high farm cutput levels, and decreased demand for output led to
falling comodity prices and eamings for farmers. Likewise, farmers'
equity and land values plumeted while high real interest rates and an
altering of terms cn farm loans (shorter maturities and more frequent rate
renegotistions) meant soaring debt service that seriously ercded the
financial positions of many (armars.

11, EXTENT OF THE PROALEM - FARM SECTOR PERFURMANCE

As Table 1 shows, between 1978 ard 1984 Mirnescra net cash incame fall
dramatically. Off-farm income, grew as farmers incrsasingly twmed to
off-farm mmployment cpportunities though not encugh to offset the drop in
fars ircome, In 1978 average of f-farm {ncoma represented about 10 percent
of toral farm lnocme. Net farm lnocme fell and off-farm income increased
alocet. 72 percent so that by 1984 off-farm income, on aversdge, represanted
more than 50 percent of total inccme.



TARLE |

FARM AND OFF-FARM INCOME TRENDS TN MINNESOTA

AVERAGE FARM NET AVERAGE OFF-FARM

CASH INCOME, CIHOCHE. TUTAL

1978 $11,285 $1,619 $16, 000
1984 $ 6,164 $6,297 $12,000

& Trorsw svailable for family living and dabt sarvice repayments after
farm axpenses are pald.

STRCE:  “Farm Operator Financial Statement Summary," HMinnesota Vo-Ag Faxm
Rainess Mansgement Report, 1985.

The genaral rise of U.S. tarmers' dabt service burden is shown in
Table 2. Between 1970 and 1982 cutlays for Interest {ncreased over 600
paroeTt, Interest payments represanted only 16 percent of net cash farm
income in 1970 but 75 percent by 1982,

TOTAL U.S. FARM AS A ¥ OF
PAYMENTS NET CASH INOOME
(in $billicons)
1970 $ 3.06 16%
1982 21.36 75%
1983 20.46 46%

SURCE: U.S. Department of Agriculture (1984).

Table 3 illustrates that, in one ysar, net farm equity declined by 31
pervent as asset values daclined almost 20 parcent while liabilities grew

by four percent.
TABLE 1

CHANGES IN ASSETS, LIABILITIES, AND
NET BQUTTY, MINNESOTA FARMS, 1984-19835

Japaay . 1984 Japuary 1, 1985 Percant Change

hssets (51000) 1,570,973 1,306,476 ~-16.8%
Idapilities (51000) £41,004 668,005 +4.2%
Net Eculity (51000) 529,969 638,471 ~31.3%

SIRCE: Minneaota Department of Agriculturs, "Minnescta Financial
Survey, " 1985.

The best slngle measure of the degree of sericusnesa of farmers'
financial problems are debt/asset ratics. AL curent interest rates and
ret farming rwtucre, any farm with debt of between 40 ard 70 parcent of
voral assets may ba eqariencing sericus cash shortfalls. Those farms




operating with debt/asset ratics betwean 70 and 100 percent are already
eperiencing extrwes cash shaantfalla; and thosa with debt/assat ratios
greatar than 100 paroent are said to be technically insolvent.

It should be noted. however, that not all farms with high debt/asset
ratios are mperiencLy financial stress. Some of the very large farms
vith over $500,000 par ysar in sales typlcally operata with high
delt asset matios, Mtomumrprwonjmormmlmarﬂtmmm
asset base not reflecting the true strength of the business. Similarly,

ot:—rmu-c_mtocbtmmmymitlm. Therefore these
"hobby™ farmars have not wwicmmnmtmmmmtmld
be falt by farmers relying solely on farm incomes.

TABLE 4
MINNESOTA FARMS BY TOTAL SALES, 1982

510,000 $100,000 $250,000 $500,000
LESS THAN TO TO to OR TOTAL
7$10,000  $99,999 $249,999 $499,999 __MORE  REFORIED

NUMBER OF
FARMS 27,406 49,919 13,656 2,606 785 94,372

SOURCE: Census of Agriculture, Minnesota, 1982

The remaining farms, with sales of £30,000 to $500,000 repre ant the
majority of cammarcial agriculture ard are the focus of the financial
crisis in the farm sector today, Table 4, a distribtion of Minnesota
farms by gross sales, shows that less than cne percent, or 785 of °
Mirmesota farms have gross sales over $5500,000.

Table 5 (Figure 3) shows the distribution of total Mirmesota farms in
Jaruary 1984 and Jaruary 1985 by debt/assat ratics. Petween 1984 and 1985
the of tachnically insolvert farmers in Minnesota increased
about 140 percent, from about five percent to almost 13 percent of all
farms. Even more important I8 the 157 percent growth of debt for those
farmars in that sama year. Farmers experiencing no financial stress, on
the other hand, decreased from 56 percent in 1964 to 48 percent by 1985.
Tre debt these farmers held fell almost 35 percent.

In 1985, 52 percent of all Mirmesota farm operators were experiencing
varying degrees of financial stress. This inclicles those with sericus
financial problems as well as those who wers fechnically insolvent. Based
an the "Minnesota Farm Financial Survey," about 30,000 farms in Minnesota
were in financial trouble in 198%. These 10,000 farmers hald about 85
percent of total Minnescts farm debt. Thus an increasing proportion of
Mirmesota farmers are becoming burdened with higher debt/asset ratios as
wel)l as larger proportions of total Mimmesota farm debt.

Farm lerders as well as farmers experienca financial stress as farm
1cans increasingly go into delinquency. The decline in farm asset values
has also hurt lendars' positions as less security comes to e held for new
or existing loans.
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FIGURE 4

OISTRIBUTTON OF MINNESOTA FARM OERT
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of farm debt. In 1985, coxmarcial banks hald 24 percent of farm debt and
the Farm Credit Systam hald 32 parcent.

ha critical indicator of financial stress likely to affect -
tural lenderu is the dabt/asset ratio. As was seen in Table S
(Figure 4) thare were about 30,000 farmers experiencing varying degrees of
financia)l stress in 1985, More importantly, these 30,000 farmers held
over 85 parcent of total Mirnescta farm daebt.

As a result of tha above, f. % loans have {rereasingly gone into
dal inquency, which ultimately mears that nural businesses find it
ircreasingly difficult to get financing,

III. CEED'S RESFONSE

e above analysis showm that the livelihoods of up to 30,000
Mirrmsctan farmers and their Cfamllles are at stake, Purthermore lendars
arnd lending irstitutions are not Lnsulatsd Srom rhls crisis as evidenced
by recent bank fallures, Rl crmmamities, themselves, are saverely
\mpacted as farmara’ plurging incomes have led to falling revenues for
wisting nural busineases ) mu:s.-mmxmmmmmm
{t sver more Alfficelt for ruml businesses ©o chtain financing.

Az discussed sarlier, however, the curpwTt farm crisis s largely the
result of national arnd intarnational everts. As A result, policy options
cartar on fedarn) programs such as debt pestructuring assistancs, loan
quarantes progress, Ltarest rats sibsidies, or combinations of thasa
approaches. While anly the federal govertrsent can offer lorg-term
solutions, Stats goverrment can and should direct its avallable rescurces
voward mitigating the farm sector's problens.
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Both the technical assistance and dollar programs of DEED can be
groupsd into the following categories:

1. Those aimed directly at helping farmers;

2. Those aimed at stimulating rural businesses which help farmers
spplemant their farm income ard/or aid in tneir transition to an
of f=farm rather than farm income dependency; and

3. Technical assistance and monies aimed at maintaining viable rural

>

communtiies.
Proozums aimed directly at helping farmers
Throughout the f states public officials are searching for
ve ways to halp farmers capitalize on new opportumities. Much of
effarts are at product and marketing variations. Specialty
are popular and direct marketing through farmers'
have undergone a huge resurgence. While most farm specific
are provided by the Department of Agriculture and the
Agricultural Extension Service, technical assistance for these types of

projects are also available through DEED. In addition, funding for small
grants is available from the Governor's Council on Rural Development,

i
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Ore set of grants is made through the Farm and Agricultural Land Task
Forve, which works to increase awareness of farm problems by sponsoring
projects in soil conservation, farm land preservation, farm management,
and related concarns., Fducational outreach is aimed at Mirmesota's youth,
legislators and the general public, One sample of this type of grant
project is the Farm Finance Restructuring Program. In this program the
Northwest Mimmesota Ag Action Committes recaived a grant to hire staff to
work with 25-30 farmers in Region I. The staff person assessed farmers'
nesds, counseled them in coping with debt problems. The person also
helped them in restructuring mortgages and debts to prevent foreclosure.
Tools necessary to achieve a favorable cash flow and plans for long-range
cash flow were discussed, The staff person also negotiated with farmers'
creditors, if necessary, to reach agreements.

Ancther set of grants are provided through the Value-Added Task Force

which promotes projects that process existing crups, 1ivestock aryl forest
into more valuable products, and that introduce high value

crops. 'This task foroe provides grant dollars for resaarch into new
prodixcts, ard for the education of pruspective growers and processors of
these immovative products. An example of this typa of prouject is the
"Developirg the Blusberry Fotential in Hortheastern Mirnescta® project.
Appropriate seedlings were cultivated in Northeastern Mimmesota and
potential growers were trained in soil techniques and other aspects of
blusberry farming., As a resut of this demonstration, growers placed
orders for 14,000 blusberry seedlings to bas cultivated in 1985. This
project. also edicated camty extension agents in blusberty growing,
proceasing, and marketing.




Table & showe "demonstiation” grant spending by reglon for { .scal
years 1984 through 1985. As can be sesan, none of these dollars have gone
to the meuopol itan region. This asaistance went to aid growars of
sgricultural and forwst products in each of the other four regions, the
Wast, Southeast, Northeast, and Central reglons. The West received 32% of
statewide spexiing, the largest proportion of all regions, while the
Certyal region received 20%, the smallest share.

TARLE 6
DEMONSTRATION GRANTS

% OF STATEWIDE

FY 84-85 ___ SPENDING
Matro S 0 0%
Cantral 98,221 20%
Northeast 104,387 21%
Sautheast 137,808 27%
West _ 161,284 32%

§501,700 100%

The Marketing Grant program makes grants available to non-profit
organizations, such as Various Growers Associations, for promotion and
advertising to further develop markets for Minnesota agricultural

products.

The Governor's Rural Development Council holds varicus seminars
:hxwmyurmprwidnmwud\nimlmmmnml
areas in the areas of soil and water conservation and farmland

tion. 1In 1985, 114 pecple participated in hame-based business
seminars which provic.d the essentials of marketing and financing Tural
home~based businesses. Finally, the Office has a scholarship program to
help begiming farmers who demonstrate financial nead with participation
in farm business management programs. 1In 1985 477 "Begiming Farmers"
scholarships were awarded.

Mxh of DEED's programs are directed at stimulating rural hbusiness
investment and employment cpportimitlies. These programs are the Federal
and State Econcmic Recovery Fund, Mirmesota Loan Program, Opportunities
Minnescta (CMNT), Small Business Development Loan, Energy Loan Insurance,
Enerqgy Development [oan, Tourism Loan, and the Agricultural Processing
Loan Program.

The job opportunities that result from this flrancing present rural
farm families with cpportiunities to sppiement their farm incomes and
allow them to remain in farming where existing financial conditions would




FY Bda/
FERCENT OF TOTAL JOBS

PROGRAM STATEWIDE CREATED OR PERCENT OF

SPENDIMG SPENDING _EETAINED ~ STATEWIDE JOBS
Cantyal $ 2,311,220 17% 396 10%
Northeast 2,201,400 16% 469 1%
Southeast 2,849,580 21% 2,455 60%
West 2,362,678 173 463 113
TOTAL FOR
GREATER MINNESOTA 9,724,888 72% 3,785 92%
Metro 3,842,800 28% 3l 8%
Stata Total 13,567,688 100% 4,116 100%

a/ Includes the following programs: Federal Economic Recovery Fund (FERF), State
Fund.

FY 85b/
PERCENT OF TOTAL JOBS

PROGRAM STATEWIDE CREATED OR FERCENT OF

SPENDING SPRNDING _EETAINED  STAIEWIDE JOBS
Central $ 4,195,750 20% 372 9%
Northeast 4,859,000 2% 612 14%
Southeast 2,933,550 14% 952 22%
West 3,360,017 16% 780 17%
TOTAL FOR
GREATER MINNESOTA 15,348,317 73% 2,716 3 62%
Metro 5,865,710 27% 1847 18%
State Total 21,214,027 100% 4,163 100%

b/ Includes the following programs: Federal Ecoramic Recovery Fund (FERF), State
Economic Recovery Fund (SERF), Minmesota Ple, Opportunities Minnesota (QMNT),
Rusiness Development Loan Program (SBOLP), Erergy Loan Insurance Program ad To
Loan Program.

FY 86 to date ¢/

PERCENT OF TOTAL JOBS

STATEWIDE CHEATED R PERCENT OF
Ceantrald/ $ 2,786,955 12.5% 19 1%
Northeast 4,082,404 18, 5% 1,252 4%
Sautheast 6,801,189 1 % 1,068 29%
West 4,324,403 153 _108 \9%
TOTAL FOR
GREATER MINNESOTA 18,004,951 32 1 1,065 21%
Metroe/ 4,032,000 133 503 173
Stata Total 522,036,951 100 % 1,674 100%

¢/ Includes the following programs: Federal Economic Recovery Fund (FERF), State
Economic Recovery Fund (SERF), Mimnesota Loan Program, Opportunities Minnesota
(M),mmmm—,mmmmmwtm
Ag Processing Loan Py-vrem, Sml] Business Developssnt lLoan Program (SBOLP),
ard Touriss Loan Prooram,

10
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for usiness prograns. This trend suggests that virtually all new money
awllmmmmlm 1984 s being channaled tO Areas
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loan insurance and guarantes set-asides) the rural regiors' share of
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TARLE B
PER CAPITA BUSINESS FINANCING PROGRAM SPENDING

BY REGION

FY. 84 (86 (IO DATE)

PERCENT CHANGE 84-86

21%
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TABLE 9

DISTRIBUTICN OF BUSINESS FINANCING PROJECTS BY FEGION
FY 1984~TO-DATE

PERCENT OF PROJECTS

NUMEER OF FPROJECTS _BY REGION
Carttral 27 11.5
Northeast ni/ 33
Sautheast 7 16
Hast 41 17.5
TOTAL FOR
GREATER MINNESOTA 182 78%
Metro -} i 8
State Total .233 100%

E
|
.%

to
creation and has halped to provide off-farm (noome opportunities for the
stata's farmers.

Brief descriptions of the business financing ard teconical progrars
are presernted in Apperdix A.

Proarame aimed at maintaining viable pumal oo mitles

As farmars' incomes fall, rual business reveries fall and tha rural
coammnity, itsalf, suffers. Scwral of [EED's programs are almed at
maintaining viable rural commmities. T™is category ncludes the
following programs: Small Citles Development, Public Schools Energy
Investment Loan, Inst!tutional Oonservacion, District Heating, Community
Energy Councils, and the Star Cltiss program.

0

A summary of commmnity progras sperding (8 presanted L0 Table 10
(Figure 7). Raflecting the ecoromic dlstress of these Armas, an sven
greater of coemmity progras sonles went o naml regions of
the state than the husiness firancing prograss. 6 1924, 89 percent of
the funds spent by DEED to sugport commmirties was directad o the four
non-Metro regioe. Whils the norr-detropolitan regions' shamwe fell
slightly {n 198%, 8) pmrvent of commmnity furds were directad to greatar
Mirmescota ard the same thrwe sost distressed reglors of “ha stzte still




TARLE 10

COMMENTTY PROGRAM SPENDING, A/
FY %4 ard FY 8%

Sxodlng IX 1984 Paromnt Soecdllg B L2863  Percent

ol $ 1,194, 669 118 § 6,024,218 18%
Northeast 7.841, 816 . 217 6,796,578 20
SRSt &, 367 689 21 6,703,167 20
et § 6.709.34) 0 $. 8,431,707 23
TOTAL FOR

SEATER MINNESOTR  §26,01),815 Chl ] $27,955,880 A%
-tro § 110,882 Al $ 5,587,833 A7
Stata Tutal $29,117,697 100 $37,5%4),712 100

A Includes the following program spending: Small City Development Block
Srarta, Public Schools Irvestment Program, Insitutional

FIGURE 7
COMMUNTTY PROGRAM SPENDING
By Region
FY 84 FY 85
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Tacle 11 shows per capit. dollar spending by reglon for FY 1984 and
5%. AS can be sean, all of t.a nor-Metropolitan ragions of the state
mimmummwapiudnuuq:ﬂmq in both years.
m.mwmu.-dxmrumimmlvdmﬂmw
ar capita scenditge of the Metro region, with the West region receiving
over 1] Uimss the Metro avernce.
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TANLE 11

FYR CAPTTA COMMUNTTY PROCRAM SPENTITNG

1544 FY 1985

S .y M $§ 7.09 $11.29
Northeast 14.70 12.74
Southeast 0. 88 10. 70
e 17,368 16.8%
Metro 1.52 2.74
State Avermoe $ 7,00 %5 8.08

TARLE 12

QOMMNTTY FROTECTS BY REGIONa/
FY 84-85b/
NMMEER OF PROJECTS PERCENT OF TOTAL STATE PROJECTS

Omrtral 43 12%
Northeast 60 17
Southeast 67 20
ot 102 39
TOTAL FOR
GRFATER MINNESOTA 21 79%
Metro 2 21
States Total 1%] 100%

a/Includes Small Cities Development Grants, Public Schools Energy
Imvestment Loan, Instituticnal Bullding Grants Program, and Cammuni ty
%/FY 86 is not included because the majority of Small Cities Development
Grarts are swardad at the end of the fiscal year.

Finally, Table 12 shows the distribution of commnity projects over
fiscal years 84 and B5. At least 79 pervent of all projects occurred in
sha noar-Metropolitan region. Similar to the tusiness financing programs
af DEED, comamity program prujects have been concentrated in the rural
regicns of Mimmesota. Moreover, the largest share of projects have
consistently gone to those rural regions which are experiencing the
graatest ecromic distress, the West, Southeast, and the Northeast.

A brief description of these programs to support viable rural
coamnities s contained In Appendix B,

15




TARLE 11

PER CAPITA CUMMUNTTY PROGRAM SPENDING

1944 FY 1989
Smvtaal $ 2.08 $11.29
Northeast 14.70 12,74
Southeast a9.88 10,70
et 17,36 16,85
Metro 1.52 2.74
State Avermoe 7.0 S A.08
TARLE 12
COOMMNTTY FROTECTS BY REGIONa/
FY 84-85b/
NMRMER OF PROIECTS PERCENT OF TOTAL STATE PROJECTS
Omrtral 43 12%
Northeast 60 17
Southeast 67 20
west 102 30
TOTAL FOR
GRFATER MINNESOTA 272 79%
Metro 71 21
Stata Total 143 100%

a/Includes Small Clties Development Grants, Public Schools Energy
Imvestment Loan, Institutional Building Grants Program, and Community
Energy Councils Granmts, "
%/FY 86 is not included because the majority of Small Cities Development
sramts are awarded at the erd of the fiscal year.

Finally, Table 12 shows the distribution of community projects over
riscal years 84 and 85, At least 79 percent of all projects cocurred in
vha non-Metropolitan region. Similar to the msiness financing programs
of CEED, cormmity program projects have been concentrated in the rural
regions of Minnesota. Moreover, the largest share of projects have
corsistently gone to those niral regions which are experiencing the
greatest scorvmic distress, tha West, Southeast, arnd the Northeast,

A brisf description of these programas to support viable rural
commrities is cortained Ln Appercdix B.




TARLE 1Y
TOTAL [EED PROGRAM SPFNOING
FY 84 AND FY A%
(in mill fonm)

Omrrtxal $15.0 16%
Northeast. al.? 22
Southeast 19.0 19.9
Wast 41:0 24
TOTAL FOR
GRFATER MINNESOTA £79.5% A1.5%
Matro 19.0 18%
State Total $97.5 100%
Qonclusion

The current agricultural crisis (s sericus and poses severe hardship
an thousards of farmers, rural businesses, and rural communities alike.
It has beenn shown that the majority of DEED's program spending has gone to
halp those irural regions experiencing the grestest econamic distress in
mmfum,mm,mmmmmw
assistance to farmers, businesses, and rural commnities. In total, 81
percent or about $80 million of [EED's program spending went to rural
regions in FY 1984 and FY 1985 (Table 13)., Moreover, between FY 1984 and
FY 1986 the increases in business finance program spending, to a large
extant, have gona to those regions that have been experiencing increasing
degress of econcmic distress. While these programs will not solve the
rural crisis, they play an important part in encouraging the rebuilding
and future devalopment of Greatar Mirmesota.
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APPENDIX A
TECMNICAL AND FINANCTNG PROGRAMS FOR RUBAL BUSINESSES

YV Lean Drourame:  Thesae programs are designed to complement corven® fonal
firnancing. As a result they provide direct loans at below markat interest
rates to smll business wvhere other private sources of funding are not
aaltable for the acxuisition of land, huilding, machinery and equipment,
and building construction and renovation costs, While a small business is
defined by the Small Rusiness Administration as a firm employing less than
500 employess, thae Mirnesota Energy and Econcmic Development Authority
(M.E.E.D.A.) requires that firmms with fewer than 20 employees receive at
least 50 percant of all loans made available.

T™he following is a listing of these loan programs:

1) Opportunities Minnesota, Inc, (OMNT) - This is a federal (S.B.A.)
program for which DEED provides staff, .
2) Mimmesota Fund - These funds are directed at those firms engagec

3)  Small Business Development Loan Program - Funds for these loans
are raised through the sale of industrial development bonds and
are backed by a state-furded reserve. Like tha Minnesota fund
monies they are directed at mamifacturing and industrial
businesses.

4) Tourism Loan Program - Thesa loans are provided for expansion or
renovating accamodation properties, including resorts, hotels,
motals, and campgrounds with 20 or fewer employeas and less than
51 millon in armual sales, The program limits purchase of a loan
from local barks to §50,000 or 50 percent whichever is lower,

5) Energy Development [oan Program - Funds for these loans are
raised through the sale of bords and are backed by a state-unded
reserve. This program is designed as a supplementary finmancial
resaurce for busin rses interested in "cost-effective" energy
conservation projects or the development of alternative energy
sources,

B) Grant Programs: Only one program that directly assists businesses in
characterized as a program, the Federal and State Ecoromic Recovery
Amrd, These fund are made available to local units of goverrment
Indiana tribes then use the funds for loans to private
inesses for investment when other public and privata financing sources
are not avajlablae. These | many be used for land, puilding,
equipment, or for warking capital.

C) Lean Guarantese Programg: These loan quarantee programs enable
businesses to cbtain private lcan financing by quaranteering a porticn of
the loan. Thess furds may be used for the acquisition of land, building,
machinary ard equipmert and for building construction and renovation
costs,

1

i

1) Agricultural Resauoes Loan Progqram - fusinessas which
marufactures marketable products from agricultural resources




(including substances for use as a fual or fual sibstitute) can
apply for the guarantes.
mmm-mhmmmwlmmlmuw
tinancing for husinesses interested (n conservation or the
developmant of altarmative enargy rescurces.

D) Tax Incwotive Progrme: Two main programe are in place to encourage
muicm?tb{ptwmmmnmmmﬂmmtm
the specific taria

of chese programs. Thay are listed below with a

triaf description of each:

1)

E) T

Mirmesota Enterprise Zone Tax Incantives - Enterprise zones are
geographically defined areas which offer tax incentives to
encourage sconamic development. Two types of zones cqualify as
Entarprise Zones - "Border Cities" and Competitive cities.
"Border Cities" tax incentives are designed to promots i“isiness
epanaions by reducing the difference in business costs between
Mirmescta and neighboring states. “"Competitive Cities" tax
incentives are intanded to encourage new econamic growth in
distressed areas. Tax credits are allowed to new or
pusinessss within the designated zone.
Qualified Fooncmic Diversification Projects - This program of fers
mwmmtmwu:mmmnmumss
million in a project and creats at least 25 jobs or lirvest S1
million and creats 50 additional positiuns. These tax incentives
are offered for firms located in both "distressed" and
"non-distiessed” counties while the specifis requirements for the
tax reimursements vary depending on the typs of county in which
tha firm is located.

Technical assistance programs designed

Technical Assistance Proqrams:
to help business firms are also available through mary different avenues.

1)

2)

3)

Business Finance Specialists - Fleld staff help businesses that
have trouble receiving private sector credit find a suitable
financing package involving federal, stats, and private furds.
Smal) Business Assistance Office - This program provides
information in the areas of requlation, licensing, financial
asaistance from public and private sources, and general
information regarding, start-up, egansion, or operation of small
uninesses.

Gmall Business Demcnstration Grants - Grants are provided to
rural, non-profit organizations, goverrment units or public
{retitutions which are attempting new apprraches to the problems
of rural developmant., An example of this program, the "Otter
Tall County Businesa Assistance Centar" project, was funded in
fact with this type of grant. The Fargus Falls Community College
ard tha Chamber of Commerce sponscred this project which provides
{nformation, in-depth coursaling, and technical assistance to
prospective or oparating business owners within ths county.




APPENDIX 0
TEONTCAL AND FINANCING PROGRAMS FOR RURAL CCMMUNTTTES

o Sealdl Cities Develooment Prosgue: ™is program provides fedaral
srarts to looml units of goverrmetn (courties, citiem, and towns) for
projects Urvolving housing, pablic information and economic development,
Nplication to the is restricted to cities ard towns with 50,000
or undar in popula . Each project must be designed to benefit low and
mmm.mmu_,mmm.mmuwuu
urgent commnity development needs. Slightly over 10 percent of thesa
mpmmmubuiuum,mmmtarpmm
infrastructure including sewer, wvater and street improvemsnts, and about
JsmotWMwmww-pmjmmd\mu
least two of tha followirg project catagories: housing, Infrastructure,
and sconomic developmant. To the extent that this money ls used for
mntcm_mm.mmuxwmmpﬂwu
musinesses by the commmity and supplements the Federal (Stata) Econamic
Recovery Fund monies.

2) Public Schicols Enargy Lovestment Loan Proqrmms: (his program provides
1mmpblmmumlwaanmymumm.
.mmmuﬂmmmmwmotmmiwmuma
relativaly chesper fual. memmmmtmhmcpmiuw
affect on the schools' anmual operating cash flow, he.ps to create jobs,

1) Inmituticnal Conservation Progrmp: Federal grant monies are provided
to schools, hospitals, local goverrment units, and public care facilities
for ermryy consarvation measures. Because these types of organi zations
are oonosrred primarily with the delivery of quality service,
cost-afficiency remaina a secordary conosem. This tends to maks them ]ess
responsive to market signals that would normally stimilate energy
orservation., This program is estimated to have saved $9.4 in 1985, the
epivalert of 150 jobs retained by teschers, mirses, etc, Thus, lowered
eneryy costs can mean more jobs to a comunity, better services at no
extra cost to a community, or some combination of both,

4) District Heating: The district heating program i designed to
ercourage the development and epansion of sconomically viable hot water
Alwtrict heating systems. District heating (s seen as an lmpartant enerqgy
altarrative for Minnescta, Such systems can adjust to a wide variety of
fual sources, such as solid wasts, peat, coal and others, District
reeting also provides a commmnity with reverue generating opt{one ard it
reduces alr pollution in dowrtown areas by eliminating the nesd for
irdividual hesting systess in bulldings. District haat lng, tharefors,
offers many bermfits to a commmnity, Grants for the planning of systems
are first avallable aftar which design and comstructlon loans are
presented to those mmicipalitiss dencretrating economic ard rechnical
feasibiity of tne rroject as well as assuranoe of slequats provision for
proparty and sfficient oparation of the project,




) Star Cities: The Star Cities program presents i nodel for grass roots
scorymic developmant plaming ard {mplementation. With tha help of DEED,
et local unit of goverrment must est. blish an organization responsible
for the commmnity's econamic development, creata a local devel opment
oorporwtion, -ﬂ-tluvlynrm::d-vnlmmuqy. and
sxcossafully sariet its city to an industrial client. The Star City
mm“mMutMamiw'-
potertial for attracting or retaining businesses and jorm.

mmmmmpmnmm—m:ymum to downtown
s inesess, homeowers, and senior citizens. They are also ided to
nelp Dulld cooparati betwesn local government, utilities,

y ve
A community arganizal md-lmpwrmmtmum
participation and angoing local support. An estimated 36 commnities and
17,000 pecple have participatad in tha local programs over the past two





