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INCOME SURPLUSES AND INVESTMENT PATTERNS OF
SELECTED FARM FAMILIES IN BANGLADESH"

Shamsul Alam and Md. Ferdous Alam”™

ABSTRACT

This paper has attempted to measure the extent and level of faun household income surpluses and the
magnitude of potential investible capital. Patterns of investment of the selected farm families and factors
affecting their investment choices also were analysed. For analytical purposes, sample farmers were
categorised into four farm size groups. Findings of the study revealed that in rural areas of Bangladesh
farm families operating between | acre to 2.5 acres of land could be considered as potential for mobilization
of income surpluses. Medium and large farms exhibited substantial positive income surpluses. Investment
analysis showed that investment on land purchase and on non-agricultural purposes was highest for the
large farms. Smaller farms invested more for improvement of their land resource and on acquisition of
livestock resources. This study indicated that the very small farms in particular and some other small farms
upto 2.00 acres of operational holding in general require external financing for pursuing productive
investment.

I. INTRODUCTION

Magnitude of farm family income surpluses, expenditure patterns and investment
behaviour is a matter of concern in policy formulations in connection with financing farm
families for agricultural transformation. Growth rate in agriculture largely depends on the
increased income available in farm organization and ploughing back of surplus for further
investment on farm production activities. A study of investment patterns of

*Data for this paper has been drawn from the project "A Cross Section Analysis of Expenditure Patterns
of Different Income Level Farm Households in Bangladesh ", sponsored by the Winrock Inter-
national, Dhaka. The first author worked as Investigator of the Project. The Winrock deserves
appreciation for financing the study.

**The authors are respectively Assistant Professors, Department of Cooperation and Marketing, and
Department of Agricultural Finance, Bangladesh Agricultural University, Mymenshingh.
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farm famili=s would help reveal their preferences for spending disposable income and
effct of income change on investment behaviour of the farm households. Micro-level
study dealing with income surpluses and investment behavious of rural farm houscholds
in Bangladesh is very few and inadequate for effective policy formulations. Nothing
mach is known about the magnitude of rural farm surpluses and investment in most of
the developing countries and available data present somewhat different view of the rate
of saving in rural areas of the developing countries (Alamgir 1976, p.4.).

The present study was undertaken with the following specific objectives :
(a) to estimate the level of income surplus of the rural farm households in order to
assess the magnitude of potential investible capital at the disposal of rural farm
households of different farm sizes.

() to examine the patterns of investment of the selected farm families and factors
affecting their investment choices to help formulate appropriate financing stra-
tegies for rural farm households.

Definitions of anaual income, disposable income, income sutplus, investment expen-
diturs aad other terminologies used in this study ate provided in section II of the paper.
Source of the data and m:thodology of the study ate discussed in Section III. In Section
IV, quaatitative and analytical results obtained are discussed. This aticle is concluded
in Section IV with some remarks on policy implications of the study and suggested ateas
of further research.

II. CONCEPTS AND DEFINITIONS

Annual Income

Aanual income was considered in terms of both agricultural and non-agricultural
income. Income from agricultural sources included value of the crops produced, value
of the livestock products, wages teceived from others for farm work, and value of sale of
agricultural assets during the year. Non-agricultural income included non-agricultural
labout, business income, earning from service and profession,sale proceed of non-agricul-
tural assets during the year, borrowing from institutional and non-institutional sources
and other remittances from outside.

Disposable Income

Disposable income was used in this study to test functional relationship between
consumption expenditure, investment and income surpluses. Disposable income was
derived by deducting variable cash expenses on farm activities, loan repayment and taxes
from annual gross income. 'This is the income which farmers spend for maintaining their




Income Surpluses and Investment Patterns : Alamand Alam 87

livelihood in the form of consumption expenditure, expenditure on durables and acqui-
sition of assets, conspicuous expenses, investment expenditures and others.

Consumption Expenditute

Consumprion expenditure is a broad term and often havebeen used to defineall con-
sumable household expenditure ( including expenditure on social ceremonies, stimulants
and educational expenses ) and expenditure on durable household goods ( Rai, Grove and
Naadal1972,p. 76). ‘Taxes paid also have been included in some studies as consump-
tion expenditure ( Alamgir 1976, p. 10) . Alamgir has also observed two problems in
defining the domain of consumption expenditure. The first is the general problem of the
treatment of consumer durables and the second telates to the question of dichotomy bet-
ween consumption and investment in a situation when consumption mayincrease produc-
tive capacity as much or more than physical investment which is particulatly relevant for
rural houscholds at or below subsistence level in developing countries. The scope for
controversy exists in using houschold durables as capital expenditure and hence as saving
investment, and also as current expenditure and hence consumption expenditure (Alamgir
1976, p. 17).

In this study consumption expendijture was used to mean orly essential consumption
by the rural houscholds which included food stuff and related items, appatels, repairing
of houses and stimulants. These ate some items which farm households have to incur
essentially and have little or no other option before meeting up these demands fully or
pattly. Expenditure on household durables, education and on conspicuous items have
not bsen considered as essential consumption and none of these have also been considered
as investment in this study.

Investible Surpluses

In order to atrive at the investible surpluses of the farm families, essential consumption
expenditure was deducted from the disposable income of the fatm families. The investible
surplus is retained after deduction of variable cash expenses and essential consumption
from the 31nual gross income of the farm families. Thus the surpluses measured would
tend to be high in magnitude than the net savings of the farms which is defined as the
difference between changes in assets and changes in liabilities adjusted for capital transfers
and capital gains and losses in an accounting period (Singh and Gugrani 1975, p. 5).
Investible surplus at the disposal of the farm families is the income leftover which farm
families may invest either on productive farm investment or may waste on cofispicuous
consumption purposes or may save partly or in whole. Having this in mind, investible
surpluses of the farm families were derived and tested for different functional relationships.

’
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Investment Expenditure

Investment as considered in the present study included only the expenditure in
acquisition of capital assets for production, expenditure on land improvement, putchasing
farm machinery, tools, building farm houses and sheds, and other business investments.

III. METHODOLOGY OF THE STUDY

A cross-section of 111 farm families from three villages of three different geographi-
cal locations of Bangladesh wete purposively selected for this study. The selected farmers
of the village Douhakhola (under the District of Mymensingh) had access to deep tubewell
itrigation facility during Boro/Aus season. From Douhakhola 38 farms of different size
groups wete tandomly chosen for the study. The second village selected was Boyra,
4-5 miles away from the Mym:nsingh district headquarters. The village is well
connected by roads and have good access to market with the district headquarters. Islama-
bad, a temote village interms of road communication and accessibility, under the
district of Chandpur was another sample village. A total of 38 farms and 35 farms of
different size groups were randomly selected from the above two villages respectively.

Information were collected from the farmers of these three villages, different in
geographical locations providing data attributes of a wide range of situations. The data
collected refer to the yeat 1984-85. Pamily budgets giving income and expenditure data by
sautces was worked out for each household in the sample. Data were collected through
survey method with structured questionnaires.

Por analytical purposes, sample fatmers wer categorised into  four farm size groups.
This helped identify very small/marginal farmers and help comparability of economic
performances and potentials of resource poor farmets with relatively lager farmers. The
four farm size groups were (i) very small farms operating upto 1 acte of land (i) small
farms, above 1 acte upto 2.5 acres, (iii) medium, above 2.5 acres and upto 5 acres of
land and (iv) large farms, having land above 5 acres.

IV. MEASUREMENT OF INCOME, CONSUMPTION, INCOME
SURPLUSES AND INVESTMENT

Family Structure, Land Holding and Income

Annual gross income per family and per capita, average family size, eatning person
and operational holding are showr. in Table 1. The range of variation of income per capita
and per family was Taka 2162 to Taka 5232 and Taka 12,627 to Taka 56,248 between very
small farm and large farm respectively. The range of land under operation between
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very small farm and large farm was 0.6 to 6.25 acres. Per capita income estimated for 45
farm families in Dhaka district in 1982-83 was Taka 3240 (Choudhury et. al. 1985, p. 24).!
Gross demestic product per capita for whole of Bangladesh in 1983-84 was Taka 3459
(BBS 1984-85, p. 389).

TABLE 1. DISTRIBUTION OF SAMPLE FARMS, THEIR MEAN OPERATIO-
NAL HOLDING, FAMILY SIZE, EARNING PERSON AND
ANNUAL GROSS INCOME PER FAMILY AND PER CAPITA

Sample  Opera-  Family  Earning  Annual Gross Income

Parm farms tional size person (in Taka)
category holding, Per family Per caput
. actes

Very Small 25 0.60 584 148 12627) 2,162
Small oM 1.67 739 221 2784 3,083
Medium 26 3.68 §22 254 . 36313 4,418
Large 12 6.25 1075 358 56248 5232
All categories 11 2.40 760 221 27526 3,622

Average family size, earning persons, operational holding and annual income pet
family have shown positive correlations with farm size. The income of the large farms
was approximately 4.45, 2.47 and 1.5 times higher than the incomes of the very small,
small and medium farms respectively. To test the functional relationship between gross
annual income as dependent vatiable, operational holding and earning person per family
as explanatory variables, straightline tegression equations were fitted.  Regression equa-
tion forincome to the size of operational holding and the number of eatnets per family
for all farms fitted arc as follows ¢

Y;=6200.894-6272 X **-|-2765 X,** R? =.60 -

(9.62) (3.17) Pratio  ==78.90.

where Y=sannual gross income per family, X ==operational holding per family,
X,=carning persons pet family, . S

(Pigures in the parentheses denote t-values **Significant at 1 percent level}

Maultiple regression equation when fitted for different size groups of farms did sot.
tuzn out to-be significant in terms of their R? values; - Size equations exhibited very low

12—
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P velnes and this might have happened because of high variability of income, opesstional
Molfings sad eamning persons within different size groups of farms. Loglinear form of
faxerioaal sclationship tested for different size groups of farms and for that matter for alt
facws 4id not tuen out to be satisfactory. The vatiation in annual income was explained
about 60 percent by land and labour for all farms. The marginal productivity figures
oFboth Jend per acte and labour perman unit forthe sample farms were Taka 6270 aad
Taka 2764 respectively annually, Marginal productivity of an acre of land was 227
mm&mmeMgpmonmam&mﬂy.

Level of Farm Family Consumption, Investible Surpluses And
Actual Investments

Per capita and per Jamily disposable income were both found to have increased as
faem size increased. Per capita disposable income of a large farm Was 2.30 times higher
than a very small farm.  Very small farms usually possess little leftaver of theit products
after mcting family consumption requirements in a subsistence farming situation. Jt js
evilent from Table 2 that the very small farms surpassed their income even to meet only
essential consumption like food items, apparels and medicine expenses. On an average
farm families having operational holding above one acte of land had positive surpluses
after meeting essential consumption requirements. This amount of positive surplus for

FABLE 2. PRODUCTION COST (PURCHASED INPUTS ONLY), DISPOSA-
BLE INCOME, COST OF ESSENTIAL CONSUMPTION AND
INVESTIBLE SURPLUSES :

PFarm Cash ex- Disposable Bssential Investible

cate- penses Income (Tk.) Consumption sucpluses

gory for pro-  Per Pet Per  Per P Per
duction family  caput family  caput family  caput
(per acte)

Small 1351 11816 2023 14734 2523 -2918 -500
Small 1133 20886 2824 17755 2401 3132 423
926
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lazge farms was approximately 4 tintes higher than small farms. The tange of per capits
essential consumption expenditire was Taka 2523 to Taka 2932,

The vatiance of essential consumption requitement pet capita smongst different
size groups of farms was small. Farmers having below one acte of land were by and large
dissaver. None were dissaver amongst medium and large farms. Small farms spent 85 pet-
cent of their disposable income for essential consumption requirements. Medium and
lagge farms spent 67 and 63 percent of theirdisposable income for essential consumptions.
All farms together spent 72 percet of their total gross income for essential consumption
expenditure, Alamgir found in the rural areas of Bangladesh about 70 petcent of total ex-
penditure is devoted to food and related items ( Alamgir 1973, p. 780). So, the other way
round, investible surpluses for small, medium and latge farmers were 15, 33 and 37 per-
eent of theit disposable income in absolute terms (Table 3).

‘TABLE 3. CONSUMPTION INCOME RATIO PER FAMILY AND SUR-
PLUSES AS PERCENTAGE OF DISPOSAL INCOME

Parre Consumption ds Consumption as Investible surplus
[ percentage of petcentage of as percentage of
Gross Incomeé Disposable Disposable Income
Incotne

Very Small 17 125 2

Small 78 8s 15

Meditim 61 67 3

Yarge % 6 k14

KU exteporier 74 ‘ ” 2t

Fot testing functional relationship between disposable income and investible
suspluses the following functions were derived ¢

R R
() Very Small Parms  S=—11329.74 —61%*Y, 32 56
3.24)
(i) SnailPavm  Sus~ 1135328 1 S9Y, 7 85

(1L1)
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@) Mediom Farms  S=— 1604229 4 .61%4Y, | 84
L (1.70)
@v) LageParms  S=— 813941 4 43%Y, 61 75
(3.64)
() All Farms  S=—10686.47 + .54%¢Y, T4 85
(17.21)

Where S=Investible Surpluses, Y=Disposable Income

**Significant at 1 percent level of probability
Figures in the parentheses denote t ratios.

In the above regressions, it appeats that the disposable income is the most important
determinant of investible surpluses of the farm familics, For all farms 73 percent of varia-
tion in investible surpluses was explained by the variation in houschold disposableincomes.
"Phe correlation coefficient of the very small farms turned out to be vety low. They were
dissavers, and therefore, the coefficient of disposable income turned out to be negative.
In all other cases, the signs were as expected. The coefficients appeared to be all highly
significant. Marginal propensity to surpluses between small and medium farms did not
vary much. It was lowest for large farms which implies that they had lower investible
surpluses in marginal propensity terms in the study area than other size groups of farms,
"This indicates that lower land holding farms after certain stages oftheir consumption tend
to retain relatively larger amount of their disposable income. Compared to macro-level
estimates of savings these estimates seem to be quite high? N

However, this variation and high tate of observed surpluses is plausible. Pirstly,
this was due to variation in defining net saving atd surpluses. Secondly, even in terms of
net saving some ctoss section studies showed similar high level of rural surpluses in Bangla-
desh (Habibullah 1963; Rahman 1980). Atiqur Rahman estimated surplus as a percentage of
income in Phulpur area of Mymensingh district as about 58 percent in case of large owner
farmers (Rahman 1980, p. 27). In the case of India similar variations have been observed
between macto and micro estimates, NCAER estimated the overall rural savings rate in
India (s macro-study) to be around 3.5 ta 5 percent (NCAER 1985). Pawer and Patil
in Maharashtra, India found suplus (income minus gross expenditure) to be about 37
percent (Pawer and Patil 1975, p. 14). The marginal propensity to save turns out. to be
34 percent to 42 percent in the cross section study of Chauban e /. (1972, p. 28).
Nath and Singh found in Deoria district, India, rural marginal propensity to save as high
as between .13 to .68 (Pandey ¢7 /. 1972, p. 36)

‘Parm investment analysis in this study was restricted only to thedescription of the
magnitude and pattern of investment for different size groups of farms for the study year.
This was because the data mostly on cost and rates of return as determinants of investment
for the current and lag periods were not available to try investment functions,
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Tnvestment on land purchase and on non-agricultural purposes was highest for the
large farms. Smaller farms invested more for improvement of their land resources and
on acquisition of livestock resources. Nop-agricultural investment for very small farms
was comparatively high than small and medium groups of farms. Owing to inade-
quate land resource they had to tap non-agricultural productive sources (Table 4). High
non-agricultural investment in the case of large farms might indicate their prefe-
rence for capital transfer from agricultural sector to non-agticultural sector. Agricultural
investment expenditure as a percentage of surplus was low for large farms and on the
contraty wete high for very small and small farms indicating their high prefetences for
agricultural activitics. ‘

TABLE 4. INVESTMENT PATTERN OF DIFFERENT SIZE GROUPS OF
FARMS (IN PERCENTAGES TO THE TOTAL INVESTMENT)

Farm Agricul.  Agricultural Investments Non-
category invest-  Land pur- Land Tools Live Parmhouses agtil
meatas  chase imptove. machinery stock and -invest.
a percen- ment and attle - ment
tage of measutes  fepairs sheds
surplus
Vey — 015 49.00 725 250 100 17.60
Small
Small 3 3.00 .12 12.10 4.0 1.00 5.50
Medium 63 9.89 2420 12.00 4710 213 4.68
Large 62 2652 22.00 600  20.00 610 19.37
AL 66 1000 3300 - 900 3400 300 1200

V. CONCLUSION AND IMPLICATIONS

Prom this study it can be concluded that in some rural areas of Bangladesh farm
families having operational holding between 1 and 2.5 actes of land could be conside-
red as potentials for mobilization of investible surpluses. Medium and large farms also
exhibited substantial positive investible surpluses at their disposal. The absolute magni-
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trede of surplas and surplus as & percentage of income increased with farm size. Fatmers
having less than 1 sere of land were dissavers and consumed 25 per cent sbove what they
earmed. .

The widely prevalent view that capitalscatcity at farmets disposal was the cause
of low agricultural investment and capital formation in Bangladesh appeared not to be
tenable. The magnitude of saving in matginal term was observed lower for large farms
than other sizc groups. Investment behaviour of the fatms revealed that the large farny
had lower percentage of investment on land improvement and exhibited high trend of non-
agricultural investment. Very small and small farms showed their tendency for higher
investment on land improvement and acquisition of livestock than lazge farms. This indi-
ated that very small and small farms had tendency for moze use of their land resource,
Agricultural investment as a percentage of surplus was the lowest for large farms revea-
ling their low preferences for agricultural pursuits. The causes and factors influencing
agricultural and non-agricultural investment preferences by different size groups of farme
desetve thorough investigations in deciding strategies for public investments in rural sress.
Socioeconomic and institutional factors causing low agricultural investments by the
capital sutplus farms in rural areas should thoroughly be looked into in ozder to designing
financing strategies for farm households.

‘This study also indicated that the very small farms in particular and some other small
farms upto 2.00 acres of operational holding in general require external financing for
pursuing productive investments. Very small farms need external fund for meeting cons-
umption requitement upto the extent of their dissaving. Before fulfilling this require-
ment, any external fund support would tend to be diverted from their productive uses.
Amount of credit to be provided for these very small poor farms should, therefore, satisfy
both their consumption and production requitements.

Notes

1, Income (gross receipts) in this study has been defined to include all farm and non- fagm ircome
derived from monetized activities. Farm income included value of all agricultural products and by-
products property rental receipts in both cash and kind, Non-farm income included all non-firta
business, receipts, salarics, wages and peasion excluding borrowing and imputed value of family
labous and oxen.

2. Asbjorn Bergan cstimated:gioss persarm! saving ss 3 pereont of grogs personal income (before taxes)
a8 12 percent for rural areas of Bangladesh (Bergan 1967, p. 185), Alamgir estimated marginal pro-
pensity to save-in furaj areas of Bangladesh 25 12.5 percent during 1964-70 (Alamgir 1974, p. 788).
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