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CHAPTER 1

INTRODUCTION

Nonfarm income is rapidly becoming the more dependable portion of
many American farmers' total income. The farmer-producer is a price taker,
possessing 1ittle or no bargaining power. The prices paid by him form a
rather steadily increasing trend, while those received by him form a more
erratic trend., Faced with much price and yield uncertainity, many farmers

have taken insurance in the form of nonfam income.

Nonfarm Income Defined

As the components of farmers' nonfarm income vary depending upon
the source cited, a definition is in order., Farmers' nonfarm income is that
income, apart from the farming operation, which is received by the fam
operator himself or by members of his family. It includes income from
cash wages, salaries, conmissions, tips, a nonfarm business or professional
practice, rental of nonfarm property, dividends, interest, royalties, social
security pensions, retirement pay, veterans benefits, gifts, inheritance and
other nonfarm income,

Income received from government faym programs is not included as part
of nonfam income. Government payments represent an integral component of
the American farm policy. Within limits, the producer chooses between more
government payments or more freedom in picking a cropping pattern. As such,
these payments represent a part of farm income,

Income from custom work, machine hire or rental of agricultural



property is also excluded from nonfarm income, Since the fam's machinery
is often utilized in the acquisition of such income, many relevant expenses
are included in the fam's operating expenses, Therefore, this income is
more accurately identified as farm income. If the farm's machinery is not
utilized or if a separate expense account 1s kept, then such income is
considerad to be derived from a nonfarm business. It is then included in
nonfarm income,

Exceptions to the above definition of farmers' nonfarm income are

either footnoted or explained in the text.
Objectives

The major objective of this study is to determine the importance
of nonfarm income to Kansas famers. The relative significance of nonfarm
income as a supplement to fammers' farm income is measured by: (1) the
average amount of nonfarm income received per farm; (2) the distribution
of the amount of nonfarm income received among the %:nns; and (3) the
portion of the fammers' total net income that is derived from nonfarm
sources,

Secondary objectives are: (1) to ascertain the difference, if any,
in the amount of nonfarm income received by farmers throughout various
areas of Kansas; and (2) to analyze the average amounts of nonfarm income
received by various selected fam categories, Such categories include
farm sales, principal operator's age and type of business organization,

In pursuit of these objectives, the nonfarm income of the Kansas
Fam Management Association farmers was analyzed for the three year period,

1973-1975,



CHAPTER 2
REVIEW OF LITERATURE

Although this study focuses on Kansas farmers, the nonfarm income
data and other relevant statistics are presented on both the national and

state levels for comparative purposes, Both the Farm Income Statistics (FIS)

and the United States Census of Aqriculture (Census) publish farmers' nonfamm

income data on a national level, Unfortunately, the FIS does not publish
this information for individual states. The Census provides the only nonfarm
income data available on Kansas fammers,

National Nonfarm Income Via
Farm Income statistics

The FIS defines nonfarm income of the farm population and of farmers
as consisting of "income received from nonfamm wages and salaries, business
and professional income, interest, and transfer payments, such as unemploy-
ment compensation, social security and veterans benefits...rental income from

ul Custom work, machine hire and

nonfarm sources, dividends and royalties.
recreational income are counted as part of fam 1ncome.2 The FIS definition

of farmers' nonfarm income coincides with the definition outlined in Chapter 1.

1Economic Research Service, U.S., Department of Agriculture, Fam
Income Statistics, Statistical Bulletin No. 557 (Washington, D. C., JuTy 1976),
P. V.

21bid., poiv.



The Farm Population

The FIS publishes estimates based on two different concepts of farm

1ncune.3

The first concept views the total farm population and analyzes
their total personal disposable income from all sources.4 The economic
well-being of the farm population can then be compared with that of the
nonfarm population,

The per capita personal income of the United States farm population
increased from $1,174 in 1960 to $5,128 in 1975, In 1960, $463, or 39% of
the farm population's total per capita personal income was from nonfam
sources; by 1975, this figure had increased to $2,562, or 50%. During the
period, 1960-1975, the nonfarm per capita personal fncome of the farm
population increased 1.5 times as fast as did their per capita personal
income from fam sources (Table 2-1).5

Excluding the year 1973, the per capita disposable personal income
of the farm population from all sources has always been less than the per
capita disposable personal income of the nonfarm population. In 1960, the

per capita disposable income of the farm population was only 53.9% of the

per capita disposable income of the nonfarm population. Due to abnormally

31bid.

4Fann Population: "A1l people 1iving on farms, including both farm
operator families and hired fam-resident worker families." Ibid., p. 40.;
Disposable Personal Incame of Farmm Population: "Includes returns from farming
operations to resident farm operators for their capital, labor and management,
after deduction of farm production expenses, plus farm wages and other labor
income received by hired farm=resident workers, plus income received by farm
residents from nonfarm sources less personal tax and nontax payments." Ibid.

SIbid., p. 42,



TABLE 2-1. Per Capita Personal Income of U.S. Farm Population by Major
Source for Years 1960-1975,

From From From Nonfarm

Year Farm Nonfarm Al As Share

Sources Sources Sources of Total
1960 711 463 1,174 39.4
1961 7 516 1,287 40.1
1962 796 583 1,379 42,3
1963 824 670 1,494 44,8
1964 773 752 1,525 49.3
1965 968 860 1,828 47.0
1966 1,088 966 2,054 47.0
1967 1,022 1,080 2,102 51.4
1968 1,078 1,227 2,305 53.2
1969 1,254 1,252 2,606 51.89
1970 1,336 1,483 2,819 52,6
1971 1,426 1,621 3,047 53.2
1972 1,744 1,836 3,580 5143
1973 3,065 2,063 5,128 40,2
1974 2,541 2,325 4,866 47.8
1975 2,566 2,562 5,128 50.0

Source: Farm Income Statistics, July 1976, p. 42,




high fam prices, this percentage reached a peak of 109.3% in 1973, By

1975 it had decreased to 89.6% (Figure 2-1).6 This decrease, again placing

the economic well-being of the farm population below that of the nonfarm

population, resulted primarily from reduced farm prices and increased

production costs.

FIGURE 2-1, Disposable Personal Income Per Capita.
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61bid,



The Farm Operator Families

The second FIS concept of farm income views agriculture as a
business or industry, It analyzes the total net realized income of farm

7 The re-

operators according to its major sources: farm and nonfarm,
mainder of this thesis analyzes farmers' nonfarm income in 1ight of this
second FIS concept of total fam income,

Although the number of U.S. farms decreased from 3.96 million in

1960 to 2.81 million in 1975,%

the total income earned per farm operator
family increased from $4,946 to $18,208. During the period, 1960-1975,
nonfarm income among farm operator families increased 1.5 times as fast as
their realized net farm income increased. Realized net farm income per
farm operator family increased from $2,806 in 1960 to $8,079 in 1975,
while nonfarm income per farm operator family increased from $2,140 to
$10,129 during the same time period, The years 1973 and 1974 are the

only two since 1967 that nonfarm income has accounted for less than half

of the farm operator families' total income (Table 2-2).9

Nonfarm Income by Economic Class

Excluding the farms in Economic Class I, those having farm product
sales of $40,000 and over, nonfarm income among farm operator families
increases as fam sales decrease, Famms having sales of less than $2,500

reported an average nonfarmm income of $16,364 in 1975, In contrast, the

"Ibid., p. iv.

81bid., p. 58,

9bid., p. 62,



TABLE 2-2, Income Per U,S. Farm Operator Family by Major Source for Years

1960-1975,

Realized Nonfarm

Year Net Fam Nonfarm Total As Share

Income Income Income 0f Total
1960 2,806 2,140 4,946 43.3
1961 3,038 2,396 5,434 44,1
1962 3,099 2,683 5,782 46.4
1963 3,119 3,085 6,204 49,7
1964 3,272 3,366 6,638 50.7
1965 3,533 3,792 7,325 51.8
1966 4,312 4,262 8,574 49,7
1967 3,695 4,584 8,279 55.4
1968 3,972 5,036 9,008 55.9
1969 4,733 5,539 10,272 53.9
1970 4,788 5,874 10,662 55.1
1971 4,550 6,456 11,006 58,7
1972 6,204 7,160 13,364 53.6
1973 10,529 8,335 18,864 44,2
1974 9,826 9,329 19,155 48,7
1975 8,079 10,129 18,208 55.6

Source: Fam Income Statistics, July 1976, p. 62,




fams in Economic Class II, those having sales between $20,000 and $39,999,

reported an average of $5,577 nonfarm income per farm in 1975 (Table 2_3).10

TABLE 2-3. Nonfarm Income Per Farm Operator Family by Value of Sales Class
for Years 1973-1975.

Year

Product

Sales 1973 1974 1975
Less than
$2,500 13,401 15,431 16,364
$2 |500"
$4,999 8,664 9,824 10,612
$5,000~
$9,999 7,556 8,550 9,260
$1 0 |000-
$19,999 5,716 6,469 7,031
$20,000-
$39,999 4,499 5,091 5,577
$40,000-
$99,999 5,191 5,886 6,501
$100,000
and over 9,906 11,21 12,418
A1l Farms 8,335 9,329 10,129

Source: Farm Income Statistics, July 1976, p. 62,

There is an inverse relatfonship between the amount of a farm's
product sales and the percent of its total income derived from nonfarm
sources. In 1975, farmms having sales of $100,000 and over received 16.4%
of their total income from nonfamm sources. Farms having sales of less

than $2,500 received 94.,2% of their total income from nonfarm sources

107p44,



10

the same year (Figure 2-2).]]

Figure 2-2 also illustrates that nonfarm income increased as a
percentage share of U,S. farmers' total income over the period, 1960-1975,
Excluding the year 1972, the portion of U.S. farmers' total income derived
from nonfarm sources annually increased for all Economic Classes of farms
having farm product sales of less than $20,000. This upward trend is less
pronounced for Classes Ib and II farms, those with sales from $20,000 to
$99,999, There is relatively no such trend for Class Ia farms, those with
sales of $100,000 and over., Even so, nonfarm income remains a sizable
portion of Class la farms' total income.

In 1975, 64% of the U,S. farms belonged in economic classes having

12 These farms received 18% of the year's

sales of less than $20,000.
realized net farm income and 89% of the farmers' nonfarm income. As a
group, over 84% of these farms' total personal income was from nonfarm
sources, The remainder of the farms, those having $20,000 or more of fam
sales, received 82% of the total net farm income in 1975 and 11% of the
farmers' total nonfarm income. These farms received 27% of their total
personal income from nonfarm sf::ur'ces.'I3
The above statistics indicate that the farming profession in the

United States is rapidly becoming more dua'Hzed14 in nature. A relatively

Ny,
121h4d., p. 58.
B1pi4d., p. 62,

14Frank Orazem, Economic Status of Kansas Farms, Cooperative
Extension Service, Kansas state University (Mannattan, Kansas, Hov. 1973),
pp. 7-9,
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FIGURE 2-2. Nonfarm Income of Favrm Operator Families as a Percentage
of Their Total Income by Value of Sales Class for Years

1960-1975,
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small percentage of the famms receive a large portion of the total net fam
income and a small portion of the farmers' total nonfarm income. These few
farms are the ones most normally affected by farm policy decision-making.
The majority of the farms receive a small portion of the total net fam
income and a large portion of the farmers' total nonfarm income. Supply-
oriented government farm programs do 1ittle to aid these farms.

Natfonal Nonfarm Income Via
U.5. Census of Aariculture

Prior to the 1974 Agricultural Census, income from custom work,
machine hire, rental of agricultural property and government farm programs
was included in the Census definition of farmers' nonfarm 1ncome.]5 Al-
though this overstates the importance of farmers' nonfarm income, 1t does
not detract from the significance of nonfarm income to the health of the
farm economy.

Unfortunately, the General Report of the 1974 Census has not, to
date, been published. The 1969 Census is therefore the most recent Census
containing natfonal farmers' nonfarm income data.

According to the Census, over 80% of the farm-households reported

nonfarm income in both 1964 and 1969. The average amount of nonfarm income

received per U.S. farm was $3,183 in 1964 and $6,252 1n 1969,'° The

15U.S. Department of Commerce, Bureau of the Census, United States
Census of Aariculture: 1969, vol, 1, Farm Finance (U.S, Government Printing
Office, Wasnington, D.C., 1974), p. 46,

16U.S. Department of Commerce, Bureau of the Census, United States
Census of Agriculture: 1964, vol, II, General Report (U.S. Government
Printing Oftice, Washington, D.C., 1968), p. o68; U.S. Census of Aqriculture:

1969, Farm Finance, pp. 46-47.
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corresponding averages for the two years, 1964 and 1969, published by the
FIS are $3,366 and $5,539 respective]y.17 The stight discremancy between
the FIS and Census averages can be attributed to: (1) differences in
definition of farmers' nonfarm income; and (2) continual revision and
updating of statistical figures by the FIS.

Nearly 40% of the farm operators reported that other members of
their household earned nonfarm income in 1964, These other members earned
approximately one-fourth of the total nonfarm income received by the farm-
households., The remaining three-fourths was earned by the farm operator
himself, 'S

Over half of the total nonfarm income received by farm-households
in both 1964 and 1969 was from wages and salaries., Nonfarm businesses or
professions accounted for 11% of the farmers' nonfarm income both years
(Table 2-4),17

The percentage number of farm operators reporting days of work off
the famm decreases as one moves from an economic class of lower sales
value to one of higher sales value. The portion of the nation's farm
operators reporting days of work off the farm has also increased over
time. It increased from 20% in 1959 to 27% in 1969 for the farms in
Economic Class I, those having product sales of $40,000 or more. Over the

same period, 1959 to 1969, the percentage of farm operators reporting days

17
18

Farm Income Statisties (July 1976), p. 62,

U.S. Census of Agriculture: 1964, General Peport, p. 511,

191b1d.. n, 568,; U,S. Census of Agriculture: 1969, Fam Finance,
pp. 46-47,
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TABLE 2-4, Nonfarm Income Per Farm Operator Family by Major Source for the
United States and Kansas for Years 1964 and 1969,

United States Kansas
1964 1969 1964 1969
Total Number of Farms 3,157,857 2,409,416 92,440 86,057
Percent Reporting 81.2 82,0 82.3 78.5
Ave, Nonfarm Income 3,183 6,252 3,095 5,585
'Jages and Salaries
Farms Reporting 1,707,663 1,268,427 47,322 40,780
Amount ($000) 6,450,996 8,839,905 154,096 230,441
Percent of Total 64.2 58,7 53.9 47.9
Nonfarm Business or
Profession
Farms Reporting 310,603 236,984 9,217 6,929
Amount ($000) 1,155,445 1,654,388 30,295 34,482
Percent of Total 11,5 11.0 10.6 7.2
Soc, Sec., Pensions,
Vet, & Welfare Pmis,
Farms Reporting 784,882 434,289 19,203 11,323
Amount ($000) 841,580 754,306 20,859 18,134
Percent of Total 8.4 5.0 7:d 3.8
Govt, Farm Programs %
Farms Reporting NA 1,062,313 NA 48,866
pmount ($000) 2,432,059 141,732
Percent of Total 16,1 29,5
Custom YWork and Rental
0f Ag. Property
Farms Reporting NA 466,910 NA 22,687
Amount ($000) 855,169 40,029
Percent of Total 5.7 8.3
Rent from Nonfarm
Property, Interest,
Dividends, etc.
Farms Reporting 1,043,352 242,008 43,224 11,247
Amount ($000) 1,605,144 524,153 80,898 15,822
Percent of Total 16.0 3.5 28.3 3.3
A11 Nonfarm Sources :
Farms Reporting 2,563,655 1,976,251 76,071 67,545
Total Amount ($000) 10,053,169 15,063,968 286,148 480,641

Source: U,S. Census of Agriculture: 1964, General Report, p. 568.; U.S,
Census Of Adariculture: lg

69, Farm Finance, p. 46.

*NA: Not Available.
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of work off the farm rose from 43% to 57% for Class V farms, those having

salas between $2,500 and $4,999, 1In 1959, 45% of all farm operators re-

ported days of work off the farm., By 1969, this figure had risen to 54%.20

Kansas HMNonfarm Income Via
U.5. Census of Agriculture

According to the Census, 82% of the 1964 and 85% of the 1969 Kansas
farmehouseholds reported nonfarm income. The corresponding national figure
for both years was 80%., The average amount of nonfarm income received per
Kansas farm was $3,095 in 1964 and $5,585 in 1969, The averages are slightly
lower than the national averages of $3,183 and 3;(5,2‘52.2‘l

As on the national level, approximately three-fourths of the Kansas
farm-households nonfarm income was earned by the farm operator himself in
1964,22

Wages and salaries accounted for 54% of Kansas farm-households non-
farm income in 1964 and for 48% of 1t in 1969, Nonfarm businesses or pro-
fessions accounted for 112 of their nonfarm income in 1964 and for 7% of it
in 1969, Nationally, over half of the farm-households nonfarm income was
from wages and salaries, while 11% of it was from nonfarm businesses or

professions in both 1964 and 1969, Because of the Census definition of

farmers' nonfarm income, these percentage figures are relatively low (See

20U.S. Department of Commerce, Bureau of the Census, United States
Census of Aariculture: 1959, vol, II, General Renort (U.S. Government
Printing Office, Washington, D.C., 1962), pp. 1212-1213,; U.S. Census
of Aariculture: 1969, Farm Finance, pp., 44-45,

21U.S. Census of Agqriculture: 1964, General Penort, p. 568,; U.S.
Census of Aariculture: 1969, Fam Finance, p. 46.

22

U.S. Census of Aariculture: 1964, General Report, pp. 566-568,
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Table 2-4).23

As reported for all United States farmers, the percentage number
of Kansas farmers reporting days of work off the farm increases both over
time and as the value of sales decreases. In 1959, 43% of all Kansas farm
operators reported days of work off the farm, This number {ncreased to
51% by 1969, MNationally, these percentages compare with 45% and 54%
respect1ve1y.24

Farmers' nonfarm income was re-defined for the 1974 Census. Income
from custom work, machine hire, rental of agricultural property and recre-
ational services became farm related income, Income from government farm
programs was considered to be a component of farm income.25 The 1974
Census definition of farmers' nonfarm income coincides with the definition
of farmers' nonfarm income as outlined by the FIS.

According to Preliminary Reports of the 1974 Census, the average
nonfarm income per commercial Kansas farm was $4,430, It varied from $3,084
in the North Central District to $5,723 in the East Central District (See
Table 2-5 and Figure 2-3), Nearly 58% of the 1974 commercial Kansas farms

received nonfarm 1ncome.26 Since the nonfarm income of Kansas farms having

sales of less than $2,500 were not included in the above Census study, it

231114, , p. 568.3 U,S. Census of Agriculture: 1969, Fam Finance, p. 46,

24U.S. Department of Commerce, Bureau of the Census, United States
Census of Agriculture: 1959, vol, II, part 21, Kansas (U,S. Governmen
Printing Office, Wasnington, D.C., 1961), p. 7.3 U.S. Department of Commerce,
Bureau of the Census, United States Census of Aariculture: 1969, vol. II
part 21, Kansas (U.S. Government Printing Office, Washington, D.C., 1972;. p. 6.

25U.S. Department of Commerce, Bureau of the Census, United States
Census of Aqriculture: 1974, Preliminarv Report, Kansas (U.S. Government
Printing Office, Washinoton, D.C., 1976), p. &.

261144,
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TABLE 2-5, Nonfarm Income Per Commercial Kansas Farm by District Area

for 1974,

District Number Farms Percent Income Average
Area of Farms Reporting Reporting ($000) ($/farm)
NH 4,329 2,335 53.9 16,171 3,736
1 3,647 1,935 53.1 13,469 3,693
st 5,442 2,915 53.6 24,128 4,434
NC 8,634 4,638 53.7 26,626 3,084
¢ 9,266 5,428 58,6 38,110 4,113
SC 9,930 5,694 57.3 44,571 4,489
NE 8,451 4,874 577 36,416 4,309
EC 9,236 5,717 61.9 52,854 5,723
SE 9,896 6,105 61.7 52,577 5,313
STATE 68,831 39,641 57.6 304,922 4,430

Source: U.S. Census of Agriculture: 1974, Preliminary Report, Kansas, op. cit..

can be assumed that more than 58% of all Kansas farms received nonfam
income in 1974 for an average greater than $4,430,

The Census statistics indicate a strona similarity between Kansas
and United States famms with respect to their nonfarm income, Although
relevant Kansas data is only available for 1974, the national averages
published by the FIS provide a guideline for the nonfam income received

by Kansas farmers in the 1970's.,



