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The Process of Farm Adjustment:

Review

Jeff Gow and Richard Stayner*

Farm adjustment is a complex process involving deci-
sions by farmers about a wide range of economic and
non-economic factors which influence the farm business
and farm family. The economics literature emphasises
the importance of economic factors in the adjustment
behaviour of farmers. However, the observed adjustment
behaviour of farmers does not correspond very closely to
that predicted by that literature. Insights from the rural
sociology and psychology literature offer new perspec-
tives on farmer behaviour which are of relevance and use
to both economic researchers and policy makers con-
cerned with farm adjustment.

1. Introduction

The process of farm adjustment is an incompletely
understood succession of actions which farmers un-
dertake. These actions encompass decisions about a
myriad of economic and non-economic factors which
influence the farm enterprise and farm family. The
most preferred result of undertaking adjustment ac-
tions for nearly all Australian farmers is to remain
farming. In popular usage, the term ‘farm adjustment’
is most often understood as a euphemism for farmers
leaving agriculture, or for some alternative action
aimed at avoiding that imminent possibility. We will
adopt the following broader definition (IAC 1984,

p-b

....the numerous ways in which farmers re-
spond to change in the economic, technical
and institutional environment. It includes the
way in which farmers change their use of land,
labour and capital in response to such things
as changes in the prices of agricultural com-
modities and farm inputs; opportunities for
investment in agriculture and deployment of
farm resources elsewhere in the economy; the
availability of new farm inputs, plant and ma-
chinery and new techniques of production;
alterations to marketing arrangements and ac-
cess to markets; variations in climatic condi-
tions; and changes to legal restraints on the
use of farm inputs and resources.
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A Critical

The focus implied in the above definition is clearly on
the actions taken at the individual farm level. The
distinction is also made between (farm-level) adjust-
ment and ‘structural change’, where the latter refers
to ‘longer-term and more permanent changes in the
pattern of production and use of resources by indus-
tries or sectors’ (IAC 1984, p.2).

From the IAC definition, it is clear that adjustment is
an inevitable consequence of the continuous changes
that occur in a market economy, and that adjustment
is not an unusual or intermittent event but acontinuous
process. From a national economic efficiency view-
point, it is important that farming becomes and re-
mains adept at adjusting to the many sources of
volatility in its environment. It is not appropriate to
see farm adjustment as merely a response to unusual
or aberrant eveats.

In fact, Australian agriculture faces continuous adjust-
ment pressure. As the number of farm units declines,
and the total economy expands, the relative impor-
tance of agriculture in the economy declines. In
1951-52, the farm sector contributed about 16 percent
of gross domestic product (GDP) and about 74 per
cent of total exports, but in 1992-93 it contributed
only 2.8 per cent of GDP and 20.8 per cent of total
exports.

The maintenance of an efficient farm sector depends
on its ability to adjust to external pressure. The physi-
cal environment facing agriculture is harsh and the
economic pressure over the past 40 years has been
almost unremittingly of a negative nature through
declining terms of trade. Farmers must adjust to both
environments in a positive way.

: Department of Economics and The Rural Development Cen-
tre respectively, University of New England. Comments from
Stephen Strachan, Robin Johnson and other referees are grate-
fully acknowledged.

Review coordinated by Deborah Peterson.
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In the farm sector, this adjustment process usually
involves changes in the internal structure of family
farms. The heterogeneity of economic performance
and adjustment behaviour of farms facing a similar
external environment suggests the importance of such
internal factors. The close association between the
farm business and the farm household fundamentally
colours the way adjustment decisions are made and
the consequences of those decisions. Examples are
management succession within the farm family,
changes in the family structure, previous poor man-
agement decisions, and other changes in family needs
or goals.

Structural adjustment in any industry imposes costs
on the participants which are sometimes overlooked.
Adjustment in agriculture takes place within a social
context, and is accompanied by social stresses and
disruptions. Recognising the social context is impor-
tant to an understanding of the adjustment behaviour
of farmers, and to fulfilling government objectives of
an equitable sharing of the adjustment burden.

Finally, understanding farm adjustment is important
because governments intervene in the adjustment
process in order to facilitate change in the national
interest. The divergence in adjustment outcomes be-
tween those observed and that predicted by micro-
economic theory suggests that factors other than those
traditionally considered by governments may have
some influence on farmer adjustment behaviour. In
this paper the literature on farm adjustment is re-
viewed and synthesised from this wider point of view.
The main hypothesis is that non-economic factors
impact significantly on the process of farm adjust-
ment.

2. The Need for Adjustment
2.1 Economic Factors

Secular Movements in the Terms of Trade

There has been a long term decline in the terms of
trade for agriculture (the rativ of prices received to
prices paid by farmers). This index has fallen from
252in 1951-5210 82 in 1992-93. Over the long-term
technological change has generated great increases in
farm output, which coupled with the declining income
elasticity of demand for most farm products result in
a reduction in the real unit prices of farm products.
National ecoromic growth, which results in increases
in real wages, pushes up the cost of labour relative to

other inputs, and farmers face an incentive to substi-
tute capital for labour. The efficient exploitation of
technologically-based inputs usually requires an in-
crease in the scale of operations, which produces a
further incentive to increase output, which requires
the control of more resources; usually more land.
These trend movements in terms of trade are never
smooth and are therefore not easy to distinguish from
intermittent events which may prove to be cyclical
(Campbeli, pp. 81-86, Kingma and Samuel).

Cyclical Movements in Commodity Prices and
Input Costs

The commodity price environment faced by Austra-
lian farmers is highly volatile. Except for wool, Aus-
tralia is a residual supplier in world markets, and
therefore can have little influence on market price.
Commodity prices are affected by a wide range of
factors, including weather events in major producing
countries, changes in price support and other farm
policies in those countries, and changes in productiv-
ity of agriculture and related industry in those same
countries. Changes in energy costs have both cyclical
and trend components, and are affected by a wide
range of world political and economic events. Long-
term and short-term changes in commodity prices and
input costs are both important for farmers. A reduc-
tion in maintenance expenditures on capital items and
pasture improvement necessitated by a cyclical fall in
commodity prices will result in reduced productivity
and reduced income. Increases in debt necessitated
by large capital expenditures or short-term ‘carry-
over’ borrowing can lead over time to financial stress.
It is important for the understanding and analysis of
the adjustment process that the proximate cause (high
debt servicing requirements) is distinguished from the
ultimate cause of the stress (Lloyd, pp. 3-20).

Changes in Government Policy

Changes in tanff policy, deregulation of markets for
farm inputs and outputs (e.g. rail freight, road trans-
port), changes in the operation of statutory marketing
authorities (e.g. the former floor price for wool); a
wide range of regulations relating to aspects of farm
management (e.g. use of farm chemicals); and
changes in taxation policy, all affect the farm sector.
The protectionist farm and trade policies of the United
States (US), Japan and the European Community (EC)
also have profound effects on Australian farmers
(Fisher, Hughes et al.).
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2.2 Non-economic Factors
Natural Events

Natural events such as seasonal weather variations,
droughts, floods, fires, insect pests and disease, and
feral animal pressures can all contribute to adjustment
pressures. The impacts of natural events are often
exacerbated by past or current farm management prac-
tices.

Technological Change

Technological change provides both the opportunity
and the necessity to innovate in order to lower costs,
improve the quality or quantity of output, or both.
Much of the positive adjustment of Australian agri-
culture has been associated with the adoption of vari-
ous technological advances (Davidson).

Changes in Family Needs and Goals

These may be related to the stages of the family life
cycle and business life cycle (Weston and Cary, Barr
et al, Boehlje); changes in health status; changes in
family structure such as marriage breakdown, which
themselves may be a result of financial stress; and
other factors.

Changes in Resource Characteristics

Changes in characteristics of farm resources specific
to individual farms, such as land and water degrada-
tion, insect pests; re-zoning of land due to expansion
of urban areas and the like have to be accommodated.

Previous Decisions

Previous management decisions may take several
years to exert their influence. Typical is the purchase
of land or machinery accompanied by an increase in
debt.  While such decisions might not lead immedi-
ately to financial stress they are more accurately iden-
tified as the ultimate source of stress than, say, a
subsequent commodity price fall or drought.

Recognition of Positive Opportunities

Adjustment can also involve the recognition of posi-
tive opportunities. These include : the opportunity to
expand by the purchase of land; the opportunity to
alter enterprise mix in response to favourable com-
modity price movements; favourable weather events,
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or favourable input price movements; the opportunity
to sell some land as a result of re-zoning or the
increased demand from hobby farmers or urban ex-
pansion; and other personal factors, such as inheri-
tance of capital.

Stress and Adjustment

Farm families routinely cope with high levels of stress
caused by the overlap and close proximity of work and
family life (Rosenblatt er al.). Such stress is associ-
ated with, inter alia, the multiple and competing ob-
Jectives being pursued in each sphere. Elsewhere it
was found that there was little direct relationship
between measures of financial position and level of
stress (Cary, Cary and Weston), This illustrates the
crucial point that a stressful situationis not determined
simply by the evidence of external events but by one’s
subjective interpretation of these events. Stress is
experienced when individuals perceive that their re-
sources for dealing with the demands placed upon
them are taxed or exceeded (Lazarus). Therefore,
some farmers respond relatively quickly to a given set
of objective financial indicators while others respond
slowly. This relationship is mediated by a number of
personal and attitudinal variables (Salmon).

The detection and measurement of such stress has
attracted considerable attention. There are numerous
objective approaches to the measurement of farm
financial stress, such as equity ratios and level of net
cash flow (Jolly et al.). Hall and Backhouse discuss
two measures used by the Bureau of Agricultural
Economics (BAE), ‘cash margin’, and ‘farms at risk’.
However, the accuracy of the label “atrisk’ isin doubit,
since BAE analysis indicated that the proportion of
farms which leave agriculture in any one year was
‘relatively small’, and about half of those defined as
‘at risk’ in one year were not ‘at risk’ in the next.
Subsequently, ABARE has recognised the necessity
to take into account a wider range of financial meas-
ures and farm family characteristics in assessing fi-
nancial stress (Backhouse et al.). In particular they
noted the relevance of the farm business life cycle to
the incidence of financial stress (Boehlje). Other
authors have suggested a range of other financial
measures such as changes in net worth, and have
drawn attention to the need to measure financial stress
over a period of time rather than in a given year (Lins).
One of the few Australian studies on stress as experi-
enced by farmers found high levels in response to
adverse economic conditions (Foley et al.). Unfortu-
nately the study did not try to associate perceived
levels of stress with subsequent adjustment responses.
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There is also an inevitable divergence between farm-
ers’ identification of sources of adjustment pressure
and the sources which might be nominated by other
observers. Farmers commonly project the responsi-
bility for their current financial stress on to sources
outside their control (Leistritz et al., 1986). Thus
farmers would attribute greater importance to, say, a
fall in commodity price or a rise in interest rates, than
to an earlier decision to increase debt in order to
finance the purchase of more land or machinery.

Summary

At any one time a myriad of factors impinge on the
present and expected future performance of the farm
business and farm family well-being. The farm sector
consists of a heterogeneous set of firms and their
associated households, in varying stages of incom-
plete adjustment from previous decisions, simultane-
ously affected by a wide range of more or less volatile
external events and changing internal needs and ob-
jectives. It is difficult to establish simple ‘causes’ of
adjustment stress and action, or a clear linear model
of stimulus-response in such an environment.

3. Adjustment Responses

The theoretical basis for the sequence of adjustments
that financially stressed firms undertake is not well
developed (Brake and Boehlje). There isa wide range
of actions which can be taken in response to adjust-
ment pressure including both on-farm and off-farm
strategies. Responses can be conveniently grouped
under two headings; farm related and family or house-
hold related adjustment.

An initial reaction to financial pressure is to reduce
discretionary spending on farm-related and household
items (‘belt-tightening’). The former includes the
postponement of intermittent expenditure, such as
purchase of capital items and farm improvements
{farm machinery, buildings, fencing). Some rela-
tively regular expenditures might also be deferred,
such as pasture improvement and maintenance of
capital items. This has been called ‘living off depre-
ciation’. From a research point of view the practice is
difficult to observe or verify empirically.

Farm related responses include postponement, re-
structuring, expansion, diversification, exit and other
factors (Figure 1). The response of Australian farmers
to the secular decline in their terms of trade has
typically been to increase their farms’ productivity,
most commonly by increasing the amount of land

farmed, in conjunction with the application of land-
extensive technology (Campbell). However, the ac-
quisition of more farm land is rarely a feasible option
for a farmer under immediate financial stress. Land
prices are usually depressed during downturns, and
farmers are generally unwilling to sell in such times.
In subsequently favourable economic times, the ex-
pectations of previously stressed farmers may rise to
suchan extent that they have less incentive to sell land,
despite the improved asset prices which follow the
upturn, and eager purchasers often bid up the price of
land to high levels on the basis of unrealistic expecta-
tions. Ironically, this can sow the seeds of future
adjustment stress, particularly if money has been bor-
rowed to purchase land and/or improve and equip the
farm (Rathge et al.).

Figure 1: Summary of Farm-related Adjust-
ment Responses

Postpone capital purchases.

Debt restructuring.

Cost reduction, including labour shedding.
Output expansion through increasing
productivity of existing inputs.

Intensify production on existing land.
Change enterprise mix.

7. Diversification (i.e. into products not
previously produced).

8. Intra-family change of management (usually
inter-generational).

bl o a

>

9. Buy or sell land:
e some land
¢ all land
® including change of location, sale and
lease-back, exit from farming.
10. Augmentation of human capital, including re-
training for occupational change.
11. Change in off-farm employment
® farm related,
® non-farm related.
12. Change in other off-farm investment {(e.g. invest
proceeds from sale of some or all farm assets).
13. Share major capital expenditure or other pro-
ductive capacity with other farmers.
14. Obtain government assistance
® income only,

® in conjunction with one or more of the
above measures.

Sources: Brake and Boehlje, Barr er al., Ekstrom
et al. and Weston and Cary.
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Figure 2 summarises farm household responses to
financial stress made by a large sample of farm fami-
lies in the north-central region of the US (Lasley and
Fellows). The postponement of major household pur-
chases and the use of savings to meet living expenses
were the most frequently nominated adjustments. The
responses of families to favourable financial circum-
stances will include the reverse of those shown in
Figure 2.

Figure 2: Household Related Responses to
Financial Stress

1. Postpone major household purchases, e.g.
consumer durables, home improvements or
maintenance.

2. Use savings to meet living expenses.

3. Reduce or cease contributions to savings plans.

4. Reduce expenditure on food and clothing, in-
crease home -grown or home-made component.

5. Change transportation patterns, e.g. shop closer
to home.

6. Off-farm employment of owner, spouse, or
family members.

7. Decrease/postpone medical or dental care or
insurance.

8. Sell private or household possessions e.g.
‘trade down’ private vehicle.

9. Increased use of credit.

10. Late or non-payment of bills.

11. Reduction of education expenses.

12. Borrow money from friends or relatives.

13. Liquidate off-farm assets, such as property,
shares, or other financial assets.

14. Reduce other private expenditure, e.g. utilities,
vacations, entertainment, charitable contributions

15. Obtain government or non-government
assistance (income, counselling, etc).

Source: Lasley and Fellows.

Reduction in the employment of non-family labour is
also likely to be an early response to financial stress.
The substitution of family labour for employed labour
is not always possible or cost-effective, however, as
there could be an opportunity cost in the form of
off-farm income foregone. Working longer or harder
is, however, a familiar adjustment response in most
farm families and can result in increased levels of
work related injury, stress related illness, and intra-
family conflict. Little evidence is available on the
impact of farm financial stress on the use of farm
labour (Powell, Lewis).
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In a longitudinal study of farmers in North Dakota,
various farm adjustment strategies were identified
(Ekstrom et al.). About 28 per cent of respondents
took some action to reduce their debt over the period
surveyed, by (in descending order of importance)
re-negotiation of loans, sale of breeding livestock, or
sale of machinery. Other strategies included post-
ponement of capital purchases (62 per cent of respon-
dents), reduction of tillage operations (49 per cent),
reduction of family living expenses (47 per cent) and
reduction of expenditure on yield-increasing inputs
such as chemicals and fertilizer (27 per cent).

In a study of dairy farmers in northern Victoria it was
found that very few farmers were prepared to sell their
farms despite the then parlous financial situation in
the industry (Salmon et al.). Less than two per cent
of respondents planned to leave the industry. The
adjustment alternatives were exclusively on-farm ad-
justments. Thirty-nine per cent intended to ‘do noth-
ing’ (presumably, apart from various business and
household ‘belt-tightening’ responses), while other
popular alternatives were to obtain carry-on finance,
and to commence or continue off-farm work. Very
few thought that diversification into other enterprises
or expansion of their operations was an option. The
risks associated with diversification involving radical
changes to the organisation of farming resources and
work make it an unattractive option at a time of severe
financial stress.

The wool industry in the early 1970s was facing severe
economic pressures with some estimates suggesting
that 80 per cent of graziers in the Pastoral Zone would
be forced to quit their properties. Despite this apoca-
lyptic scenario developed at the time of the crisis only
one of the 75 wool growers interviewed subsequently
moved out of agriculture (Gregory).

Adjustment strategies are increasingly including
some participation in the non-farm economy. This
tendency is common and long-standing in the US.
Participation could include: one or more family mem-
bers taking part-time or full-time work off-farm; in-
vestment in non-farm assets of various degrees of
liguidity; involvement in further education or re-train-
ing; and other actions. While some of these actions
are likely to be taken in response to severe short-term
financial stress, others are better seen as long-term
strategies aimed at adjustment over an extended pe-
riod. Participation in the off-farm sector may also be
seen in some instances as a series of steps leading to
full exit from farming.
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Off-farm income has become an important source of
income for US family farmers (Leistritz et al., 1987),
and now accounts for about 60 per cent of their total
income. Off-farm income includes both income from
employment and income from off-farm investments,
and may also include significant income from govern-
ment programs. Part-time farming has become a per-
manent, institutionalised feature of US agriculture
(Rogers et al.).

In the Australian context off-farm income has re-
ceived attention from a number of authors, (Tubman,;
Nankivell; Robinson and McMahon; Males, Poulter
and Murtough; Paul; Peterson, Dunne, Morris and
Knopke; and Peterson and Moon). In asurvey of dairy
farmers in three regions of Australia it was found that
off-farm employment was the major adjustment ac-
tion taken to offset low or declining income (Nankiv-
ell). Between 40 and 67 per cent of dairy farm
operators in that study engaged in either full-time or
part-time off-farm employment. [t was also found
that the dependence on off-farm employment as a
major income source was part of a series of integrated
long-term adjustment plans by farm families. This
included increasing the educational level of the next
generation and discouraging them from becoming
farmers.

In the three years to 1989-90 it was estimated that
off-farm income added an average of 23 per cent to
gross cash surplus per farm in broadacre agriculture,
compared with 10 per cent in the three years to 1980—
81 (Peterson et al.). Over a later period (1988-93) it
was found that there was an increasing incidence of
off-farm income being earned by farm families (Pe-
terson and Moon). For family owned broadacre farms
the proportion earning income off-farm increased
from 26 to 34 per cent. In 1992-93 those 34 per cent
earned around $15,000 or 37 per cent of total income
off-farm. Financial hardship was a major motivation
for their seeking off-farm work.

4. Factors Affecting the Choice of
Adjustment Action

The primary focus of much adjustment research is
predicated upon the notion that adjustment actions are
the responses to single identifiable events or stimuli
which occur at intermittent intervals. This view is no
doubt fostered by the periodic crises which beset one
agricultural industry or another, accompanied by
widespread publicity and community concern. In re-
ality, the adjustment process is more complex, linked

to long-term processes of change on individual farms,
and heavily influenced by a wide range of factors
relating to the farm household. In Figure 3 we sum-
marise the factors which appear to influence adjust-
ment behaviour and the adjustment process.

Figure 3: Summary of Factors Affecting the
Choice of Adjustment Action

1. The nature of the adjustment pressure and its
expected duration and severity.

2. The state of the market for farm inputs (espe-
cially land) and outputs.

3. The physical and financial characteristics of the
farm.

4. Demographic characteristics of the farm family.

5. The attitades, values, and goals of the farm
operator(s) and other family members.

6. The local social and economic environment.

7. The institutional environment.

Type of Adjustment Pressure

The nature of the adjustment pressure fundamentally
colours the view of the farm family about the appro-
priate level of response. For example, a cyclical
downturn or upturn in commodity prices might not
induce as fundamental a change in management as
would changes in commodity prices which are ex-
pected to be sustained, or as would changes in family
composition or circumstances.

Markets for Farm Inputs

The market for land sometimes operates in ways
which inhibit desirable adjustment. During down-
turns in agriculture when pressures for exit from the
industry are greatest, buyers are few, because they
lack sufficient funds and form pessimistic expecta-
tions, while potential sellers are disinclined to sell
their only productive asset on a depressed market. In
some locations no buyers exist at anything but give-
away prices. Given this scenario those farmers who
may wish to leave are ‘locked in’ as the price of their
main asset (the family farm) is severely reduced in
value. The performance of finance markets is also
central to the effectiveness of farm adjustment. Sig-
nificant imperfections or failures in these markets
could impeded appropriate responses. Indeed such
alleged imperfections have been used as a justification
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for government assistance to farmers under financial
stress. Since the deregulation of finance markets in
the mid-1980s this justification is less convincing, but
deregulation has itself added to the volatility of inter-
est rates and exchange rates, which can contribute to
financial stress.

The Physical and Financial Characteristics of
the Farm

These also have an influence on the choice of adjust-
ment action. These include: its size; technological
characteristics such as the age and productivity of
improvements; human resources available to the
farm; income, debt, and equity positions; the form of
land tenure; and the existing enterprise mix.

The role of the economic characteristics of both farms
and their external environments is paramount in the
explanations of adjustment behaviour found in the
mainstream agricultural economics literature. For ex-
ample, Bowen and Poulter explained the responses of
Australia’s wheat growers to price falls in terms of
conventional economic variables. By contrast, these
variables apparently do not offer adequate explana-
tions for the rate of exit of farmers from farming,
which is a decision likely to be influenced by a range
of family, social, and cultural factors.

Demographic Characteristics

The demographic characteristics of the farm family
have a fundamental influence on their adjustment
behaviour. These include the composition of the fam-
ily in terms of the number of people and their relation-
ship to each other, their age, sex, health, education and
work experience. At different stages of the family
lifecycle, there are different demands on the farm
business in terms of income generation and security
of assets, as well as different levels of availability of
family labour resources and potential for off-farm
income.

In view of its importance as perhap< the most common
form of farm adjustment in Australia, there is remark-
ably little literature on inter-generational transfer in
an adjustment context. The transfer of ownership to
the next generation can be an opportunity to effect
management improvements, based on a higher quality
of human capital, which would improve adjustment
performance. Some farmers see the education of their
children, who, it is often assumed, will eventually
enter the farm business, as more important in this
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regard than their own education. Estate planning and
asset transfer by farmers are however, often under-
taken with minimal communication between the gen-
erations, and with inadequate input from relevant
professionals (Blunden et al.)

The literature on the nature of the stress involved in
the process of transferring the farm business from one
generation to the nextisextensive (Russell ezal.). The
complex inter-relationships between family, house-
hold, and business which characterise farming are
now recognised (Gasson et al., pp.21-25).

This thorough review of the family dimension of farm
business behaviour drew on the literature in disci-
plines such as industrial economics, social anthropol-
ogy, history, and rural sociology, as well as
agricultural economics (Gasson et al.). British writers
have attempted to develop relevant socio-economic
frameworks for understanding the roles of such fac-
tors as the family development cycle, processes of
inheritance and succession, roles of women in farm
families, and multiple-job farming families. These
issues are relevant to the farm adjustment process in
Australia as well, although the emphasis and empiri-
cal findings reflect the specific characteristics of Brit-
ish agriculture.

Attitudes, Values and Goals

The attitudes, values and goals of farmers are tmpor-
tant influences on the kinds of adjustment decisions
farmers make, their management of the adjustment
process, and their beliefs about the outcomes of that
process. Farmers have both business and personal
goals, and the close relationship between the farm
household and the farm business ensures that they
affect each other in many ways.

The economic theory which is implicit in much of the
literature on farm adjustment, and which underpins
most adjustment policy and programs, treats motiva-
tion (goals) as a given, and explains variation in
behaviour in terms of availability of resources and
market conditions. Specifically, behaviour is as-
sumed to be driven by rather narrowly defined eco-
nomic goals. However this theory leaves much of
farmers’ behaviour unexplained. A theoretical frame-
work for the discussion of the role of goals and values
in farmer behaviour, classifies values (which precede
and regulate goals) as either instrumental (farming as
a means of obtaining income and security), expressive
(farming as a means of self-expression and personal
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fulfilment), intrinsic (farming as an activity in its own
right), or social (farming for the sake of interpersonal
relationships in work) (Gasson). The relative order-
ing of these values is hypothesized to influence farm-
ers’ decisions in situations of choice. Pilot studies
suggested that the British farmers surveyed had a
predominantly intrinsic orientation to work, valuing
the way of life, independence, and performance of
work tasks above the other aspects of their occupa-
tions. The value orientations of larger and smaller
farmers were compared. One of the study’s implica-
tions was that (Gasson, p.535):

...farm adjustment schemes which offer (farm-
ers) modest financial incentives to give up
their present, highly valued way of life cannot
be expected to arouse much response if many
of those eligible are less concerned with max-
imising income than with making a satisfac-
tory living in order to pursue pleasurable
activities and be their own master.

The divergence of farmer’s behaviour away from
profit maximisation has been discussed in a farm
management context (Boehlje and Eidman, pp. 6-9).
They discussed nine possible goals and the relation-
ship between them. While conventional maximisa-
tion of profit or return on assets is one of these, and
may well be the dominant objective under certain
circumstances, the observed adjustment behaviour of
many farmers indicates that other objectives come
into play at crucial times, perhaps most evidently
when the farm business is under severe stress. Farm-
ers’ attachments to the land they own, and their atti-
tudes towards the intrinsic rewards of farming as a
way of life appear to be important in explaining a
lower than expected rate of off-farm migration in
times of severe financial stress. Just as importantly,
the desire to own more land in order to give their
children the opportunity to pursue these intrinsic goals
appears to influence decisions to expand in more
favourable times. Ironically, this very action can
threaten the long-term viability of the enlarged busi-
ness, just as it can in the non-farm sector.

In an Australian context, Kingma and Samuel (p. 206)
suggest that °...the benefits that users derive from farm
resources may not only be monetary and that non-
monetary benefits may accrue to farmers by way of
lifestyle considerations.” On this point, Musgrave
(p-250) states:

...non-cash benefits gain particular signifi-
cance in the case of those farmers who stay on
in farming despite every (financial) indication
that they would be better off out of the indus-
try. For many such people the higher cash
benefits outside agriculture are no compensa-
tion for the loss of lifestyle that is involved.

Differences between the adjustment behaviours of
farms facing a similar external environment are in-
dicative of the importance of internal factors in the
explanation of adjustment.

In a survey of wheat-sheep farmers in Western Aus-
tralia, Gasson’s classification of value orientations
was used to investigate the relationships of these
orientations to farm performance variables and the
personal characteristics of the farmers (Kerridge). It
was found (as it was by Gasson) that farmers on larger
farms tended to express instrumental values, while
those on smaller farms tended to express intrinsic
values. Other factors investigated were debt levels,
age, education, and farm income. The study also
found that older farmers tended to hold intrinsic val-
ues, while younger farmers expressed instrumental
values. This has policy implications given that a
significant proportion of Australian farmers are old
and are thus less likely to be attracted by the financial
incentives of adjustment programs aimed at exiting
agriculture.

Attitudes and therefore goals are, however, at least
partly learned. In a study of Queensland graziers, it
was found that those with experience of successful
past expansion had different goals and preferred re-
sponses than those without such experience (Cary and
Holmes).

Some of the attitudinal, social and cultural factors
which appear to influence the reluctance of Australian
farmers to quit farming, in the face of strong economic
pressures include the independence of self-employ-
ment; the family farming tradition; the identity, pres-
tige, self-esteem and pride that farming affords; the
strength of local community networks; age; and edu-
cational qualifications (Bell and Pandey). A survey
of wool-growers in Queensland tended ‘to confirm the
influence of non-monetary factorsin the occupational
and life-style decisions’ of farmers (Riethmuller).
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The Local Economic and Social Environment

The local social and economic environment includes
the nature of relationships between farming and the
local community; the community response to adjust-
ment stress; employment opportunities in the local
community; and support services.

The spatial distribution of farms relative to the loca-
tion of alternative employment is likely to help ex-
plain the incidence of off-farm work as an adjustment
response. - In this context it is noted that a relatively
high proportion of US farmers live close enough to
non-farm employment sources to make such employ-
ment feasible. For many Australian farmers, off-farm
work means working on other farms, for example as
contract machinery operators or shearers, and in other
tasks (Males e al). This factor is likely to affect
farmers’ perceptions of the relative attractiveness of
different adjustment options.

Several studies have examined the role of information
in the adjustment behaviour of farmers. It has been
suggested that providing farmers with more informa-
tion on their individual circumstances and options is
a crucial contributing factor to the adjustment decision
and process by individuals (Salmon). In a study of the
re-settlement process of displaced farm families in
South Australia considerable importance was at-
tached to the sources of information and advice used
at various stages in the process in determining adjust-
ment behaviour (Bryant).

The Institutional Environment

The institutional environment is broadly defined to
include the legal framework; Local, State and Com-
monwealth Government programs of assistance or
other intervention in the adjustment process, includ-
ing information and extension services; and the politi-
cal environment.

The literature on the role of government in the farm
adjustment process addresses the justification for gov-
ernment intervention, its efficiency and effectiveness,
and various administrative aspects (Coopers and Ly-
brand; IAC 1976, 1984; Kingma, Easter and Hall;
Kingma and Samuel; Lloyd; Musgrave, and Synapse).
We are interested in the extent to which the existence
and management of government programs affects ad-
justment decisions, processes and outcomes, with our
primary focus being at the farm level.
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There are a large number of government activities
which have some influence on adjustment behaviour
at the farm level. Some of these are explicitly directed
towards the adjustment process, while the others are
primarily directed at other issues but have an inciden-
tal impact on adjustment. For example, while the
application of an assets test on eligibility for certain
social security benefits is primarily aimed at achieving
equitable access to such berefits across the whole
community, it may have incidental impacts on the
attractiveness of adjustment options for farmers. Re-
gional development policies can alter the capacity for
rural towns to offer off-farm employment opportuni-
ties.

The most obvious vehicle for government influence
on the farm adjustment process is the Rural Adjust-
ment Scheme (RAS). Over the years this package of
measures has included a variety of specific schemes,
but broadly it has had both ‘assistance’ components
and ‘adjustment’ components.

The “assistance’ components have had the purpose of
assisting farmers who were judged to be ‘viable’ in
the long-term to withstand short-term financial
stresses which might otherwise have led to their exit
from the industry. Since 1993, this assistance has
been redirected somewhat away from farmers at this
margin of viability and towards those who are at-
tempting to effect and are deemed capable of effecting
substantial improvements in productivity. The justi-
fication for assistance has rested largely on alleged
imperfections in the markets for farm finance, which
might have the effect of forcing the premature exit of
otherwise productive farmers. While the rationale
and effectiveness of successive versions of the
Scheme have been the subject of continuing debate
(Davenport er al.), it is clear that in the past decade at
least these parts of the Scheme have been used largely
as ‘carry-on’ assistance for farmers who were deemed
to be marginal by the banking sector.

The ‘adjustment’ components include income assis-
tance for farmers considering exit from the industry
and cash re-establishment grants for those who do
actually exit. It has also included measures aimed at
augmenting the land market by facilitating the build-
up of properties to a viable size, but these have been
relatively little used.

Since the deregulation of financial markets in the
mid-1980s, it has become more difficult to sustain a
Justification for continuing government intervention
of the ‘assistance’ type, but alternative rationales from
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time to time have gained sufficient political support
to be transformed into policies to deal with acute
pressures, for example those resulting from drought
and the collapse of wool prices.

The enunciation of Commonwealth Government pol-
icy on farm adjustment has recently claimed an ‘inte-
grated approach’ incorporating not only the RAS, but
National Drought Policy, financial instruments for
income smoothing such as Income Equalisation De-
posits and Farm Management Bonds, Landcare, and
broader economic and regional development strate-
gies. While this implies a welcome broadening of the
perspective of policy makers on the sources of adjust-
ment stress and the process of adjustment, the extent
to which the policies are truly integrated, and the
appropriateness of the policy directions implied, have
been questioned (Davenport et al.).

This review has described farm adjustment as a proc-
ess which is influenced by a wide range of factors that
go well beyond any problems of short-term access to
finance markets. It may well be that the overall effi-
ciency and equity of farm adjustment as a long-term
process are more dependent on a range of decisions
that are made over the course of the farm family
life-cycle, which is closely entwined with the farm
business life-cycle (Stayner). Farm families and busi-
nesses interact with various institutional environ-
ments at critical points in these life-cycles.

For example, decisions regarding career choice for the
younger generation of farm families intersect with the
education system. If that generation sees a wider
range of occupational choice then this may reduce the
perceived pressure on them and their families to seek
and provide a career within farming, which can result
in imprudent means and timing of expansion deci-
sions. The process of entry into an existing family
farm business, the transfer of ownership and manage-
ment, the provision for retirement of the senior gen-
eration, and the distribution of estates, intersect with
a number of institutional arrangements concerning
stamp duty, asset and income tests for aged pension-
ers, and continuing fears about a possible reintroduc-
tion of inheritance taxes, among others.

A more comprehensive assessment of the ways in
which the adjustment process is affected by the wider
range of factors identified in this review, would seem
to be desirable. An important part of such an assess-
ment would be a consideration of the potential role of
government in facilitating this broadly defined adjust-
ment process, consistent with its stated policy objec-
tives.

5. Conclusion

Farm adjustment is not an occasional response to
intermittent acute pressure, but encompasses contin-
ual responses to both long-term and acute pressures
which are both external and internal to the farm family
and business. In this paper the focus has been on the
farm famuly as crucial participants in the farm adjust-
ment process. This contrasts with the simplistic be-
havioural assumptions which dominate the economic
analysis of the adjustment process, which in turn
appears to shape adjustment policy and programs. It
seems to us that the extraordinary heterogeneity of
human situations in farming, such as family composi-
tion, goals, values, capacities, histories, life-cycle
characteristics, linkages with community, and so on,
have an important influence on the adjustment proc-
ess.

The predominant micro-economic model for under-
standing and predicting farmer behaviour is based on
behavioural assumptions relating to economic ration-
ality which are clearly inadequate in the case of family
farm businesses. Furthermore, while aggregate statis-
tics are available which describe the net outcomes of
a myriad of adjustment actions on the nation’s farms,
very little is known about what happens on the indi-
vidual farms on which adjustment takes place; that is,
about how the adjustment process unfolds over time
on individual farms.

The difficulty of drawing boundaries in time around
adjustment phenomena suggests that, ideally, adjust-
ment research should allow for the influence of events
and actions which might have occurred a considerable
time prior to a period of acute adjustment stress.
These prior events can have a significant influence on
the type and effectiveness of current adjustment be-
haviour. It can also take a long time for adjustment
pressure to generate responses at the farm level,

It would seem that farm adjustment research ought to
be paying more explicit attention to the modelling of
the integration of on-farm and off-farm economic
activities. It is difficult to see how the conventional
approach to modelling the farm business which incor-
porates only on-farm enterprises and options could
adequately explain the responses of farm families to
adjustment pressures.

In view of the interpenetration of business and family
goals on Australian farms, adjustment research also
needs to pay more explicit attention to the influence
of the family and business life-cycles on adjustment
behaviour. These factors can influence business
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goals, attitudes to risk, and the range of options which
are contemplated, and can therefore help to explain
the choice of certain actions. Of particular importance
would appear to be the kind of adjustment behaviour
which is undertaken in relation to inter-generational
succession of management and ownership of the farm
business. Research needs to pay more explicit atten-
tion to the characteristics of farms as family busi-
nesses, since such businesses present a particular set
of issues that are not considered in the mainstream
economic literature (Robbins and Wallace). Praction-
ers are beginning to recognise these issues more ex-
plicitly.

In summary, then, this review points towards the need
for a more ‘holistic’ modelling of the farm adjustment
process, in which the obvious economic imperatives
of the farm as a business are integrated with the reality
of the farm family as a social unit.
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