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INTRODUCTION

This report examines the economic position of farm families in

the United States in general and of those in Kansas in particular. Since

the economic well-being of any individual is usually assumed to be a func-

tion of two measures, income and net worth/ both of these components

will be examined closely. In many instances, comparisons will be made be-

tween the agricultural sector of the economy and different segments of

the non-agricultural sector. When such data are available, the position

of Kansas farmers will be presented.

Since the 1930' s the government has been vitally involved in pro-

grams designed to improve the economic situation of the farm population.

The Buccess which these programs have had is hotly debated and the ends

which they have sought to accomplish are not agreed upon.

The February, 1966, issue of the Journal of Farm Economics contains

a short article written by M. A. Jacobson and Don Paarlberg which con-

siders the question of whether farm support programs are justified in

attempting to establish a parity of income between farm and nonfarm income

'•Alfred Marshall, Principles of Economics (New York: Macmillan

Co., 1961), p. 77.

2
M. A. Jacobson and Don Paarlberg, "Parity of Net Worth," Journal

of Farm Economics , XLVIII, No. 1 (February, 1966) , pp. 127-129.
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earners. 3 Data are presented showing that the average farm family has a

net worth considerably greater than the average nonfarm family, but that

income comparisons strongly favor nonfarm people. Reasons why these two

measures of economic well-being show a disparity are discussed briefly.

li

Jacobson and Paarlberg use the Paretian optimality concept to

conclude that farm and nonfarm families will always be in an unequal posi-

tion in regard to both income and net worth when they are optimizing

their economic position. The authors assume that for any given economic

position, farm people will regard net worth more highly than will non-

farm people. On the basis of this assumption, it is concluded that a par-

ity of net worth between farm and nonfarm people will never be reached

and the possibility of income parity is seriously questioned.

This report considers some of the questions, most of them to some

length, raised by the article. It examines and supplements the data the

authors have used. The purpose here is not to attempt to refute the

authors' conclusions. Rather it is hoped that in considering their argu-

ments some new ideas and considerations will be. raised which will help to

better understand the economic situation of farmers.

The main conclusion reached in this report is that the economic

position of farm families is not so poor in relationship to nonfarm fam-

ilies as is commonly supposed. A somewhat different picture of what farm

incomes are is observed when the "noncommercial" farms (those selling

^Parity income has several definitions. In this instance, the
best probably would be that income which yields returns to persons em-
ployed in agriculture equivalent to those received by comparable workers
engaged in nonagricultural production.

The Paretian optimality concept states that the marginal rates
of substitution between any two products must be the same for any two
individuals that consume both.



3

less than $5,000 a year of farm products), and the "commercial" farms,

(those selling more than $5,000), are looked at separately. It is true

that problems of the noncommercial farms, vhich make up 55 per cent of

all farms in the country, are part of the farm problem. However, a num-

ber of authorities argue that the income predicament of farms in the two

classes represents a different type of problem and should be considered

separately. The main interest of this report is the income and net worth

position of the commercial farmers. The decision to so limit the study

was arbitrary and does not necessarily imply that the problems of this

group are more important or more serious

.

The tendency to compare farm incomes with the average for all non-

farm people is questioned. Reasons are given why a more logical compari-

son would be between farmers and members of another working class which

has about the same level of skill and education.

In considerations of net worth, the value of assets for farmers

and nonfarmers is compared. It will be seen that the net worth holdings

in the agricultural sector of the economy far exceed those of all other

people. Reasons for the high net worth holding of farms are examined and

some of the implications are studied.

Finally, the over-all economic position of farmers is considered

by examining both the annual incomes and the increases in net worth.

Reasons are given as to why it is perhaps logical to consider capital

gains from assets as an addition to annual incomes.



CHAPTER 1

INCOME CONSIDERATIONS

Consideration of the economic condition of the farm and nonfarm

population brings up one question. Does the agricultural segment of the

economy merit the income support programs undertaken by the government

in attempting to secure a parity of income between the two segments?

The predicament of American agriculture is rather common knowledge.

Rapidly advancing technology has made it possible for the American farmer

to greatly expand production. The government encouraged production during

two world wara and the Korean conflict. Production after these wars ex-

ceeded the domestic demand because of agriculture's inability to promptly

adjust resources and output. Farmers were confronted with relatively

low market prices. At the same time, capital equipment prices and the

cost of borrowing money remained high. Unlike some segments of the

economy, agricultural producers have had very little control over the

prices they received for output. Much of labor and nonfarm industry is

able to obtain persistently favorable terms of trade by exercising market

power. The competitive nature of their business has made this impossible

for farmers . As a result , they generally have had to take the prices die -

tated by the market. They have improved their efficiency and increased

their output many times, but their income position has not increased com-

paratively.

Agriculture has produced the food and fiber needed by the American

people, and at relatively declining prices. Society has encouraged and

applauded the advances in economic growth and agricultural productivity



5

and has benefitted directly from them. But for the most part, the farm

population has suffered because a balance has not been maintained between

output and demand for farm products at reasonable prices . Critics might

argue that so long as farmers continue to stay in agriculture they must

be receiving a satisfactory income or otherwise they would leave. This

argument implies that "satisfactory" means the best one can get under the

circumstances. However, this is not what is usually meant by a satisfac-

tory income or return on investment. A satisfactory income usually im-

plies that the income or return on investment is as much or more than

was expected at the time an occupational or investment decision was made.

Differences in income or returns do not in themselves prove whether they

are satisfactory for individuals having different occupational and invest-

ment preferences. Preference for country or city living, manual or men-

tal labor, more or less liquid investments or different risks may result

in expected differential returns. If, however, having taken all these

things into account and then making a decision, one finds the returns on

investment substantially lower than expected because of sharp changes in

income relationships, he would conclude that his income is unsatisfactory.

It Is in this way that incomes in agriculture have been unsatisfactory to

many farm people.

The predicament of agriculture raises the question of whether the

nation as a whole, in view of the obvious national gains, should pay a

share of the bill for increased efficiency in agriculture during periods

Dale E. Hathaway, Problems of Progress in the Agricultural Economy
(Chicago: Scott, Foresman and Co., 1964), p. 26.
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of relatively low farm .income . Large funda are channeled into agriculture,

evidently under public acceptance of the need for compensation to the in-

dustry for its broad contribution to economic progress . Such action is

usually considered equitable since there is no economic basis for letting

people in agriculture bear the major costs and sacrifices of the improved

national welfare due to advances in agricultural productivity.

Development of the Parity Income Concept

The search for income parity for agriculture has been going on a

long time. In 1621 the Virginia Colony attempted to stabilize tobacco

prices by limiting production and burning surpluses . On a national scale

the search began at the close of the Civil War when it became evident that

farm people would not long continue as a majority in the population and

that agriculture would gradually wane as a clearly dominant segment of the

economy. ^ Substantial efforts were also made during the 1920's to gain

"equality" for agriculture. Grove has written of the development of the

parity concept:

. . .the concept as we now know it did not spring full

blown from the brain of some economic Jupiter, but rather

grew out of the continuous groping for a concrete measure

of justice for the farmer, and was steadily modified by

conditions prevailing in the economic life of farmers and

the nation. In other words, parity did not develop as the

practical application of an economic theory immaculately

"Earl 0. Heady, "Feasible Criteria and Programs," Problems and

Policies of American Agriculture (Ames: Iowa State University, Center

for Agricultural Adjustment, 1959), PP- 220-221.

^Murray Thompson, "The Search for Parity," After a Hundred Years:

The Yearbook of Agriculture, I962 (Washington, D. C: U. S. Government

Printing Office, 1962), p. 5"*3-



conceived, free from all taint of original Bin in the

form of class interest. On the contrary, parity, like

Topsy, just growed; and whatever economic justification

can be found for it in its present form may be consid-

ered largely a rationalization."

Farm parity, as a goal under which farmers and nonfarms would

onjoy equality of opportunity for income, however, is usually associated

with the Hew Deal of the thirties. The first specific parity formula,

which dealt with parity prices , was incorporated into the Agricultural

Adjustment Act of 1933, the objective of which was:

. . .re-establish prices to farmers at a level that will

give agricultural commodities a purchasing power with re-

spect to articles that farmers buy, equivalent to the pur-

chasing power of agricultural commodities in the base

period. The base period in the case of all agricultural

commodities except tobacco shall be the pre-war period,

August I9O9--July 1911*. 9

Further congressional recognition of the farmers' plight resulted

in a definition of parity Income in the Soil Conservation and Domestic

Allotment Act of 1936, which was revised in the Agricultural Act of 1938.

Later it was replaced with a definition in the Agricultural Act of 19^8

that was substantially different. This parity concept centers generally

on the relation between the incomes of farm people and those of nonfarm

people. Legislation enacted in 1936 aad 1938 definied income parity in

terms of the maintenance of an historical ratio between the per capita

Tl. W. Grove, "The Concept of Income Parity in Agriculture," Stu -

dies in Income and Wealth , Vol. 6 (New York: National Bureau of Economic

Research, 19^3), p. 109-

9tfayne Fuller, et al., An Alternative Parity Formula for Agricul-

ture , Research Bulletin
-

!*
7^ (Ames: IowajState University, Agricultural

and Home Economics Experiment Station, February i960), p. 693.
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Income of the farm population and that of the nonfarm population. Legis-

lation in 1936 defined income parity in terms of the per capita income

of the farm population from all sources, both farm and nonfarm, while

1938 legislation related parity to income from farming operations only.

The definition was changed again in the Agricultural Act of 19M, which

read that:

"Parity," as applied to income, shall be that gross income

from agriculture which will provide the farm operator and

his family with a standard of living equivalent to those

afforded persons dependent upon other occupations

.

This new definition got away from the problems involved in any

formula which includes a base period. It escaped, for example, the prob-

lem of what base period to use. It also eliminated the problem of com-

paring levels of living in different occupations. The new formula involved

more than a simple comparison of farm and nonfarm dollar incomes. It also

required the determination of differences in their purchasing power, as

12
represented by their different levels of living.

Even though the definition of income parity became effective on

January 1, 1950, it has not yet been computed and put into actual use.

While farm policy has been mostly concerned with parity prices, a number

of agricultural economists have been critical of these programs

.

Up to the present time, farm policy has been directed

chiefly at supporting prices of farm products. Prices have

been supported directly by commodity loan and storage programs,

Robert H. Masucci, "Income Parity Standards for Agriculture,'

Agricultural Economics Research , U. S. Dept. of Agriculture, Economic

Research Service, Vol. XIV, No. h (October, I962) , pp. 121-124.

U
Ibid., p. 124.

Fuller, op. cit ., p. 696.



and indirectly by acreage reduction programs, including

the soil bank.

These programs for supporting prices are based on

the theory that supporting prices is the best way to sup-

port income per farmer—the thing that really counts .

This theory ignores the fact that prices are only

one of the things that determine farm income; changes in

quantities and costs can add to or can partly or more than

completely offset the effects of changes in prices . Perhaps

we could see the farm problem—which is basically a farm

income problem—more clearly, and work out new and better

solutions to it, if we were less preoccupied with prices,

and concerned ourselves more directly with farm incomes. *J

Proposed Parity Income Programs

Economists have suggested various ways of making an income

parity workable. Masucci has proposed that income support programs be

established so that resources in agriculture earn returns equal to those

earned in other segments of the economy. He has chosen to place all farms

in two classes: commercial farmers whose sales total $5,000 or more an-

ually and noncommercial farmers with total sales of less than $5,000.

For the noncommercial farmers, it is deemed appropriate to have an income

goal equivalent to the average income of nonfarm families. The concept,

when applied to commercial farmers, calls for returns of investment and

operators ' and family labor comparable to those received in the nonfarm

economy. Specifically, Masucci would allow a 5 per cent return on invest-

ment, a wage of $1.25 an hour for hired labor and the average factory

wage of $2.32 an hour for the labor of operators and their families. Us-

ing these rates, parity returns to commercial farmers are computed for 1961.

^Geoffrey Shepherd, "Farm Programs for Farm Incomes," Journal of

Farm Economics , XLII, No. 3 (August, i960) , p. 639.
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The figure obtained is 9 per cent above actual returns to resources

lU
used in commercial agriculture in that year.

Cochrane has updated the parity income analysis of Masucci to

1963 and developed estimates for more economic groupings. He finds that

the average farm vith sales of $20,000 and more fell short of the parity

income goal by only 2 per cent in 1963. This means that with only a 2

per cent increase in gross income the average farm in this group would

realize a parity of income by Masucci 's standard. The average farm with

annual sales between $10,000 and $19,999 would require a 10 per cent in-

crease in gross income to realize the parity income goal; the average

farm with sales between $5,000 and $9,999, a 3^ per cent increase; and

the average farm with sales of less than $5,000 a year a 129 per cent Is-

15
crease.

An Iowa State University study uses a parity of returns standard

which is similar in many aspects to that of Masucci. In this study,

parity returns to the capital resources used in agriculture are the same

as those received by comparable capital used in nonagricultural produc-

tion. Since capital is fairly mobile between the farm and nonfarm sector,

comparable returns to farm working capital are approximated by using the

interest rates paid by farmers on short term loans . The current value of

land multiplied by the corresponding farm mortgage rate is used to approx-

imate parity returns to land.

lU
Masucci, op. clt. , pp. 121-133.

^Willard W. Cochrane, The City Man's Guide to the Farm Problem ,

Minneapolis: University of Minnesota Press, 19°5) , P. 121.

l6Fuller, op. cit. , pp. 693-702.
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The difficulties associated vith selecting nonfarm occupations that

are comparable to farming and the further difficulties of estimating com-

parable returns in rural and urban areas make it almost impossible to com-

pute farm and nonfarm labor returns in units which can be compared directly.

It becomes necessary, therefore, to compare farm and nonfarm returns rel-

ative to some base period. Once a period is selected it is possible to

state that returns to resources engaged in farming are, for example,

lover relative to nonfarm earnings than they were during the base period.

According to this proposal then, parity farm-labor returns become the

earnings which bear the same ratio to nonfarm labor earnings as that

which existed during the base period. These criteria, thus, lead to the

Iowa State study's specific definition of parity gross income as being

that income which covers operating expenses and yields a rate of return

to working capital and land equal to current interest rates . It also

yields a return to the farm labor resource bearing the same ratio to non-

farm labor returns which existed during the base period. The parity re-

turns price of a product is defined as the price which will yield a par-

ity return to the resources used in the production of this product. Thus,

if only one product is produced in an area, the parity price of this

product could be obtained by dividing the parity gross income by the

quantity produced. The study is concerned only with the methods for com-

paring incomes or resource returns in differing occupations . No absolute

statements are made concerning the comparative magnitudes of these re-

turns. Comparisons must be related to a base period. When a base period

is selected, a computation of the gross income, defined in the study as
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parity, and the prices necessary to yield parity of incomes becomes pos-

17
sible.

Income Comparisons

In theiri article, Jacobson and Paarlberg make income comparisons

but use the more common method of comparing per capita incomes between

the farm and nonfarm population. Table 1 shows that the per capita in-

come of farm people in 1964 was $1,381 and for nonfarm people it was

$2,631. Farm per capita income was only 52.5 per cent of the income earn-

ed by nonfarm people. But this relative income position of farm people

is still more favorable than in some years. In 1955, for example, the

figure was only 46.2 per cent, which demonstrates how agricultural incomes

tend to fluctuate. Another comparison often made is between income per

farm and the average wage of employed factory workers . This comparison

shows the farm family to be in a much better position. In 1964 the aver-

age farm family earned $5,420 while the average factory worker's wages a-

mounted to $5,354. Farm families can be found to be in a better income

position on the basis of this comparison for most years shown in Table 1.

The farm income figures, however, do not include any charge to capital,

i.e., part of this income should be imputed to capital.

Average farm income for Kansas has exceeded average net farm income

for the nation every year since 1958. Only for 1964 are figures available

for Kansas for the earnings of farmers from off -farm sources . Estimates

for other years were made by comparing the 1964 Kansas figure to the na-

17
Ibid.



bfj I

cO M

S-, ;ii S-i

0) P CO

fL, -H *h

03

«£ ltnvo fc- rn H O
^Ovo rnON.^- O Onw vo o\0 oj rom

o onvo m i/n-3- -3-

SJ CO ONO VO vo t—
ONCO Q\HHHW

*& o cm oj o t— on
£> tr- OJ ia o rnco
o>ononono h o

rnnrnnmm4

£Jco r— O itn t—-tf
."IAONO OJ -3" VO
VOvO LfNVO VO t—VQ

2*H onoj co co vo
S" OJ oj OJ Q\ t— ltn
onc—vo CO o t— vo

i£vo ltnO ON-d- rn
co o j- mo o <h
CO CO ON H OJ m ltn

LfN OJ H H J- i

vo o oj co ir\ on OJ •

vocoo r-i ro in tj P4
3

-zt Jt LfN, LfN LTN l/N rH -s

C VO
•H ON

rH
O
m •*

H >>H H t— rH H < rH
H LTN J" oj rn 3m m_=t- ltnvo <

i

>"3

OJ OJ OJ OJ OJ B (0 •«

.3- c— o rod.
ON CO J- O CO VOM 04 cn-=t p"SvoH H i-l r-1 rH rH

3 fe

HCOOJ- HW
vovo ono oo ir\
J- _3- -=f LfN ITN LfN

PH •

p CO
H
O •

m ON O ONO 00mH IA ONVO rH
t—CO CO CO CO rH

OJ ON rn On l>-VQ
un rnvo ONCO -=t
r- O On r- ltnCO

vo t~yo vo vo H

vo m O co rn On
VO ir\ t— -3- rn J-
VO VO t— r-CO ON

r^rHrHOJOJOJOJ OJ OJ OJ OJ OJ OJ .

.fT'iiNj- oj on^j- rn
^O rHcO ONCO F-JtO ONNOVO CO J" rH

CO rnir\^ rot- voH « Jt ON ONO VO H
(fl ONCO f- ONrH t— LfN

pj t--oj ONrnco r^
O rn rn its rH t— oj
<n) oj rn-4- LfN ir\ t—

vovo rnrH j- t-
CO CO ON LTN LfN ON
o rn rH O t^co

-=J- J- J- J- rn_tf

ONVO ON roo rn
VO O LfN LTN OJ rH
CO OJ J- LfN-d" LTN

_=T LTN LfN LTN LfNVO

vo t— r- oj h o
OJ H ONCO J" OJ
CO CO CO co ON o

^P VO rn ltn o ON ir\
«J ,OJ o VO rn ON CO ON
g ^O VO ^t LTN LTN H C~-

£?-* ltnVO t-co ON
JO LTN UTN LfN UN LTN LfN
°>ONON ON ON ON ON

rn on oj rH on rn
-4" CO VO fc- E— ON
O rn LfNVO jt j-

rn rn rn rn rn j-

o rH oj rnj- LfN
vo vo vo vp vo vo
ON ON ON ON ON ON

g -,

G O C
•H «H O

•P •H
h co P
CO 73 CO

cu -p 3
h -H -P

CO •H
CU CO
rC <Up B HI

O a
bO u O
c a U
•H M a
h H
5 E s

CO r4
CO fe CO

(LI fe

cu >>

p.a
3

<5°

13

^

CU

uH
U
t*H

o
bD

q
•H
p
d
•H
M
Ph

-P
c
cu

B
a
Jh

« <u

cu

p O

i
o

H
P CO
tt

0)

E3
V
h .

CO

a
CO O

a) ft
CO q
>> •H

r»

g

CO

-*3 LfN
VO
ON i

QJ r~i

P
P.

a
O

p.

rH

UH

vo"

On

•H
P
go
•H
P

md"

o\

M cd

<
rH

P
CO

Cm
O r-i

CO

3

« u
PJ c 3

8
•Hp
id

3

<a o p
a •H rH
0J

o

.0

3
•H

3
u
•H
L
bo

Ox
r-i

03 < CO ,

6
o

0)

£
O

<
1o
u
aH

Ej u
<4H

CO

a
H Q

•H
E

CO a
(D

I
B3

<M 1) OJ OJ V
o

3
o

o uco

o
r-t

rf»
CO P"



lit

tional figure and using the percentage obtained to compute the Kansas

amount. On the basis of these estimates it can be seen that off-farm in-

come is considerably greater for Kansas farmers than for farmers in the

rest of the country. When net farm income and off-farm income are added,

Kansas again is seen to be in a relatively good position. In I965, Kan-

i ft

sas ranked eighteenth in estimated net income among all states

.

It is a common practice to make comparisons using figures such

as these but certain writers contend that comparing the earnings of all

agricultural workers with all nonagricultural workers does not give an

accurate picture of the real situation and is misleading. This is partic-

ularly true for statistics published in the Census of Agriculture. These

estimates for the per farm average are relatively low because of the large

number of holdings that are considered farms by the census but would not

normally be so considered in the usual sense of the word "farm." The

i960 census classified a farm as any place of more than 10 acres from

which $50 or more of farm products were sold in 1959 or places of less

than 10 acres from which farm products of $250 or more were sold. Depart-

ment of Agriculture data show that almost 1.5 million farms, or 42.9 per

cent of the total number of farms in the United States, sold less than

$2,500 worth of agricultural products in 1965. For this group, off-farm

income was three times greater than the net farm income.
"

Some authorities have given very convincing reasons why agricul-

ture should not be considered as one large homogeneous industry and why,

"%. S. Department of Agriculture, Farm Income Situation , Economic
Research Service, FIS-201 (February, 1966) , p. 19.

^U. S. Department of Agriculture, Farm Income Situation , Economic
Research Service, FK-203 (July, 1966) , pp. 62-68.
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therefore, a per farm income figure is not very meaningful. Cochrane,

vhen he talks about the "two worlds of farming in the 1960's" perhaps

makes the point most clear:

...There are two worlds of farming in the 1960's:

a highly productive, commercial world, and a low-produc-

tion, poverty world, with a transition zone in between.

The characteristics of the two worlds are different,

their problems are different. A useful analysis of one

has no meaning for the other. The solutions for each

are different. An effective solution for one has no

meaning for the other. 20

Recently the Economic Research Service has prepared figures showing

the average net income of farm operator families by major economic class-

es. 21 Table 2 contains' these figures for the year 1965. A better idea

of the great amount of heterogeneity in the agricultural segment of the

economy can be obtained by examining this table.

Shepherd has suggested considering net farm incomes from only com-

mercial type farms as one way to avoid groupings of such widely diverse

22
farming operations . The Department of Agriculture publishes sets of

figures which show income for each of k2 chief types of commercial family

farms . The unweighted average for ir.

$12,6l8 in I965, as shown in Table 3.

farms . The unweighted average for income before a capital charge was

23

20Cochrane, op. cit. , p. 20.

u. S. Dept. of Agriculture, Farm Costs and Returns , Economic .

Research Service, Agriculture Information Bulletin No. 23O (Rev. August

1966), pp. 17-99.

22Shepherd, op. cit.
, p. 6h2.

2 3shepherd also uses an unweighted average because data showing

the number of farms in each group are not available. He believes that

the lack of accuracy is small compared to the inaccuracy of averaging

all farms in agriculture together.
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The farm population has been considered as a dichotomy. Obviously

the nonfurm populntion Bhould not be considered homogeneous either. The

only thing this group has in common is that the workers are not employed

on farms. One of the most important differences among the occupational

classes of the nonfarm group is their educational level. Table h shows

the educational attainment of different occupational classes, including

farmers

.

From Table h it can be seen that the educational attainment of farm-

ers and farm workers is low compared to most other groups . Income compari-

sons should take account of these differences in educational levels.

Shepherd believes that the earnings of commercial farms are most

nearly comparable to those of employed factory workers. However, factory

workers ' earnings are not a perfect comparison with the labor and manage-

ment returns to farm operators. Factory workers' earnings do not include

returns to management as do farm returns . The fact that factory workers

usually do not exercise much management and that income from other members

of the family is not included in their earnings also makes an exact compari-

son difficult. A commercial farmer necessarily exercises a great deal of

management and the earnings of his family are included in income if the

work was done on the home operation. Even with these differences, however,

Shepherd still believes that the factory worker group is the best one we

have for direct income comparisons

.

Shepherd, op. cit. , pp. 6U2-614-5

.
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The net farm income figures in Table 3 are not neceesarily com-

parable with factory workers ' incomes since the net farm income figure

includes income which should be credited to capital. This charge is the

current value of land and buildings multiplied by the current value of

working assets (machinery and equipment, livestock and crops on hand as

of January l) times the interest rate on intermediate and short-term farm

loans. If the charge for capital is deducted from net income, the sum

remaining is the return to the operator and his family for their labor

and management only.

Comparing these adjusted figures with the annual average earnings

of employed factory workers (Table l) shows that the factory workers are

in a somewhat better income position. A greater difference is observed

when hourly earnings are compared. The average earnings of the farm op-

erator and his family was only $1.17 per hour in 1965 while the average

for factory workers was $2.6l. The reason annual earnings are approxi-

mately the same for the two groups while hourly earnings vary greatly

may be explained by the fact that the farm family works many more hours

than the factory worker.

Another important statistic to be noted from the data in Table 3

is the great variance in incomes, both between types of farms and between

years. It can be seen, for example, that the return per hour of work vas

only $0.11 on Grade B eastern Wisconsin dairy farms in I965, but it was

$3.Ul for irrigated cotton farms in the high plains of Texas. The aver-

age return per hour for all commercial farm operators was $1.17 an hour

in 1965 as compared to a low $0.54 in 1964. Examination of the figures
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for nonfarm per capita incomes and annual earnings of factory vorkers

in Table 1 will show that these groups do not suffer from wide fluctua-

tions in earnings between years.

A great variation between incomes for different years is also

true for Kansas. Kansas Farm Management Associations have compiled in-

come information from 2,121 Kansas farms

.

2 5 Table 5 shows how widely

farm incomes differ between certain years. An extremely good year was

1965, with southwest Kansas showing an average net income before capital

charge of $13,720. However, 1955 and 1956 were very poor years, with the

northwest section showing a net loss for 1956.

TABLE 5

NET FARM INCOME ON KANSAS ASSOCIATION FARMS BY AREAS - I955-I965

Year North South South- North- North- S outh-
Central Central west east west east

1955 $ 957 * 133 $1,673 $2,208 $ 711 $1,263
1956 2,721 3,929 1,071 3,213 -820 2,867
1957 4,390 3,889 5,277 5,321* 6,829 3,9*tO

1958 7,726 7,835 9,61*0 5,837 10,270 5,830
1959 3,207 it, 1*16 3,731* 3,167 6,171 1*,900
I960 5,719 6,223 11,7*6 5,213 12,661 5,685
1961 6,013 8,350 11,983 5,309 7,753 l*,6l*7

1962 7,1*86 7,428 11,816 5,951 12,197 5,729
1963 5,523 5,526 3,895 ^,671 l*,66l 3,993
196U 5,249 6,127 5A57 1*, 758 2,319 5,319
1965 8,795 10,791 13,720 9,1*7 8,623 9,900

25
Danny D. Trayer, et. al. , Farm Management Summary and Analysis

Report , Extension Service, Kansas State University, Manhattan, Kansas,
1965, P. 2.
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Another way of comparing incomes has been suggested. A dollar's

worth of income in agriculture represents a greater real income on the

farm than in the city. Comparisons between rural and urban incomes

should take into account differences in the purchasing power of income,

differential income tax treatment, and differences in the education or

skill, age, and sex composition of the two groups.

D. Gale Johnson has studied these adjustments that need to be con-

sidered in order to compare returns to human resources in agriculture with

those in the rest of the economy. He estimates that labor earnings in

agriculture would represent equal returns for comparable labor if per cap-

ita incomes in agriculture were 65 to 7° per cent of nonfarm incomes

.

Hathaway, however, contends that the figure should be 88 per cent. ' In

other words, if the per capita farm income were 88 per cent as large as

the per capita nonfarm income, the farm family would enjoy welfare equal

to the average nonfarm family. Table 1, however, shows that, even after

making the adjustments suggested by Johnson and Hathaway, farmers, as a

group, would still suffer from low relative incomes. In 196*t, for example,

per capita farm income was only about 58 per cent of that for all nonfarm

people

.

This chapter began with a discussion as to why farmers deserve to

have parity incomes . The historical development of the parity of income

2°D. Gale Johnson, "Labor Mobility and Agricultural Adjustment,"

Agricultural Adjustment Problems in a Growing Economy , ed. Earl 0. Heady,

et al. (Ames: The Iowa State College Press, 1956) , p. 1<&.

27
Dale E. Hathaway, "Improving and Extending Fann-Nonfarm Income

Comparisons," Journal of Farm Economics , XLV, No. 2 (May, 1963) , p. 3®

•
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concept vaa presented and two propoaala for farm programs using this

concept were considered. The examination of these points set in focus

the income comparisons which followed.

Reasons were given why a distorted picture results from the usual

comparison of the average annual farm income to the average of all other

income earners. It was noted that the farm income figure usually includes

all types of farms, both commercial and noncommercial. Incomes from com-

mercial farms were compared with thoBe of factory workers. Finally, a

comparison was made under the assumption that agricultural incomes need

not be as high as those in the rest of the economy to represent equal

welfare to the earner.

The figures indicate that when incomes per farm are compared to the

average annual earnings of factory workers, the farmers are not suffering

comparatively because of low incomes. These figures are deceiving, how-

ever, since they include all farms, regardless of size, and also because

no adjustment is made for income which should be credited to capital equip-

ment and real estate . An attempt was made to eliminate this problem by

considering only commercial farmers and deducting a charge for capital.

When this group was compared to factory workers, it was found that annual

incomes were about the Bame for each group. The hourly rate of factory

workers, however, was more than twice that for farmers.

Economic well-being is not determined solely by annual income, how-

ever. It is a function of net assets as well. The following chapter con-

siders the net worth position of farmers and compares it with the net

worth of nonfarm families.
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CHAPTER II

NET WORTH COMPARISONS

Farm and Nonfarm Net Worth Positions

Using the United States Department of Agriculture figures and data

from a study made by the Survey Research Center, Jacobson and Paarlberg

compare the net worths of farm and nonfarm families . Figures used are

from 1962, the latest year for which a net worth survey has been done on

a nation-wide basis. The figures Bhow that the average per-family net

worth of all farm people was $51,600. The Survey Research Center es-

timated that the average per-family net worth of the United States popu-

29
lation, including both farm and nonfarm families, was $14,600. Jacob-

son and Paarlberg derive a net worth estimate for nonfarm families by

taking into account the influence of average farm-family net worth upon

the total for the country and correcting for it. The estimated net worth

for the average nonfarm family is $11,581. Net worth of nonfarm families

is only 22 per cent as large as that of farm families

.

As with income, it is possible to compare farmers with other occupa-

tional groups. These comparisons are not as accurate nor as easy to make

as income comparisons, however, because of the lack of information avail-

able showing the net worths of nonfarm families . Table 6 shows a compari-

28
Agricultural Statistics 1965 (Washington, D. C.I U. S. Government

Printing Office, 1965) , p. 439.

"George Katona, C. A. Lininger, and R. F. Kosobud, 1962 Survey of
Consumer Finances (Monograph 32, Survey Research Center; Ann Arbor: Uni-
versity of Michigan, I963) , p. 128.

30
See appendix.
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son of farm operators with certain other occupational groups for 1950.

The comparisons are for total assets and not assets less liabilities as

would be the case for net worth. However, it can probably be asBumed

that the relative positions of the various groups would be about the same

in either case.

TABLE 6

DISTRIBUTION OF SPENDING UNITS BY TOTAL ASSETS
WITHIN OCCUPATIONAL GROUPS , 1950

(Total Assets)$100 $500 $1,000 $2,000 $5,000
Occupational All Zero to to to to to Over

Group Cases 500 1,000 2,000 5,000 10,000 $10,000

Professional Percent
and semi-
professional 100

Managerial 100

Self-employed 100

Clerical and
sales 100 7 l6 8 9 18 17 25

Skilled and
semi-skilled 100 5 11 10 12 19 20 2k

Unskilled and
service 100

Farm operator 100

Retired 100
All other 100

All spending
units 100 7 10 8 10 15 17 33

No case reported or less than 0.5 per cent

Source: Robert J. Lampman, The Share of Top Wealth-Holders in Na -

tional Wealth, 1922-56 , Table 62, a study by the National Bureau of

Economic Research, Princeton University Press, I962.

It can be seen that not as many farm operators have total assets

of more than $10,000 as do the managerial or self-employed groups. Re-

tired persons have the same per cent of people with assets greater than

$10,000 as do farmers. Farmers have a greater percentage with assets ex-

ceeding $10,000 than do all other spending units combined.

1 k It 11 21 17 k2

a k 1 3 Ik 19 59
1 a 1 3 9 13 73

13 18 11 lit 18 13 13

1 k k 6 14 19 52

16 5 k 2 7 Ik 52

16 15 9 11 12 19 18
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Table 7 shows a comparative balance sheet for United States ag-

riculture for the years i960 through 1965 . ^Subtracting total assets

from liabilities gives the net worth of agriculture. To determine net

worth per farm, the net worth figure for each year has been divided by

the total number of farms in the country. It should be kept in mind that

these net worth figures include both commercial and noncommercial farms,

which indicates that many commercial farms would have net worths much

greater than the national average. Figures showing the net worth, in-

cluding all assets and liabilities, of commercial farms are unavailable.

Examination of Table 7 will show that net worth per farm has in-

creased considerably over a period of only five years . Part of this is

due to a declining number of farms. There were 1^.5 per cent fewer farms

on January 1, 1965, than on the same date of i960. Another part of the

increase is due to a 12 per cent increase in total net worth from i960 to

1965.

Information setting a specific figure for the net worth of Kansas

farmers is not available from either the State Board of Agriculture or

the United States Department of Agriculture. It was thought that it

would be of interest to compute the net worth figure for the state. Some

data needed for determining the net worth of Kansas farms are available

only in aggregate for the United States while other components are avail-

able for each. state. By combining those figures that are available for

the state and making estimates for figures that are not available, the

net worth of Kansas farms has been obtained and is shown in Table 8.

^ ee appendix for details on how computations were made.



30

a
too

t—
B

a o
u-i H
rf h-i

EH H

D
fe

Eh

_=) -4- C\J ONCO VO OJ m

t— t— H CO CO OJ OJ OJ

O LT\-if ONCQ 0>-S- \D

co oj on oj t— OJ Jt oj

c\j t— on onco on-=j-\o

j$ ^t vr\ t- t-i CO mvo

j- l^o o o\t-vo oj

onvo mcovo oj t^-co

OMAOI
OJ H OJ

t— ON <3\-3- _=f

CO r>» CO

P P m o
•h m-d i

,P C a o
CO fn o o
•H ^ ,0

fttH a a m

Bl crt ^ ;>» ^ t! > a

H O fn O H co cd <u

to o a> o P to SW in P c «d ,p •H +3
m -h <u a;H <D ,P Jh to

UJ C.I > o o 3 Pi >
(1) •H CO -P O <U • P
w f-lStOW a t3 m

1-1 t- rn H H
rH
OJ

H CO
rH

H
OJ

on lt\o"1h LTN m
CO*
rH <H

o
o
OJ

CO ON LTN t- On 30

vo'
rH

rH ONVO J*m H

OJ H in o CO OJ

LTN OJOOVC
rn

ON
OH

ON ON lfN_=j- t- on

on
rH

Ht^ir co*

OJ
J-
X)
rH

CO .* O O OJ H
oj
rH

H t-ir
OJ

30

iH OJ t-Q- on O
OJH

HVOJ -=J-

OJ
oA

rH

T|
•P
rU V
a) -p
Tl en

•p
a> n
-p a.

01
-P
m 01
(i) 0)

rH i

ffl p
<1) o
K M

H O OJ tl

H rH LA _, rd
co-tf ^ -P

21
C\JVO

o\
O

OJ on-=j- rH rt
vo c
•69-

&
0}

(LI »
Ph Hm ITNCO a)

F-3 3o m m <D -rt

o O •rl

OJ m On -H >
LTN. > •H
-69- Fh -d

CO fl

X) OJCO & -,

f*-H o CO
rv-| ^-co C TJ

on ro

LTN ON

on oj
LTN

co on
co h-
VO ON

rH On ON

o>co
-=f OJ
o\ on

3
o
.a

g Pi

P <4-l tO -P
fH TJ rH

O eh C O
S o m ?

CO

<D CO
-,

| -P
> c
11 OJ

ffi
u

<U rH

a a>

d a
a)

P
•H to

fc Sh

rH H
a) a)
rH ID

3 -C*

-P
rH >»
=5 43
U
•H ^
fH (D

B T.1

<; P
0)

*

<c B

m
Q

•H

CO U
o >»

cJ J-.

*d (0

9 p
(0 •H

OJ s
o 09 •H
£ p rH
3 cO <D

o

.S

o
HH

u



m OJ ON H
ON.CO O OO !ArlC\|

Ht-rlO
on r— co oj
^)MD O C\J

\£> ir\0 ir\
jt vo en PO
lAf-O CM

£Q H
S o
<£ Tj
fe O O co rn

<H CM H H ChW
CO o \D rn c— on m
Sg °N •t

«

mVO OJ rH
CO »")-# J"O ^O ON m

cr\ ON rn\o
O ltn On OJ

a B
OJ WP to

m co .« >, c.
P-p u c« co
QJ yj O CU

cow P c ca

„« ^ S O

VD
on
H
on

CO O OJ
co in-^J
J- 1/NOJ

ON oj H OJ CO rH
OJCO-4" ir\ rH O
-* U\OJ OJ ir\ M

Hen

ON 1-— ITS

CO t^OJm u-\ oj

r-tnOm ltn oj

co vo OJ
KlriCO
rnj H

P P
JD -H

•P oj •d
JO tJ OJ
OJ Sh

oj ca w
bOp c
nj tn *h
bo oj -p
P ^

VO ON
irN ON
CO

r-h-
ONO
ON rH

CO 3
tH tJ O
I OJ £S

U CO

C BP -H K
co

COP
O J3
Eh P „,

£l PO OH
3 co O

£ CO
o

p 3 H
d
8 c bO
•H o aP fl •H
CQ -p qW •H

u U
£ m

Ui to a; p
X ft >» cu

O XI
T .c

3 o a u
M u 01 o
¥ V <M
p. a
O •H CU

H en M
to 3
HP -3 tJ
a VW Q> h u

< E o O
P iH u

*H CO Pi
o u to

i> p Cw
T* a <jj O
P H [/)

CO C
O cO O
pq >» •H

u
E

P
a) a COp <D CO C
cd c cm CO

-P Fh H
w 3 O P.

u P X
CU

o s E TL*

•H CO 3 a
a <H CO

•H ca c
!> *J o a
•H •H a >
Q ca o

o CH tJH P. M
CO cu CO

U Ti o • CJ

•H •H CO Fh

P P cu,o
w V) cOP
•H 5] c-j rt-dP a B <D

cO •H bfl Hr-i
P ,a CPT
CO CO •H ra co

•H a CUP
*H c H cu

o F-j

e
(Ut3

2 p
CO «H CO Jh

tJ PP O
U Q) CU coCh
o CO T3
o 3 a> x
<u o r^P-H
ffi .4 rO COTJH C

CO Tl 3 <u
CD CU O Pt

o <S PrH Q4
u 3 CO cO

»H H PjU
^ u | cu

o 3 o O It

co™
H UP^



32

For farmers, net worth figures often cited pertain only to assets

used in the agricultural operation. The value of the farmer's house,

his car, government securities, and other assets not used in the business

are not included. This report examines net worth which includes all as-

sets and liabilities of farm families.

Net worth amounts for Kansas farmers are considerably higher than

the national average. -Net worth, including all types of assets, was al-

most $70,000 in 1962 as compared to the national average of about $50,000.

Net worth for the state's farmers has continued to rise and was $79,35**

on January 1, 1965. This is a 2k per cent increase over i960, about

double the rate at which the national figure has grown. During the same

period, there was a 10 per cent decrease in the number of farms.

One reason why net worth amounts in Kansas are greater is that the

state has a much lower percentage of subsistance type farms than the na-

tion as a whole. Another reason is that farms are larger and operations

require more machinery. Department of Agriculture figures show that the

average value of total capital on winter wheat farms in the United States

on January 1, I965, was $118,790- Many Kansas farms are included in this

category. Other types of farm operations in other parts of the United

States require considerably less capital investment. Georgia broiler

32
farms, for example, had an average investment of only $18,9^0.

Explanations for Large Het Worths

Jacobson and Paarlberg explain the farmers' high net worth

rarm Costs and Returns , op. cit. , pp. 3** and 80.
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accumulations as a result of their tendency to hold back large sums

from gross income to spend on equipment and land. If they are consider-

ing the individual farmer, their contention is less important for explain-

ing large net vorth accumulations than some other reasons . Several econ-

omists believe that farmers ' net worths are large mainly because of in-

creases in the market values of assets . Hathaway has stated that he

suspects the wide divergence between farm-nonfarm asset comparisons is

due largely to capital gains in agriculture. •"

Numerous studies have been made which attempt to assess the

amount of capital gains which have occurred in agriculture. Boyne has

found that farm operators as a group experienced gains in real wealth

through changes in asset prices of 25 billion in i960 dollars from I9H0

to I960.
31*

Grove has found that increasing capital values in farm assets due

to price changes averaged nearly $1,000 per farm per year during the two

decades from 191t0 to i960. This amounted to 43 per cent of total net

income from farming operations during this period. Hathaway, in an-

other study of capital gains , obtained figures that do not deviate too

much from those of Grove. Table 9 shows the values calculated by

both economists.

-"Hathaway, "Improving Income Comparisons," op c it

.

, pp. 369-370.

David H. Boyne, Changes in the Real Wealth Position of Owners of
Agricultural Assets, 1940-60," (Unpublished Ph. D. Dissertation, University
of Chicago, 1962)

.

35Ernest W. Grove, "Farm Capital Gains—A Supplement to Farm Income?"
Agricultural Economics Research , U.S. Department of Agriculture, Agricul-
tural Marketing Service, Vol. XII, No. 2 (April, i960) , pp. 37-38.

3°Dale P. Hathaway, "Agriculture and the Business Cycle," Policy
For Commercial Agriculture, Its Relation to Economic Growth ana Stability ,

85th Cong., 1st Sess., Joint Committee Print, November 22, 1957, pp. 51-
56.
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TABLE 9

ESTIMATES OF PER FARM CAPITAL GAINS , 1950-1964

Year Hathaway Grove Hoover Ireland Net Income

Estimate Estimate Estimate8 Estimate Per Farar

1950 $2,840 $2,850 $2,386 $3,010 $2,421
I05I 2,443 2,220 1,981 2,045 2,946

1952 -1,082 -1,100 - 942 - 558 2,896

1953 -1,116 -1,250 - 940 - 622 2,626

1954 496 600 625 271 2,606

1955 556 400 149 731 2,463

1956 1,828 1,700 1,533 2,105 2,535

1957 1,900 1,636 1,464 2,590
1958 2,750 2,476 2,481 3,189

1959 875 220 928 2,795
i960 684 3,043

1961 1,574 3,389
1962 1,790 3,562
1963 2,043 3,671
1964 2, $92 3,479

Average 845 1,093 912 1,369 2,948
for years
calculated

a Includes only three-fourths of real estate.

^From Table 1.

Table 9 also shows estimates made by Hoover who has studied changes

in the value of assets due to price changes. He calculates what he

terms "real capital" or "purchasing power" gains in contrast to the "cur-

rent" or "absolute dollar" measures used by Hathaway and Grove. The

price index of "price paid by farmers for commodities used in family liv-

ing" is used as a standard of purchasing power. Real capital gains are

computed by multiplying the percentage change in the price index for a

given period by the value of farm capital assumed to be held at the first

J 'Dale M. Hoover, "The Measurement and Importance of Real Capital
Gains in Unived States Agriculture, 1940 Through 1959, Journal of Farm
Economics, XLIV, No. 4 (November, 1962) , pp. 929-940.
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of that period. This quantity is then substracted from the change in

the value of farm assets due to changing prices during the period. The

final result is the estimate of real capital gains

.

Hoover's calculations shov that, on the average, real capital gains

and losses were about 18 per cent as large as farm income for the twenty -

year period 191*0-1959. But since gains and losses offset each other to

a considerable degree, real capital gains for the two sub-periods, each

covering a decade, were found to be equal to or less than 10 per cent of

the average annual income. This is far less than the 1*3 per cent reported

by Grove or the 3k per cent implied by Hathaway's figures for 1940 through

1956.38

Estimates of capital gains in agriculture for the years 1950

through 196!+ have been made by the writer and are included in Table 9.

The method used in obtaining these estimates is explained in the appendix.

It was thought that this method was not much different from that used by

Grove , but the figures in these two columns vary substantially. In any

case, all estimates show that capital gains in agriculture have been con-

siderable. Table 9 also compares per farm capital gains or losses with

the net income per farm for each year from I95O through 1961*. Increasing

capital values in farm assets due to price changes averaged $1,369 per

farm, per year during the last 15 years . The annual average of farm oper-

ators ' net income per farm was $2,948. Capital gains, both realized and

38Ibid., p. 939.

39part of this difference is due to the fact that the Department

of Agriculture has revised its figures since Grove's study was made.
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unrealized, therefore, have averaged about 50 per cent of the total net

income from farming operations

.

Farm assets increased in value due to price changes in 13 of the

last 15 years, with declines in 1952 and 1953. Capital gains were espec-

ially high during 1950 and 1951, the first two years of the Korean con-

flict. The two years of capital losses occurred after and at the close

of the conflict. Capital gains were very high in 1958 mainly because of

higher real estate values . The year 1964 also is shown to be one of

large capital gains

.

It is worth noting that the farm debt has no place in capital

gains calculations. An increase in farm debt is an offset to saving or

1*0

investment, not to higher land and other asset values.

If Grove and Hathaway's figures are accurate, Jacobson and Paarl-

berg are probably overestimating farmers' tendency to invest, thus in-

creasing their net worth. The individual farmer has watched his assets

increase in value not only because of his investment but also because of

increases in the price of capital assets .

If agriculture is considered as an aggregate of all farmers, how-

ever, Jacobson and Paarlberg may be close to the truth. Prices probably

are rising mainly because farmers as a group are bidding them up. They

force prices up because of their strong propensity to invest in land and

equipment. There is, of course, also a good deal of pressure on prices

coming from the nonfarm sector of the economy. Industry, the government

and urban people are buying land, and industry competes in the market for

capital equipment.

*QGrove, "Farm Capital Gains," op. cit ., p. 1*1.
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Capital gains in agriculture have been great over the past 25

years. The most important reason is because of increasing land prices,

which have been explained in different ways . Jacobson and Paarlberg ap-

parently believe that government support programs have contributed a

great deal to the problem.

It is clear that the efforts to lift the incomes of farm

people in the direction of parity have been blunted by

their propensity to convert this improved financial compe-

tence into added net worth. Rising land values are the

major manifestation of this phenomenon.

Whether the fault is with the support programs is debatable. One

economist has stated, "The price-support and related programs have focused

on land and on output; it is probable that their chief effect has been to

Up
bolster farmland values and maintain or increase land rents . Fuller

has considered the question at greater length. He points out that produc-

tion allotments and marketing quotas generally have their eligibility in

land rather than in people and program benefits thus tend to flow into

the hands of land owners through capitalization rather than going into

land returns . Land values doubled between 1950 and 1965 but during this

time aggregate farm income did not rise. Yet during the period 195° to

1962, as fewer recepients realized a fairly stable aggregate of net in-

come, there was the opportunity for a significant rise in labor incomes.

However, this rise was not experienced because the markets for land and

labor operated such as to award the increment of income mainly to land

Jacobson and Paarlberg, op . c it

.

, p. '127.

U2
Marion Clawson, "Aging Farmers and Agricultural Policy,"

Journal of Farm Economics, XLV, No. 1 (February, I963) , p. 13.
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1+3
owners .

J

Schmid puts it in this manner:

Any increased residual stream, whether originating

in or sustained by subsidies, increased demands, or new '

and more productive inputs, will be capitalized into the

price of the fixed factor which controls access to the

income stream whether the 'factor 1 be land, a marketing

certificate, or a franchise. *

Wilcox takes issue with these conclusions, however, and cites

figures which show that only about 2 per cent of the farm land in the

United States has changed hands each year by voluntary sales and only

about 1.1 per cent has been purchased by farmers for their own operation.

When this 1.1 per cent rate is applied to the 10 year period 1953-1962,

it is seen that only 10 to 15 per cent of the farmland operated by own-

ers in 1962 had been purchased after 1953- Taking the cumulative as-

pects of these transfers into account, Wilcox estimated that no more than

5 to 10 per cent of the aggregate program benefits for the ten year per-

iod has been purchased at higher prices resulting from program benefits.

Thus, for example, on land purchased by new owners in the ninth year of

the period, 90 per cent of the increased income for the ten year period

was received by the original owners . Wilcox contends that although land

prices have increased each year since 195 1*, many factors other that the

benefits of farm programs were responsible for the increase.

A large portion of farm land is rented on a crop-share basis.

Changes in land value might be expected to cause the landlord to raise

the rental price but Wilcox finds that rental terms and tenant's benefits

1*1*

A. Allan Schmid, Capitalization of Farm Program Benefits: Fur-

ther Comment," Journal of Farm Economics , XLVI, No. 3 (August, 1964 ) , p.

687.
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have generally remained unchanged from years before government support

programs.
1* 5 There are certainly other reasons why land prices have in-

creased. Cochrane puts the blame on technology:

The greater return to all farmers from the techno-

logical advance will be taken into account in their

thinking and acting—it will be capitalized into the

value of the fixed assets of their farms, namely, real

estate. Land values will rise to reflect the income

gain from the technological advance; thus the gain from

a technological' advance will be converted into higher

land values as farmers and nonfarmers compete for land

in which to employ that technological advance. 4"

This argument may be unresolvable. A probable conclusion is that

while farm support programs contributed to the great increase in land

values in the last 25 years, it is impossible to say just how much of

the increase they caused. Wilcox's findings that rental terms and ten-

ant's benefits have remained generally unchanged while land values have

gone up seems to be significant. However, the tenant's expenses have gone

up considerably, too. It is possible that rental terms would have become

even more favorable for the tenant had not land values increased to off-

set the increased cost of tenant -purchased inputs

.

The assumption that farmers invest at a considerably greater rate

than nonfarm families has been used by several writers. However, no

study has actually shown that this is true. Hathaway is unaware of any

such studies and stated:

Walter W. Wilcox, "How Much of Farm Program Benefits Are Lost

to Farm Operators Via Capitalization into Land Values?" Journal of Farm

Economics, XLVI, No. 1 (February, 1964), pp. 246-247.

46 r
Cochrane, op . c it , p. 65.
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Another explanation of the asset accumulation by

farmers , which appears extraordinary in light of their

chronically low incomes, might be an extremely high

saving rate for this occupational group. To my knowl- ^_
edge, no conclusive evidence is available on this point.

Literature on the subject seems to assume that the savings rate

is high among farm people. Studies with results like those of Tostlebe's

perhaps have prompted such assumptions. Tostlebe has studied capital for-

mation in agriculture since I87O and has found that "To a remarkable de-

gree, farmers have financed the increase in farm capital with their own

incomes and savings."
1*8 These findings do not prove that farmers have

saved amounts relatively greater than nonfarmers but they do give that

impression, and the impression is probably an accurate one.

Several reasons why farmers invest so much in productive assets

have been presented. Fuller maintains that it is due to capital gains

consciousness:

The American farmer has a long history of property and

capital-gains consciousness. Alexis de Tocqueville noted

in the l830's: 'It seldom happens that an American farmer

settles for good upon the land which he occupies: especial-

ly in the districts of the far West he brings land into till-

age in order to sell it again and not to farm it: he builds

a farm house on the speculation that, as the state of the

country will soon be changed by the increase of population,

a good price will be gotten for it. .
.'

Richard Hofstadter, 120 years later, concluded that the

conflict between the agrarian myth and an environment of com-

mercial realities was one which cherished not the land but

land values ,*9

^Hathaway, "Improving Income Comparisons," op. cit. , p. 369.

^Alvin S. Tostlebe, Capital in Agriculture: Its Formation and

Financing Since 187O (New York: The National Bureau of Economic Re-

Search, 1957), p. 19-

9Fuller, op. cit. , p. 121*9

.
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Other writers believe that changes in investment are associated

with changes in farm income, "...it appears that in general the hypoth-

esis is substantiated that farmer's expenditures for capital goods itenB

are associated with changes in farm income."
5 Investment increases when

farm incomes are high.

If dollars spent for durable capital inputs often lead

to overspending on other inputs and therefore are not fully

recovered, why do farmers spend so generously for them?

One reason lies in the well-known phenomenon of cyclicality.

Much overspending for durables takes place during the boom

period of a cycle—or during any temporary good times. And

to the extent that such new spending comes in waves, the

fact that each farmer sees his output as not affecting price

amplifies the spending.. .51

If it is correct to assume that farmers have a high propensity to

invest in further productive assets, what is the effect of this tendency?

Jacobson and Paarlberg conclude that it has prevented farmers from earn-

ing higher incomes . Again, it is not clear whether individual farmers

are being considered or whether this is for farmers as an aggregate.

Therefore, it is necessary to consider this contention from the point

of view both of individual farmers and of the agricultural industry as

a whole.

Do individual farmers tend to invest too much in their farming op-

erations? A wealth of information indicates they do not and that actually

more investment is needed. Johnson and Bachman have found that total

farm output increased Zk per cent from 19^0 to 1951. This greater output

was produced on only k per cent more cropland and with 23 per cent fewer

' Hathaway, "Agriculture and the Business Cycle," op. cit. , p. 67.

-''Harold F. Breimyer, "Why Do Farmers Overinvest?," Journal of

Farm Economics, XLVIII, No. 2 (May, 1966) , p. 1*77.
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hour of work but with 192 per cent larger investment in land and other

52
capital goods. There is sufficient evidence to show that the trend

toward more and more capital on individual farms is continuing. Kaldor

states, "Unquestionably, capitalization per farm needs to be greatly in-

creased. JJ

Table 10 summarizes the conclusions of various studies dealing with

increased capital investments on different types of farms . These studies

show that incomes on all farms studied can be improved by increasing cap-

ital investment and operating expenses .

It is not so certain what the capital requirements for agriculture

as a whole are. As people move out of agriculture, the farms they leave

are usually consolidated with other operations . Consolidated farms typ-

ically are operated by the remaining farmers with only a slight increase

in labor and capital of their own, the total employed on the combined

units being less than for the separate units. The remaining farmers do

not duplicate the machine units of those who relinquish the land. Agri-

culture as a whole may require less capital than is now employed, but

this is still a disputed question.

It can be concluded, therefore, that if Jacobson and Paarlberg

were referring to individual farmers, they were overstating the case, i.e.,

that high propensities to invest in farm assets blunt efforts to raise in-

comes . Most farms, as has been pointed out, can use further inputs of

•"Sherman E. Johnson and Kenneth L. Bachman, "Recent Changes in
Resource Use and Farm Income," Problems and Policies of American Agricu l-
ture (Ames: Iowa State University Press, I960), p. 13.

-T)on Kaldor, "Adjusting Resource Organization and Allocation,"
Problems and Policies of American Agriculture (Ames: Iowa State Univer-
sity Press, 1959), p. 329.
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capital to raise incomes. If they were referring to farmers as a group,

however, they are correct. There may be sufficient or even too much cap-

ital invested in agriculture. Certainly the effect of many farmers buy-

ing capital equipment has caused prices for this equipment to rise. But

it more capital is needed in agriculture, the buying will be Justified

even if it does cause prices to rise.
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CHAPTER III

INCOME AND NET WORTH CONSIDERED TOGETHER

Economic theory holds that the economic well-being of an individual

is a function of two measures, income and net worth. In attempting to

determine the economic condition of farmers, it would he advantageous if

there were some rule of thumb for making comparisons between two people

having different incomes and net worth values . No such rule exists but

Grove and others have contended that gains in asset values should be con-

sidered as a supplement to income. Grove goes so far as to conclude

that, "...for any farm operator, the whole of his assets might well be

added to his current income to indicate his purchasing power or 'control'

over commodities and services."

It was noted earlier that capital gains in agriculture have been

considerable. Capital gains, however, have traditionally been excluded

from measures of income. This may be partly because of lack of informa-

tion, but it is mainly due to keeping theoretical considerations applica-

ble at the national level of income measurement.

National income is the measure of national output of commodities

and services. There should be no double counting. Commodities have to

be measured in terms of market values and dollar totals . No amount should

be counted as income that does not have its counterpart in the production

^Marshall, op. cit.
, p. 77.

''Grove, op. cit.
, p. kO

.

'T?his discussion on considering capital gains as a supplement to

income is taken largely from the article by Grove, Ibid. , pp. 37-^3.
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flow of commodities or services . Changes in value of existing goods are

not changes in national income so capital gains and losses, realized or

not, are excluded. Changes in asset values are important to the owners

of capital goods but have no bearing on the total amount of commodities

and services available to the nation.

This same viewpoint is usually accepted in other types of income

measurement. Estimates of farm operators' income for example have always

excluded the effects of price changes on the value of crop and livestock

inventories, one form of unrealized capital gain or loss. In the same

manner, estimates of personal income seldom include any allowance for cap-

57
ital gains or losses

.

Recently there has been some shift of opinion on the question of

income measurements. Cochrane has stated:

It is true that a person cannot buy groceries with

capital gains, or make monthly payments on a new tractor.

But it is also true that when capital gains are realized

through the sale of the asset such gains are better than

earned income, because they are taxed at a much lower rate.

Further, as assets appreciate in value, the credit base of

a businessman is increased—very important in the modern

business world. Farmers have been the beneficiaries of a

very large gain over the past twenty-five years , call it

what you will.'8

Hoover and Hathaway have also contended that capital gains should

be considered as a supplement to incomes . However , Hoover suggests cau-

tion in interpreting capital gains analyses.

^Lawrence H. Sellizer makes a convincing argument of why capital

gains are different from income in his book, The Nature and Tax Treatment

of Capital Gains and Losses (New York: National Bureau of Economic Re-

search, Inc., 195D , PP- 1t7- 1*9.

58,Cochrane, op. cif. , p. 122.
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...the fact that capital gains in one period may become
income in future time periods should cause some restraints

in interpreting capital gains analyses . The exact propor-

tion of capital gains in one period which are represented

by income in future periods cannot be known because of the

many forces which may give rise to capital gains.''-'

The change in view reflected by the above statements has probably

been accelerated by the increasing prevalence of stock options for cor-

porate executives and other tax devices whereby compensation may be viewed

as capital gains instead of . current income

.

Since income obviously will be increased by a realized capital

gain and decreased by a realized capital loss, there is good reason to

include these gains and losses in income estimates. Is it possible that

this same line of reasoning should apply to a group of operators as large

as all farm families? Grove believes that it should.

Probably it is not the size of the group so much as its degree of

self-containment. If a family consumed only what it has produced itself,

then capital gains and losses would be of no significance. For individuals

in an exchange economy, however, a realized capital gain is a clear addi-

tion to purchasing power.

The country as a whole is so nearly self-contained that capital

gains and losses may be safely ignored, but farmers as a group are not

self-contained. Probably the more appropriate question is whether capi-

tal gains and losses can be ignored for farmers and nonfarmers alike on

the assumption that they are about equal on the average. Aggragately,

nonfarm capital gains have certainly been much larger than farm capital

gains in the last 15 years but farm gains are much more widely distributed

Hoover, op. cit. , p. 940.
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among farmers than are nanfarm capital gains among nonfarmers . This

fact probably justifies the consideration of capital gains as a supple-

ment to incomes

.
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CHAPTER IV

CONCLUSION

Throughout this report an attempt has been made to study the eco-

nomic condition of farm families . The study tried to answer some questions

raised by Jacobson and Paarlberg in an article which is also concerned

with the economic position of farmers.

One of the conclusions reached in this report is that it is not

meaningful to make comparisons of all farmers versus all nonfarmers . In

so doing, one is attempting to lump together all farmers who have little

in common except that they sell more than $50 a year of farm products.

Various ways of looking at the earnings of farm families are considered.

No one method is deemed to be the best. Even when only commercial farms

as a group were considered, it was found that incomes between various

types of farms vary considerably. Nor is it very meaningful to consider

as one group all persons who don't farm. This classification includes an

even more heterogeneous group of individuals

.

The emphasis of the Jacobson and Paarlberg article is on parity

—

both income parity and net worth parity and their implied opinion is that

neither is obtainable. In order to test this conclusion, various income

and net worth comparisons between the agricultural and nonagricultural

segments of the economy were made in this respect. While Jacobson and

Paarlberg 's theses were not disproved, it does appear that their conclu-

sions are-questionable.. Income comparisons, for example, sometimes showed

the agricultural group to be in a better position than nonfarmers . In

net worth comparisons, it was shown that, while in general the authors
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are correct, some comparisons show certain occupational groups to have

a superior net worth position.

Is income parity an inappropriate goal for farm policy, as the

authors suggest? The conclusion that this report reaches is that at least

for some groups of farm operators, parity of incomes is not only an appro-

priate goal, but is also one that can be attained and in some cases is

one that has already been achieved.
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APPENDIX

I. Computation of Estimated Net Worth of Nonfarm Families.

Department of Agriculture figures show that the average per-fara-

ily net worth of all farm people in I962 was $51,600. The Survey Re-

search Center estimated that in I962 the average per-family net worth

of the United States population including both farm and nonfarm families

was $14,600. Figuring that there were 3.5 million farm families and 42.9

million nonfarm families:

46.4 x $14,600 = $677,440
- 3-5 x $51,600 = 180,600

W7§ $496,840

$496,840 i 42.9 - $11,581

II. Computation of Estimated Net Worth for Kansas Farmers.

Farm assets values for Kansas are available from the State Board

of Agriculture. Values of nonfarm assets, which include household fur-

nishings and equipment, deposits and currency, United States savings

bonds, and investment in cooperatives, are not available for the state.

An estimate was computed by determining what per cent nonfarm assets were

of farm assets for the United States for each year and using this per-

centage to calculate state estimates. For example, in I965 for the United

States, nonfarm assets were 14.4 per cent of farm assets. In Kansas for

the same year farm assets were $7,985 million; 14.4 per cent of this Is

$1,151, which is the estimated value of nonfarm assets for I965 in Kansas.

The Agricultural Finance Review gives a greakdown by states of all

farmers' liabilities except outstanding Commodity Credit Corporation
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loans and nonreporting creditors . Figures for Commodity Credit Corpora-

tion loans outstanding were obtained from the Financial Analysis Branch,

Fiscal Division, of the Agricultural Stabilization and Conservation Ser-

vice, Washington, D. C.

Another estimate had to be made for the debt owed by farmers to

nonreporting creditors. The same method was used for this as was used

in estimating the value of nonfarm assets . The estimate was made by com-

puting the per cent of the debt held by nonreporting creditors nation-

wide to the total national debt for farmers for each year and using this

percentage to determine a figure for the state. Table 11 shows the lia-

bilities of Kansas farmers by various categories

.

III. Computation of Estimates of Capital Gains in Agriculture, 1950-6 1*.

Increases in the value of assets are due to larger net investment

and to changes in asset prices . The agriculture balance sheet shows the

value of assets as of January 1 for each year (Column 8, Table 12) . The

difference between asset values for successive years (Column 9) is the

gross change in asset values during the year. The gross change is the

sum of the change due to net investment plus those due to a price' differ-

ence (capital gains). The annual net investment figure has been subtrac-

ted from the gross change each year (Column 9 minus Column 10) and the

difference is the capital gains for the year (Column ll)

.

The change in asset values due to net investment (Column 10) is

the sum of net investment in six different types of assets. Column 1

through 6 in Table 12 show the net investment in each of these assets

.

Information showing the net investment in real estate as well as in
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machinery and motor vehicles is available from government publications.

These figures are given in Columns 1 and 5. The financial assets held

by farmers are not considered to increase greatly in value due to capital

gains, so net investment in them is the same as the change in their total

amount each year (Column 6)

.

Table 13 shows how net investment in livestock has been calcu-

lated. The value of livestock on January 1 for each year is shown in the

first column. The change in the value of livestock during the year (Col-

umn 2) is the difference in the successive totals of Column 1. To deter-

mine how much of this change was due to change in prices, price indexes

were consulted. Column 3 shows the price index number for December of

each year. Column k shows the change in the price index number from De-

cember of one year to December of the next year. The change in the price

level during a year (Column h) divided by the index number (Column 3) at

the start of the year gives the percentage of change in price level during

the year (Column 5) . The change in asset values due to changes in the

price level (Column 6) is computed by multiplying the value of assets on

hand on January 1 by the percentage change in the price level. The change

in asset values due to price changes subtracted from the gross change in

asset values during the year (Column 2 minus Column 6) gives the change due

to net investment. The net investment figure for each year is transferred

to Column 2 in Table 12. The same procedure was followed for computing

net investment in crops (Table 14) and essentially the same method was

followed for household furnishings and equipment in Table 15.
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TABLE 1U

CHANGES IN VALUE OF CROPS STORED ON AND OFF FARffi

• Value Change Price Change in Percentage Change Change

Year on during index price in- change in due to due to

Jan l
a year° no. for dex during price? price invest-

(billiona) pec. d yeare change" rnent

(billions) (billions) (billions)

(1) (2) (3) CO (5) (6) (7)

191*9 8.6 215

1950 7.6 .3 262 1*7 21.9 1.7 -l- 1*

1951 7.9 .9 281 19 7.3 -6 -3

1952 8.8 .2 255 -26 - 9.3 - -8 1.0

1953 9.0 .2 235 -20 - 7.8 - .7 .9

195I* 9-2 -
1* 237 2 .1 c A

1955 9.6 -1.3 219 -18 - 7.6 - .7 - -6

1956 8.3 c 232 13 5.9 -5 - -5

1957 8.3 - .7 212 -20 - 8.6 - .7 c

1958 7.6 1.7 213 1 B e 1.7

1959 9-3 -1.5 219 ° 2- 8 -3
—l'°

i960 7.8 .2 218 - 1 g C - 2

1961 8.0 .7 221* 6 2.8 .2 .5

1962 8.7 .5 230 6 2.7 -2 -3

1963 9.2 -6 21*3 13 5.7 -5 .1

1961* 9.8 - .9 236 - 7 - 2.9 - -3 - •&

1965 8.9 221* -12 - 5.1 - -5

Source- Agricultural Finance Review , U. S. Dept . of Agriculture,

Economics Research Service, Farm Production Economics Division, February,

1966, pp. 78-79.

^Difference between successive totals in Column 1.

c
Less than 0.1 billion dollars.

Source- U. S. Dept. of Agriculture, Agricultura l Prices , I965 An-

nual Summary , Crop Reporting Board, Statistical Reporting Service, June, 1966,

P. 7.

eDifference between successive numbers in Column 3.

fCurrent figure in Column 1* divided by previous year's figure in Col-

umn 3-

&Less than 0.1 per cent.

Column 5 times Column 1; both figures for .same year.
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TABLE 15

CHANGES IN VALUE OF HOUSEHOLD FURNISHINGS AND EQUIPMENT

Percentage Change Change

change in due to due to

price dur- price
g

invest-

ing year change ment

(billions) (billions)

(3) CO (5)

Change

Value on during

Year Jan. la year

(billions) (billions)

(1) (2)

I9U9 9.1

1950 8.6 1.1

1951 9.7 .6

1952 10.3 - .it

1953 9.9 c

195 1* 9.9 .1 .

1955 10.0 .5

1956 10.5 - .5

1957 10.0 - .1

1958 9.9 - .1

1959 9.8 - .2

i960 9.6 - .7

1961 8.9 .2

1962 9.1 - .h

1963 8.7 .1

1961* 8.8 c

1965 8.8

.2.2 1.0 .0

.8 .1 .5

2.3 - .2 -.2

.5 c c

2.1+ - .2 .3

2.5 - .3 .8

2.0 .2 -.7

.2 c -.1

1.1 - .1 c

.8 .1 -.3

1.0 - .1 -.6

.6 - .1 •3

.2 c -.4

.2 c .1

.9 - .1 .1

Source: U. S. Dept. of Agriculture, Agricultural Finance Review ,

Economic Research Service, Farm Production Economics Division, February,

1966, pp. 78-79.

^Difference between successive totals in Column 1.

cLess than 0.1 billion dollars.

Source: U. S. Dept. of Labor, The Consumer Price Index , Bureau of

Labor Statistics. January reports for 1951-66; household durables price

index, I96O-66 and household furnishings price index, 1950-59.

eColumn 5 times Column 1; both figures for the same year.
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IV. Letter of Explanation of the Grove Method for Computing Capital

Gains

.

The following letter from the Economic Research Service explains

the method used by Grove in determining estimates of capital gains.



UNITED STATUS DEPARTMENT OF AGRICULTURE

ECONOMIC RESEARCH SERVICE gj

August 31, 1966

Mr. Robert E. Ireland, Research Assistant

Department of Economics, Waters Hall

Kansas State University

Manhattan, Kansas 66502

Dear Mr. Ireland:

The following paragraphs detail the procedures used in table 3 of the article

"Farm Capital Gains—A Supplement to Farm Income?", by Ernest Grove in

Agricultural Economics Research , April, i960.

The columns on real estate and machinery and motor vehicles are based on

estimates made in this division. They are essentially estimated annual

gross capital expenditures less depreciation. Tablets 18H and I9H of FIS-203

enclosed, will give you the overall and component parts of the farm capital

expenditures sector.

The column on livestock reflects the net value of physical changes during the

year in farm inventories of livestock. The changes in numbers during the

year are valued at the simple average of values per head as of January 1 of

the given year and January 1 of the following year.

The column on crops represents CCC loan transactions during the year plus

our measure of the net value of the physical change during the year in farm

inventories of crops. The loan transaction data are the difference between

loans outstanding January 1 of the given year and January 1 of the following

year. The net value of the physical change in farm held crop inventories

reflects the change in individual crops valued at the weighted average price

for all marketings during the year.

The column on household furnishings and equipment is based on annual data

on expenditures and depreciation as estimated by the Consumer and Food

Economics Research Division of the Agricultural Research Service.

Through Agncuiturii Progress
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The column on financial assets is based on the changes in deposits and

currency, United States Savings Bonds, and investments in cooperatives.

I trust this will give you the general procedures used in the table.

Please let me know if you need further amplification of the background of

the data.

Sincerely yours,

Enclosure

Mardy '%ers , Head
Farm Income Estimates Section

Economic and Statistical

Analysis Division
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The February, 1°66, issue of the Journal of Farm Economics contains a

short article written by M, A. Jacobson and Don Paarlberg which considers

the question of whether farm support programs are justified in attempting

to establish a parity of income between farm and nonfarm income earners.

Data are presented showing that the average farm family has a net worth

considerably greater than the average nonfarm family, but that income com-

parisons strongly favor nonfarm people. Reasons why these two measures of

economic well-being show a disparity are briefly discussed.

This report considers some of the questions, most of them to some length,

raised by the article. It examines and supplements the data the authors have

used. The main conclusion reached is that the economic position of farm fam-

ilies is not so poor in relationship to nonfarm families as is commonly

supposed. A somewhat different picture of what farm incomes are is observed

when the "noncommercial" farms (those selling less than $5,000 in farm pro-

ducts a year) and the "commercial" farms (those selling more than $5,000)

are looked at separately. It is realized that problems of the noncommercial

farms, which make up 55 per cent of all farms in the country, are part of the

farm problem. However, it is thought that the income predicament of farms

in the two classes represents a different type of problem and should be con-

sidered separately. The main interest of the report is the income and net

worth position of the commercial farmers.

The tendency to compare farm incomes with the average for all nonfarm

people is questioned. Reasons are given why a more logical comparison would

be between farmers and members of another working class which has about the

same level of skill and education.



In consideration of net vorth, the value of assets for farmers and non-

farmers is compared. It will be seen that the net vorth holdings in the

agricultural sector of the economy far exceed those of all other people.

Reasons for the high net worth holdings of farms are examined and some of

the implications involved are studied.

Finally, the over-all economic position of farmers is considered by

examining both the annual incomes and the increases in net worth. Reasons

are given as to why it is perhaps logical to consider capital gains from

assets as an addition to annual incomes.


