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REVIEW OF MARKETING AND AGRICULTURAL ECONOMICS
VoL. 47, No. 1 (April; 1979)

Farmer Income and Expenditure Patterns
in a Wheat-Sheep Region*

D. C. Davist, J. D. Mullent and M. J. Bryant}

Information on farm incomes and expenditure patterns for the eight year period
1968-69 to 1975-76 was collected in a survey of 102 farm businesses. Average gross
farm earnings varied by up to $20,000 over the period, with marked variations in
individual enterprise earnings also being observed. Spending on farm current costs,
investment and livestock and consumption closely followed the trends in incomes. A
summary of the data collected for 90 of the 102 farm businesses is presented.

1 Introduction

Farm income fluctuations occupy a focal point of Australian agricultural
policy, and have done so since the inception of Australia-wide price stabilization
schemes during the 1940’s. Mandeville and Powell [8] observed that unstable
farm incomes were a particularly serious problem for Australian agriculture,
arising from both climatic variability and highly volatile prices on world farm
commodity markets. Additionally, Harris et al. [6] indicated that general
economic policies should take account of the fluctuating fortunes of rural
industry and recognize the inter-dependence between different sections of the
economy.

Mandeville and Powell [8] undertook a regional quantification and analysis
of the economic linkages between sections in country towns and the farm sector,
in an effort to gain insight into the effects of changing farm incomes on the
region as a whole and the various industries located in rural towns. They
observed that these inter-sectoral linkages were important to policy makers
because of agriculture’s need for services, because of welfare considerations,
and decentralization issues. Furthermore, rural income fluctuations have
on-farm implications for the maintenance and expansion of the capital base.
Waugh [10] commented on the importance of investment in Australian
agriculture as a factor influencing the rate of growth of rural productivity and
for the introduction of new technology. In so far as fluctuations in farm
incomes will influence the level of investment, there will be important flow-ons
through agriculture which will have a bearing on the overall growth and
efficiency of the rural sector. Rural income fluctuations also have implications
for farm family welfare.

* This study was initiated by Roy Powell, University of New England, who also read drafts
of this paper and made many helpful comments. The suggestions of an unknown referee
are also gratefully acknowledged. Previous supervisory assistance was also provided by
Bruce Standen, now at the Australian Meat and Livestock Corporation. The work was
supported by a grant from the Rural Credits Development Fund of the Reserve Bank.
All mistakes and omissions remain the fault of the authors.
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At least two information gaps can be perceived at present. Firstly, the
Industries Assistance Commission [7] commented that there was little useful
empirical evidence on the extent of income fluctuations on individual farmers.
This study seeks to provide information on income fluctuations for a region in
the wheat-sheep zone of New South Wales. Secondly, farmer expenditure
behaviour under conditions of fluctuating incomes is a subject almost devoid
of empirical evidence.! Mandeville and Powell [8] concluded that one of the
main topics for further research was the need to examine how farmers vary their
expenditure under conditions of fluctuating incomes. The main thrust of the
current work is an attempt to partially bridge that gulf. Information of this
kind should allow subsequently a fuller analysis of the likely effects on farm

investment, consumption and current spending of policies aimed at stabilizing
farm incomes.

Stability of farm incomes also has important implications for the stability
of population centres located in rural regions. In particular, small industries
and businesses, many of which depend directly on farming for their survival,
may be adversely affected by a downturn in farm prosperity. The demise of
small country towns which are unable to “ride out’ the depressions in farm
prosperity is evidence of this fact. Therefore, economic policies which influence
farm income stability and farmer expenditure behaviour, will also have an
effect on the stability of local business activity. The effects of policies like the
investment allowance are thus not limited to the farm sector alone, but have
implications for business activity throughout rural regions. Regional
information on income and expenditure patterns of farmers should allow a more
complete diagnosis of the overall effects of the application of such policies.

!

. The main thrust for the work on farmer expenditure behaviour came from
consideration of the needs discussed above. The survey region and data
collection method are discussed in the next two sections. It should be
emphasized that a regional study provides information useful to pursuing the
objectives implicit in the text of preceding paragraphs. The Bureau of
Agricultural Economics [2, p. 12] has noted:

Significant differences occur in survey results within and between zones,
reflecting variations in property size, the degree of enterprise diversifica-
tion and the different patterns of seasonal conditions under which
properties operate.

The regional nature of the data presented and discussed in this article
means that most of these problems should be overcome. This is one of the
chief advantages of a regional study over the more aggregated data sets?
presented in various documents by the B.A.E. Additionally, the selection of a
sample of greater than four per cent of the population (Section 3) means that a
quite representative set of data should be available.

2 The Study Area

The region examined comprises the seven shires of the Central Macquarie
Statistical Subdivision (C.M.S.S.) of N.S.W.2 This is the same area studied by
Mandeville and Powell [8]. The municipality of Dubbo constitutes the major

1. One notable exception in the Australian context is the work of Campbell and Archer [4]
who analyzed farmer expenditure behaviour during and after the wool boom of 1950-51.
Armore recent study was that undertaken by Girao [5] in the U.S.

2. Bureau of Agricultural Economics (BAE) data sets are usually constructed and presented
on Australia-wide and state-wide bases.

3. The shires are Coolah, Coonabarabran, Gilgandra, Mudgee, Talbragar, Timbregongie
and Weillington.
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town in the region which is a fairly homogeneous wheat-sheep area occupying
34950 square kilometres of Central New South Wales. Mandeville and
Powell selected this region because they felt that it was generally representative
of much of the wheat-sheep zone, so that a study of one sub-region will derive
structural patterns that will be of general validity for the whole wheat-sheep
zone. For this reason, and because a considerable amount of information had
already been compiled for the C.M.S.S., it was chosen as the region for the
present study.

3 Data Collection and Nature of the Survey

A personal interview survey of 102 farms, randomly selected, was under-
taken during 1977. All survey farms were selected on a farm business basis
rather than the holding basis.* This was considered the pertinent foundation
on which to examine farmer expenditure patterns in response to fluctuating
incomes, because it permits the full examination of all aspects of the operation
of that farm business and household. Financial data were collected from
farmers’ accountants and tax agents for the eight year period 1968-69 to 1975-76
inclusive—a period of substantial price fluctuations as the fortunes of wool,
wheat and beef oscillated markedly. The analysis presented in this paper is of
90 farm businesses. The full eight years of information was not available for
12 of the survey farms and these are excluded from the analysis.

The sample farms are divided into two size groups—Stratum I farms are
those with an area of 200-809 hectares, while Stratum II farms are those with
an area greater than 809 hectares. No farms of less than 200 hectares were
selected for two reasons. Firstly, this group makes up less than five per cent
of the total areas of the C.M.S.S., and an insignificant contribution to the output
of the major agricultural commodities. Secondly, the emergence of a great
number of ‘“hobby farms”, particularly in Mudgee Shire, makes this small
size group a particularly difficult one to survey. Furthermore, these farmers
would be likely to have a markedly different degree of dependence on income
earned from farming than is the case for the farms included. Although this
small size group is a potentially interesting one to examine, this study focusses
on the more strictly commercial farms.

Three basic criteria were used in defining the survey population. The
first, discussed above, was that all farms be greater than 200 hectares in size.
Secondly, businesses other than those appearing to be commercial wheat-sheep-
beef concerns were excluded. Examples here include vineyards, orchards and
horse studs. The third criterion was that all sample farms should have been
under their present ownership for the duration of the eight year survey period.?
This strategy was employed in an effort to generate a data base which contained,
for every sample business, eight years of information.®

4. A farm business may, in some cases, consist of a number of separate holdings. Sarossy
[9, p. 4] commented: “It had previously been thought that the agricultural holding and the
economic unit were in nearly every case one and the same thing, but it was soon discovered
that in a large number of cases this was notso.”” Farm managers are likely to make financial
decisions on the basis of the whole business (economic unit) rather than on individual
portions (holdings) of the business, :

5. The exception here is of changed ownership within families, e.g., between father and
son.

6. The sample is thus biased, as it excludes farmers who have entered or left the region, and
the expenditure patterns of these people may well be different to those of the more static
population of farmers. However, the inclusion of new entrants to the region would lead
to an incomplete data set, and make inter-year comparisons of incomes and expenditures
difficult. The same would apply to people leaving the region, with the added difficulty that
many of these would be difficult to locate and survey.
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The survey population was difficult to delineate. The use of a farm
business basis induced one difficulty. Pasture Protection (P.P.) Board lists
were used as the sample frame, and it was often hard to distinguish multiple
holdings, especially where different blocks were held in the names of different
members of a family. Furthermore, Shire and P.P. Board boundaries do not
always coincide, and thus some businesses listed on the P.P. Board lists used,
actually fell outside the C.M.S.S. For this reason, all selected farms were
cross-checked with Shire lists before the survey commenced. The further
requirement that all farms selected should have been under their present
ownership for the whole eight years meant that farms were selected from the
1975-76 P.P. Board lists, and then cross-checked against the same lists for
1968-69.

The survey population was approximately 2200 farm businesses.
About 58 per cent of these were in Stratum I, while the remaining 42 per cent
were in Stratum II. Sample farms were drawn from each size stratum on a
proportionality basis. The 102 farms finally surveyed represent a sample of
4.6 per cent of the population. The response rate for the survey was 54 per
cent.” All rejects were replaced by businesses which were also randomly
selected.

For the present analysis, the number of farms in each stratum, classified by
type of ownership, are summarized in Table 1. The figures in parentheses are
percentages of the total 90 farms in each category.

Table 1: Number and percentage of farms by type of ownership

Type of ownership (z‘ggfggg’hg) (.S;r %g‘g’%g) Total
Sole owners .. .. - 192 ‘ 6 (7 25 (28)
Family ownerships .. .. 29 (32) 26 (29) 55 (61)
Others .. .. .. .. 33 7 (8) 10(11)
All farms - .. .. 51 (56) 39 (44) 90
|

Twenty-eight per cent of the survey businesses are operated by sole owners,
with these being concentrated in the smaller farm group, while 60 per cent of
businesses are operated as family partnerships.® This form of ownership is

7. Two distinct groups of rejects exist—those who did not wish to participate in the survey,
and those who were rejected by the interviewers. Of the total rejects, about 50 per cent fall
into each category. Several reasons were put forward by the former group for not
participating. Fears of lack of confidentiality, the belief that such surveys achieved nothing,
and just not wanting to be bothered were the three main reasons advanced. For the latter
group, some were rejected because they did not in fact run a commercial wheat-sheep-beef
enterprise, but used the land for enterprises like timber. In addition, some sample
properties had changed hands since 1975-76, and the previous owners moved out of the
region. For a small group, accountant’s records were not available, usually because of a
change of accountants. Further rejections were due to accountants’ records being destroyed
by fire, and because of the death of a principal partner in the last two years. Some very
difficult cases were also rejected—e.g. in the case of a network of interwoven companies or
partnerships where complete financial records were impossible to obtain. (A forthcoming
paper will give a more detailed account of all aspects of the survey, such as the problems
encountered, the cost and other logistics.)

8. Campbell and Archer [4] noted the creation of a number of family partnerships for
taxation purposes during their survey period. Nineteen per cent of their farms were listed
as partnerships.
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common to both size strata. The remaining 11 per cent of businesses, noted as
““others”, are operated principally as family companies or estates.

4 Farm Income Levels and Composition

Average gross income in each year is given in Table 2, along with
the minimum and maximum gross incomes earned by individual farms and the
standard error of the mean. Gross income by main components is shown in
Table 3, and in Table 4, the component incomes are presented as percentages of
gross earnings.®

Table 2: Minimum, Maximum, Mean and Standard Error of Incomes of Surveyed Farms

Year Minimum Maximum Mean Sta?ﬁggn%rr or
1968-69 .. .. 3 601 89 877 25939 1776
1969-70 .. .. 4 675 130 857 24 586 2272
1970-71 .. .. 1983 85 341 22 137 1796
1971-72 .. .. 3099 72 060 22 617 1713
1972-73 .. .. 4798 100 218 26 586 2068
1973-74 .. .. 3459 147 950 37228 2 862
197475 .. .. 2 998 133 897 37185 2729
1975-76 .. - 4 810 148 948 42 812 3139

Referring to Table 3, gross income, defined as total cash earnings ir each
financial year, declined from 1968-69 to 1970-71 as wool prices slumped and
wheat production was curtailed.!® Income remained low in the following two
years as market prices were slow to recover, and because of dry conditions in
1972-73. 1t then rose rapidly to $37,228 in 1973-74 when wool, beef and wheat
were enjoying buoyant markets, and fell slightly in 1974-75 as wool, and more
significantly beef, lost ground on world markets. However, increased prices
and additional production of wheat offset the adverse trends in livestock
incomes so that gross income reached the highest point of $42,812 per farm in
1975-76. Net cash surplus, defined as gross income less total farm business
expenditure!! (listed in Table 7), followed a similar trend to that of gross income,
with a low of $3,131 in 1969-70, rising to $12, 942 per farm in 1975-76. These
trends are illustrated in Figure 1.

9. Tt should be emphasized that income and costs have been reported in money rather than
real terms, that gross income has been measured as gross cash receipts and that all income
and costs have been recognized as such in the financial year in which they are received or
incurred. This means that for some enterprises some costs are recognized in one year
with the remaining costs and income recognized in the next year. WNo satisfactory solution
to this problem was apparent.

10. No distinction can be made between price and output contributions to the income earned
by any enterprise. During pilot surveys an effort was made to collect output data, acreage
data, and so on, but proved largely unsuccessful. This lack of success can be attributed
mainly to the general unavailability of farm physical information for the duration of the
time period studied. In discussing changes in income levels, general knowledge of the
prevailing situation has been used to attribute changes to price or quantity effects.

11. Net cash surplus is thus different to the commonly accepted definition of net income,
which also includes depreciation and changes in the value of inventories. Both these items
can be quite important, with the latter likely to be particularly important to livestock
enterprises. Furthermore, while machinery and equipment disposals were included in the
calculation of net cash surplus, not all sales of capital items could be traced in some cases.
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The main sources of income are summarized in Figure 2 while more detailed
data are presented in Tables 3 and 4. 1In all years income from sheep!? has
been a major component of total income, and it is only in the recent years,
1974-75 and 1975-76, that income from cropping has been more important.
Even in the wool slump years, sheep income was still the main income source.
Furthermore, sheep income and its share in gross income appears to be rather
more stable than cropping incomes and perhaps also beef—a characteristic
that warrants further investigation. Income from beef has been relatively
constant apart from the 1968-69 and 1973-74 years. Certainly these income
data do not support the idea that there has been a general swing from sheep to
beef, although average cattle numbers did increase continuously throughout
the survey period. Income figures suggest, however, that from 1973-74 there
has been increased resources directed to crop production, particularly wheat,
no doubt in response to higher grain prices. But, after allowing for changes in
the prices received for farm output, it would seem that farmers in this region
have not made substantial shifts between enterprises. Some aspects pertaining
to income earned from particular sources are considered in more detail in
subsequent paragraphs.

Average wool income!® for the 90 farms varied from $5,278 in 1970-71
to $10,073 in 1972-73 (Table 3). The wool boom of 1972-73 is reflected in these
figures, and although wool income was a low percentage of total income in
197475 and 1975-76 (see Table 4) this reflects the high wheat prices and swing
to wheat production in the mid 70’s rather than a decline in wool production.
Gross sheep sales closely followed the trend exhibited by wool earnings and
climbed from a low of $3,438 per farm in 1970-71 to a high of $6,252 per farm
in 1973-74,

Cattle sales remained relatively constant until 1973-74, when receipts from
this enterprise almost doubled. Cattle earnings then slumped in 1974-75 to
$3,627—more than $5,000 less than the average for the previous year. As
shown in Table 4, 24 per cent of gross income came from cattle sales in 1973-74,
while the corresponding figure in 1974-75 was less than 10 per cent. This sharp
downturn in the relative contribution of cattle to gross farm earnings occurred
for three reasons: first, and most important, the slump in cattle prices in this
period; second, because of the lower prices producers tended to hold stock
back from market in the hope that prices would rise; and third, there was an
upturn in wheat earnings in 1974-75.

Wheat, as an income earner, showed greater variability than wool, sheep or
cattle. In 1968-69 wheat income (i.e., wheat payments received) per farm was
$9,076, and represented 35 per cent of gross farm income. With the imposition
of delivery quotas and continuously declining world prices, average wheat
earnings declined slowly to $4,382 in 1971-72, and then plummeted to $988 in
1972-73, equivalent to only four per cent of gross earnings. An important
contributing factor here was that 1972 was a year of poor seasonal conditions in
the C.M.S8.S. Because of dry weather, sowings were down on previous years
as were yields. Since 1972-73, earnings from the wheat enterprise increased

12. Generally, about 60 per cent of “sheep income” has been drived from wool, and 40 per
cent from sales of sheep (mostly for slaughter). Only in 1970-71 did these figures deviate
markedly, with 52 per cent being drived from wool and 48 per cent from sheep sales,

13. The wool income figure also includes skins but the amounts involved are quite small,
being always considerably less than $50, and usnally in the range of $5 to $20.
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rapidly throughout the remainder of the survey period, and reached $15,248
per farm in 1975-76. Wheat earnings thus rose from 4 to 36 per cent of gross
income in a four-year period. The high world prices previously mentioned were
the major contributing factor to this turnabout, along with better seasons, the
introduction of semi-dwarf, higher yielding varieties and the irrelevancy of
delivery quotas throughout the early 1970’s which led subsequently to their
abolition.

Income earned from other crops rose continuously throughout the eight-
year period. These other crops, principally sorghum and sunflowers, and to a
lesser extent barley and oats,1* contributed only $169 of income per farm in
1968-69. This increased to $4,233 in 1975-76, equivalent to 10 per cent of
gross income. The increasing contribution of crops other than wheat to farm
earnings can be explained by two factors. Firstly, the increased acceptance by
farmers of these crops, particularly as prices were considered favourable and
wheat quotas were in effect. Secondly, the slack in machinery usage for much
of the year has always provided the capacity to produce summer crops as well,
and the acceptance of these crops caused some realization of this potential.

Reference to Figure 2 and Tables 3 and 4 shows that livestock enterprises
are the most important in the C.M.S.S. Total livestock income varied from
$14,049 per farm in 1970-71 to $25,920 in 1973-74. The importance of the
wool slump in 1970-71, and the wool and beef booms of 1972-74 are apparent.
On a proportional basis, livestock earnings peaked at 80 per cent of gross income
in 1972-73, and reached a low of 45 per cent in 1975-76 as the contribution cf
wheat increased. Total earnings from cropping were highest in 1975-76, when
46 per cent of gross income came from these enterprises. The average crop
earnings of $19,481 represented a massive increase over the $2,457 average in
1972-73.

Other farm produce varied from three per cent to five per cent of gross
farm earnings. ltems which may be included as produce include seed wheat,
fodder, timber, gravel, vegetables, fruit, honey and so on. No significant trends
are discernible, and only a few farms earned significant amounts of income
from these sources.

Leasing and agistment are only small income earners in the C.M.S.8.
with no apparent trends. Interest earned does show some movement, however,
particularly in the latter years of the survey period. This would appear to be
related to the higher rates of interest available on fixed and interest bearing
deposits in the latter years and the tendency for farm families to hold funds in
this fairly accessible form (see Section 8).

Other income includes gifts and inheritances, rebates and refunds,
dividends, off-farm earnings and various sundry items such as cattle compen-
sation. These income sources increased from $938 per farm in 1968-69 to
$2,022 in 1975-76. At most, these sources have amounted to six per cent of
gross income, which would tend to support the view that in this type of farming
area, the opportunities for earning off-farm income are limited. The most
important element was off-farm earnings which generally increased throughout
the period. Contract farming and working wives were the most important
avenues of off-farm earnings.'®

14. Some soybeans, millet, corn, linseed, cowpeas, rape and sudax were also grown at
various times.

15. Some information on off-farm earnings was collected during the survey, and will be
examined at a later date.
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5 Expenditure on Farm Current Costs

Total current costs, as shown in Table 5 (which also includes the standard
error of the mean for each year) and illustrated in Figure 1, declined
from $12,543 per farm in 1969~70 to $11,805 per farm in 1970-71.16  Since then
expenditure on current costs increased continuously to a maximum of $21.380
per farm in 1975-76. Current costs as a percentage of gross income remained
remarkably stable over the eight-year period, hovering consistently near 50 per
cent (Table 6). Farm current costs are divided into 14 categories in Table 5.
Accounting procedures preclude any further disaggregation of these expenditure
groupings. For example, it would be desirable to analyse expenditure on
fertilizer by itself. However, fertilizer is very often grouped with seed, fodder
and agistment and cannot be isolated.!? Individual current costs are discussed
further in the following paragraphs.

Business deductions includes items like accounting fees, telephone and other
office costs and bank charges. Expenditure on these items has generally
increased over the eight-year period, although there was a decrease in 1970-71.

General expenses includes contract farming, freight and cartage, shearing
and crutching, and other farming or livestock expenses not listed under any
other current cost grouping. General expenses and animal health and pest
destruction show very similar trends in terms of farm spending. There was an
increase from 1968-69 to 1969-70, and then a steadv decline to 1972-73.
Spending on these items then increased over the last three years of the period as
the fortunes of wheat-sheep zone farming improved. As a proportion of
total current costs, the trends were similar. General expenses, for example,
increased to 18 per cent of the total in 1969-70, declined continuously to 10
per cent in 1972-73, and rose again to over 13 per cent in 1975-76.

Expenditure on fuel, oil and grease appears to have closely followed the
fortunes of wheat farming, showing some variability to 1971-72, declining in
the dry year 1972-73, and increasing over the final three years to a maximum of
51,667 per farm in 1975-76. The increasing costs of petroleum products is
obviously very important to this trend,!® as are increased cropping areas.
However, only eight per cent of total current costs were accounted for by this
item in 1975-76. The figure was lower in only two other years. In 1969-70
it was seven per cent when wheat quotas and low world wheat prices combined
and in the wool and beef boom year of 1973-74 fuels again accounted for under
eight per cent of total current costs.

Expenditure on seed, fodder, fertilizer and agistment!® was quite variable,
ranging from $1,128 in 1970-71 to $2,617 in 1972-73. Physical farm
information collected during the survey indicated that topdressing was of very
little importance, although a few farms did fertilize pastures, principally in the
years 1968-69 and 1969-70. The peak of $2,617 in 1972-73 may be partially

16, 1t was not possible to distinguish between price and quantity changes in any expenditure
category for the same reasons as those given in footnote 10, Furthermore, where changes
in expenditure levels are attributed to a change in price or quantity separately, this is based
on general knowledge of the prevailing situation rather than data collected.

17. Fertilizer costs, as a separate item, were available for almost 50 per cent of surveyed
farms, and will be examined more closely in later analyses of the data.

18. B.A.E. prices paid indices indicate that fuel costs doubled in the period 1968-69 to
1975-76, with most of the increase occurring since 1973-74.

19. Agistment was of little importance throughout the eight-year survey period. Fertilizer
and fodder appeared to be the most important elements of this group.,
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explained by the dry weather conditions in 1972 and the consequent need to buy
fodder. The use of fertilizers with crop sowing would have been more
important in 1974-75 and 1975-76.

Repairs and maintenance on both fixed improvements and machinery
and equipment show similar dollar trends throughout, being at their lowest in
1970-71 and peaking at $857 in 1974-75 and $3,453 in 1975-76 respectively.
There are, however, some proportional differences. Machinery repairs and
maintenance increased gradually throughout the period, from 14 per cent to 18
per cent of current costs.?”  Repairs to fixed improvements, however, declined
as a proportion of the total in the mid-years of the period, increased in 1973-74
as the prices of wool and beef improved, and declined again in 1975-76 as
wheat became more important. Insurances® show very similar trends to those
for repairs and maintenance of fixed improvements. There is a marked decline
from 1968-69 to 1972-73, followed by a rapid upturn to 1975--76.  Examination
of B.A.E. indices of prices paid shows that the cost of insurance more than
doubled in this latter period. explaining much of the increased expenditure on
this item,

Interest paid on borrowed moneys increased from $1,185 in 1968-69 to
$1,529in 1970-71. After three years of relative stability, interest payments then
increased to $2,154 in 1974-75, with a slight fall to $2,031 in 1975-76.  Interest
payments therefore almost doubled over the eight years. Reference to Table 9.
where total liabilities are listed, gives a different picture. Total liabilities, on
average, were only about $400 more in 1975-76 than in 1968-69. This apparent
paradox may be explained in three ways. First, interest rates changed
substantially over the period. The maximum overdraft rate, for example,
increased from 7.25 per cent as at June 30th, 1969, to 10.50 per cent as at
June 30th, 1976 [3]. Second, the sample on which Tables 5 and 9 are based is
quite different, with Table 9 being based on 57 farms. as distinct from the 90
upon which Table 5 is based. Third, the terms of loans may have changed to
some degree over the period.

Rates and rents generally increased over the survey period, although there
was a slight fall from 1969-70 to 1971-72. As a proportion of total current
costs, this largely unavoidable expenditure item was highest during the least
prosperous years of the period, with the exception of 1974-75 when it was eight
per cent of the total. Salaries and wages, however, both on a dollar and
proportional basis rose almest continuously from 1968-69 to 1975-76.

Sundry expenses include donations, subscriptions, travelling expenses. and
any other current costs not accounted for elsewhere. There was a fall in this
expenditurs group in 1970-71, and then a steady increase throughout the
remainder of the survey period.

Summarizing, it seems that expenditure on farm current costs has been
subject to two major influences. The relative buoyancy of the enterprises to
which a particular cost is most closely related is one factor, while the other is
the effect of price increases.

20. Accounting procedures again presented some problems with repairs and maintenance.
Generally, repairs of improvements and machinery were disaggregated. When they were
not, total repairs and maintenance have been included in the machinery item. This
strategy should have little or no effect on the general trends in expenditure on these items.
21. This item includes all insurances except life-—i.c., worker’s compensation, buildings,
machinery, crops, etc.
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6 Investment Expenditure and Livestock Purchases

The expenditure items included under this heading are shown in Table 7
and illustrated in Figure 1. Table 7 also includes the standard errors of average
expenditure on machinery and equipment, livestock purchases and total farm
business expenditure. Machinery and equipment purchases averaged $3.897
per farm in 1968-69, and then fell away rapidly until 1971-72 when the average
was $1,299 per farm. The reverse trend occurred from 1972-73 to 1975-76
when it peaked at $5,962 per farm. Farm spending on machinery as a
proportion of gross incomes follows a similar pattern to wheat income. It
declined from 15 per cent in 1968-69 to only six per cent in 1971-72 and then
increased to 14 per cent in 1975-76.

Expenditure on farm constructions like sheds, yards and silos shows a
similar trend to that of machinery and equipment.?? This item declined to $168
per farm in 1972-73, then rose slightly until 1975-76 when it increased sharply
to $1,216 per farm. This sudden increase is difficult to explain, but again is
most likely related to the prosperity of the wheat enterprise. A “‘catching up”
phase in constructions may have also occurred at this time after two
exceptionally good wheat harvests. Many farmers were earning relatively high
incomes at this stage, and this, combined with the re-introduction of the
investment allowance in 1975, may largely explain the upturn in expenditure
on capital items. Further analysis of investment patterns and behaviour will
be undertaken in the immediate future.

Land buying,2 as an investment activity, was influenced to some degree by
the availability of suitable land. Decisions to purchase additional farm
property appear to have come from two main directions--the desire to increase
farm area, and more importantly, because of family considerations, e.g. setting
a son up on his own holding. For the 90 sample businesses reported here,
land buying was of least importance in 1970-71, with the greatest activity
occurring in 1969-70, 1973-74 and 1975-76. Sales of land were almost
negligible, reflecting the sampling procedure adopted as discussed in Section 1.

Sheep purchases, as expected, follow closely the fluctuating fortunes of the
wool industry. Only $558 per farm was spent on sheep buying in 1970-71.
This increased in line with the wool boom to $2,013 in 1973-74. Subsequently,
with the position of livestock industries relative to farming deteriorating, sheep
purchases were down to $1,256 in 1975-76. <Cattle purchases also closely
paralleled the profitability of that enterprise, reaching a peak of $3,813 in
1973-74, and then falling away to $700 in 1975-76. Total livestock purchases
clearly follow the trends discussed above, rising and falling as the buoyancy of
the livestock industries fluctuated.

7 Total Farm Business Expenditure

Total business expenditure, shown in Table 7 and Figure 1, includes all
spending on current costs, machinery, construction and livestock purchases.

22. Construction of sheds and yards using on-farm labour and materials makes this item a
difficult one to measure. The figures in Table 7 are calculated on the basis of information
collected from accountant’s records only.

23. Land purchases are not reported in any tables or figures because of the small number of
businesses involved so that average calculations could be misleading and not representative
of farmer expenditure behaviour,
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Life assurance premiums, other non-farm investments, taxation payments, loan
repayments and depreciation are not included. Total business expenditure
increased to $21,455 in 1969-70, declined to $16,293 in 1971-72, and rose to a
peak of §29,870 in 1975-76. On a proportional basis, as shown in Table 7,
total expenditure was 81 per cent of gross income in 1969-70, 78 per cent in
1970-71, and was otherwise of the order of 69 to 73 per cent of gross earnings.
The relative stability of total business expenditure as a proportion of gross
income is the outstanding feature, and shows that farmers quickly adjust their
expenditure as incomes fluctuate.

8 Taxation, Cash Assets and Cash Liabilities

Table 8 is based on 30 survey farms only. Not all accountants had
carefully prepared balance sheets available, and thus cash assets in particular
were often diflicult to trace. For those farms for which this could be done,
bank and savings deposits of various kinds are shown in Table 8 and illustrated
in Figure 3. These closely parallel farm prosperity, with a low of $1,542 in
196970, and a high of $9,105 in 1974-75. The lower figure of $7,173 in
1975-76 is unexpected and difficult to explain, although the lag in second and
subsequent payments for wheat delivered to the Grain Flevators Board may be
an important factor. Other cash assets consist primarily of private loans and
sundry debtors. Surprisingly, these are at the highest level of $1,129 per farm
in 1970-71, but then fall away to $666 in 1971-72. A general upward trend then
occurs to 1975-76.

Taxation payments?! generally fall due in the financial year immediately
following the year on which they are assessed. These payments reached a peak
of $2,207 per farm in 1974-75, shortly after the wool and beef booms. They
were at their lowest in 1971-72, when average tax paid per farm business was
$312.

Farm liabilities are shown in Table 9 and illustrated in Figure 4. These
liability details are based on 57 farms. The item ‘“Bank Liabilities” includes
bank overdrafts, term loans, and some Rural Reconstruction and Rural
Assistance Board Loans.? Bank liabilities are obviously the most important,
and generally move in the opposite direction to farm prosperity, being $19,873
in 1970-71, and falling to $14,226 in 1974-75. Net farm borrowings, also
shown in Table 9, show a very similar trend. Net loan repayments exhibit
somewhat different behaviour, and reach a maximum of $3,979 per farm in
1972-73. This may reflect the debts built up in the previous two years, and the
desire to reduce these as soon as some surplus income became available. Total
liabilities continue to be reduced after 1970-71 but for a small rise in 1973-74,
with annual loan repayments being generally greater than $2,000 per farm.

9 Consumption

Farm household consumption proved very difficult to measure. In an
effort to gauge how consumption expenditure has varied with income

24. Taxation figures are calculated on a business basis, partner’s payments being added
together in the case of family partnerships.

25. This strategy was again forced by accounting procedure, which often did not clearly
delineate overdrafts from other kinds of borrowing.
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Residual
Income

/ Cash Assets

Tax Paid

[l 1 1 | L | A 1 —_

68—69 69-70 70—71 71-72 72-73 73-74 74-75 75-76 Fiscal Year

Figure 3*: Cash Assetst, Tax Paid and Residual Incomes?

* Figure 3 is based on 30 farm businesses. Complete information on cash assets was not
available for the remaining survey farms.

+ Includes all savings and interest bearing deposits, sundry debtors, and any other cash
assets.

t Residual incomes are explained in the text, and used here as a proxy for farm household
consumption.

45



REVIEW OF MARKETING AND AGRICULTURAL ECONOMICS

oY} 10J 9[QE[IEAE JOU SEM DI)ISI] SW)I 3} UO uopewLioju; 319[dwon)

SULIE] ASAINS 3Y] JO JOPUIBIUAI

"A[UO SWLIEJ O WOIJ UONBWIOJUL JO SISEQ 84} UO PIJB[NI[BD SI § J[QRL

T e SWIODUJ [enpIsay
T SIUAWISIAUT WLIRI-UON] JYIQ
SWNIWALJ 20UBINSSY O]

i Tt spunjey xe].
sjuauAed xeJ,

$198SY sk oY

e sysoda( sSujaeg

901°01 6799 £66°S SL8'E 092y 91T $9Z°9 8L1°E
#2 0¢e 1£2 1€2 L1Z 867 T8¢ 8T

o $6¢ $8¢ £29 £T¢ 62S 6Ep 68P
£61 98 76 19 4%} 811 3 $9
he'l L0TC 101°T ISS rd {3 €LY 206 L8P
86 9LL 879 69 999 6TL'1 L80'1 8601
€LI'L SO1°6 66S°L 79ty LT6%T £TH°T TPSI 6LY'T

$ $ S $ 3 $ $ $
9L~SL6T SL¥L6T YL-€L6T €L-TL6T TL-TL6T IL-0L61 0.-6961 69-8961

KPULODUT [DAPISOY PUD JUSUISIAU] WLID.J-UON ‘UOUDXD] ‘SIaSSY YSBD) 1§ 21qD]

46



DAVIS, MULLEN, BRYANT: FARMER INCOME AND EXPENDITURE PATTERNS

25 L
20 L Total Liabilities
15
10 L
5L
Net Loan
Repayments
(' 1 I A 1 i A 1 ] N |
68-69 69-70 70-71 71-72 72-73 73-74 74-75 75-76 §iscal

Figure 4%: Total Liabilities and Net Loan Repayments

* Figure 4 is based on 57 farm businesses for which information on liabilities was available.
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fluctuations, a “residual income” figure, shown in Table 8, was calculated.
These figures are the average per farm calculations for the 30 farms for which
all information on cash assets and liabilities was available. After all expenses
were paid, savings deposits increased or reduced, and net loan repayments or
borrowings made, it was possible to calculate a residual figure. This residual
figure should therefore reflect trends in household consumption spending.
As shown in Figure 3, it closely parallels the prosperity of wheat-sheep zone
farming, falling to a low of $3,875 in 1972-73, and then climbing continuously
to a peak of $10,106 in 1975-76. In comparison, the consumer price index
almost doubled over the eight-year period 1968-69 to 1975-76.% The 30 farms
analyzed here have thus maintained their consumption at a level slightly ahead
of the consumer price index. However, this conclusion could reflect some bias
in the survey sampling procedure. Further bias could be induced by the way
in which the 30 farms analyzed here were selected. In general, the farms for
which all information on cash assets and liabilities was available tended to be
those with larger areas and higher incomes. The inclusion of a number of
smaller and/or lower income farms would doubtless cause the residual figure
discussed above to be rather less optimistic. A more detailed analysis of the
consumption data will be undertaken in the near future.

10 Conclusions

Gross farm incomes in the region have generally increased over the eight
years to 1975-76. The composition of incomes has remained relatively stable
apart from the apparent swing to cropping in the latter years. Current cOsts
have remained relatively stable as a proportion of gross incomes. The greatest
increases in expenditure have occurred for those items subject to the most
rapid price increases, indicating that the demand for many inputs is relatively
inelastic. Capital expenditure generally varies positively with income, and
this, combined with other business expenditure, causes total expenditure to be
reasonably stable as a proportion of gross income. From the information
available on assets and liabilities, it is indicated that the equity positions of
farmers have generally improved. Apparent consumption levels have tended
to follow income patterns.

The immediate further work includes the analysis of farm incomes, the

behaviour of expenditure, both current and capital, and a review of the evidence
on farmer consumption.
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