
When Chad Wilkerson, an economist
and vice president at the Oklahoma City
branch of the Federal Reserve Bank of
Kansas City, would go out to give talks
about the current economy, he would
frequently be asked about the downturn
in the housing market. Often,
Wilkerson was asked how the falloff in
residential markets, which was obviously
a nationwide phenomenon, was playing
out in rural areas. How bad were hous-
ing markets in rural areas? Are rural
markets the same as urban markets? Are
all rural markets the same?

The problem for Wilkerson is that he
had no data to help him answer those
questions. He had some pretty good
hunches, based on his expertise and his
understanding of rural economies, but
even an educated guess is still a guess.
So Wilkerson set out to gather available
data and then develop a method to ana-
lyze and present that data to help peo-
ple in rural areas better understand
their position. The results were pub-
lished in the Kansas City Fed’s Main
Street Economist (available online at
kansascityfed.org under “Research &
Data”). The fedgazette talked with
Wilkerson about his findings and about
how rural areas in the Ninth District are
faring in this housing market.

But first, some clarification: Rural
housing in the following interview

refers to nonmetro housing, and it’s
based on a new measure by the Federal
Housing Finance Authority for non-
metro home values by state. Wilkerson
and his colleagues aggregated those
numbers by census region and then for
the whole country. It was only in early
2008 that such data first became avail-
able. These data refer to entire non-
metro areas of states, so they can
include everything from towns that abut
metro-area counties to those that are
hundreds of miles from a metro area.

fedgazette: One of your key findings is
that rural home values have performedwell
relative to urban values during this housing
downturn [seeCharts 1–2], so there is some
good news in housing markets.

Wilkerson: There is good news in the
nonmetro data, but there is also some
evidence of possible downside risk, espe-
cially when you compare the housing
data with things like per capita income
growth—things that home prices should
track pretty closely with in the long run.

fedgazette: I’d like to get back to that in
a minute, but first let’s talk about broad-
er trends. Are rural housing prices
stronger than urban across the board,
or are there pockets where markets are
markedly better or worse?

Wilkerson: Rural prices have held up
better than metro prices in all parts of
the country. That said, in some parts of
the country, rural prices have fallen,
specifically in the Pacific census region,
where prices have fallen about 4 percent
from the peak. But that compares with
declines of about 20 percent in metro
areas, and that’s really the only rural
census region where prices have fallen
more than 1 percent. In all other rural
areas of the country, prices are essen-
tially flat or, in some parts of the country
like the West South Central, fairly
strong. The West South Central has
experienced the highest home price
gains of any area in the country since
early 2007—metro or nonmetro. The
rest of the Southern rural areas have
experienced decent gains.

The Mountain areas of the country
and the West North Central, which
would include much of the Ninth
District, have also experienced decent
rural home price gains. Essentially, in
the census regions that include most of
the Minneapolis and Kansas City dis-
tricts, along with parts of the Chicago
district, prices in metro areas were down
3 percent from the beginning of 2007
through the third quarter of 2008, while
rural prices were up about 3 percent.

fedgazette: What story are you telling to

explain that price difference?

Wilkerson: I think that story begins with
looking at why home prices in urban
areas rose more than in rural areas in
the first half of this decade, and there
are largely two reasons, one of which
involves the restrictions on land use, or
land availability. The biggest price gains
in metro areas have generally come on
the coasts or in metro areas with land
use restrictions. The other explanation,
and I’m careful about this because I
don’t have great data, is perhaps tighter
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underwriting standards in rural areas
than in metro areas. And that conclu-
sion is driven largely by the home price-
to-income ratio. In all census regions,
home prices outpaced incomes by a
wider margin in metro areas than in
rural areas.

fedgazette: What about population
growth rates? Were metro areas growing
faster during this time, and would that
explain part of this phenomenon?

Wilkerson: That’s a good question.
Population did grow much faster in
metro areas than in rural areas earlier
this decade, likely providing a more
rapid increase in demand for housing in
cities, where initial supply may have
been more limited, due in part to the
land constraints we discussed. And this
could have pushed up metro home
prices faster for a while. However, the
faster metro population growth was
probably not a surprise to builders or
lenders, since it was a continuation of a
longer-term trend. So it was likely taken
into account to some degree on deci-
sions about when and where to build
houses.

fedgazette: So let’s talk a little bit more
about the issue of home prices relative
to incomes. How should we think about
this correlation?

Wilkerson: Well, we want to be careful. I
stressed that in my article, and I will
stress that again here. In metro areas
across the country, home price growth
was greater—much greater—relative to

income growth than it was in rural
areas. I don’t have a complete answer
for why that is, but it was the case every-
where.

fedgazette: And, of course, by lending
standards you are referring in part to
the exotic loan packages offered by
many lenders. These data then suggest
that such loans weren’t made in rural
areas, or at least to the degree they were
offered in urban areas.

Wilkerson: That’s right; but it’s only a
suggestion from the data, which are
incomplete. So what I’m basing my
analysis on is, again, the degree to which
home prices relative to income were
more out of line in urban areas, even in
interior parts of the country where land
restriction is much less of a factor.

For the nation as a whole, metro
area home prices grew 3.2 times faster
than per capita income from 2000 to
2005, which is roughly the boom peri-
od in home prices. In rural areas that
number was 1.8. In both cases, that’s a
big contrast to the previous five-year
period, when in no part of the coun-
try—whether rural or metro—did
home prices increase more than 1.2
times (or 20 percent) faster than
incomes. Again, that may connect back
to what was going on in credit markets,
but that is only a circumstantial con-
nection within these data.

fedgazette: As you note in your article,
the bust in urban home prices was coin-
cident with a boom in commodity
prices. To what degree have commodity

prices kept rural home prices strong?
Given the recent drop in many com-
modities prices, should we expect rural
areas to take more of a residential real
estate hit?

Wilkerson: It is definitely a risk going
forward. The increase in commodities
prices, along with perhaps better under-
writing and better price fundamentals,
have certainly buoyed rural home values
for the last couple of years. But this isn’t
the only risk facing rural home markets.
As we discussed, rural home prices grew
1.8 times, or 80 percent, faster than per
capita income in rural areas from 2000
to 2005, and while that’s not as fast as
urban markets, it is still considerably
higher than the previous five years and
could be worrisome. But I don’t think
that most rural areas need to fear the
kind of home price decreases that urban
areas have experienced.

fedgazette: Are there any factors that
would cause you to paint a gloomier pic-
ture for rural areas? For example, in
urban areas, the decrease in home
building and other home-related expen-
ditures seems to be a large driver in the
current slump. How might rural areas
fare in this regard?

Wilkerson: I think that is a concern, but
we have to remember that new home
construction slowed much more quickly
in rural areas, even though home price
fundamentals were in better shape in
rural areas. That means that there are
likely much lower inventories of unsold
homes in rural areas. So when a housing
rebound occurs—and I don’t have a bet-
ter forecast on that question than any-
one else—rural areas should be in bet-
ter shape to have an earlier rebound
because their inventories are likely
lower.

Now, the wild card, as always, with
rural areas is their difference from
urban economies, largely based on the
agriculture and energy sectors. And, as
you know, that certainly holds in the
Ninth District.

fedgazette: Thank you.
—David Fettig
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A mighty sweet spot
Farmers across the Ninth District experi-
enced a roller coaster in 2008, with com-
modity prices skyrocketing in mid-year,
only to decline significantly along with
much of the economy. Still, the value of
North Dakota’s crop production came
close to the record set in 2007—about
$6.6 billion—mostly the result of farmers
locking in contract prices before the
decline and bigger output from both
spring wheat and corn.

While lower prices in 2009 might be a
challenge for some crop farmers, sugar
growers appear to be in a good place
right now. Prices for sugarbeets have
been good for a couple of years running
at $40 to $45 per hundredweight
(though most sugarbeet growers in the
state are part of a cooperative, whose
prices are not publicly disclosed and
might vary). Prices are expected to stay
strong. For starters, stockpiles are
reportedly lower. Demand has also been
stretched due to an explosion last year
at a sugar refinery in Georgia that han-
dled almost 10 percent of the country’s
refined sugar output. Higher profitabili-
ty is also projected, in part because
more growers are converting to a herbi-
cide-resistant seed that cut down on
overall input costs.

Tilling the rich Red River Valley that
runs between them, North Dakota and
Minnesota accounted for about 60 per-
cent of the U.S. sugarbeet crop in the
United States in 2008.

A crack in the
economic smile
You knew the party couldn’t last forever.
Though North Dakota had bucked the
recessionary trend, there are clear signs
of slowdown in the state.

In January of this year, the state’s
unemployment rate jumped an eye-pop-
ping 50 percent. The number of jobless
rose by 6,000 from a month earlier,
pushing the state’s jobless rate from 3.4
percent to over 5 percent, its highest
rate in 15 years.

Things could be worse: The state’s
unemployment rate is still about 50 per-
cent lower than the U.S. unemployment
rate. But more layoffs and other poor
economic news suggest things aren’t
rebounding in North Dakota. For exam-
ple, 200 workers were laid off in Minot
when Sykes closed its call center in
March. Low oil prices are also affecting
employment in the once-booming
Williston area. The state reported 51
rigs in operation this past March, about
half of November levels. Each rig report-
edly supports 40 jobs.

—Ronald A. Wirtz

Chart 2


