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INCOME IRVELS OF AUSTRALIAN FARMERS. IT.

(WeH. Pawley).
A previous article (which appeared last month)

doalt with the size of the annual gross income fund
resulting from the labours of all who work on the

land or aid in the marketing of rural products. This
article will deal with the extent to whioh the 0ss
income fund 1s drawn upon to meet costs and the
consequent size of the net income fund available for
disteibution among producers. In partioulanr, attention
will be paid to the differ ratio of net to gross
income from r to year and from Industry to industry
and the sigmificance of Thig for Instability of incomes.

e m—— T

It has been shown (Diagram 1 of April issue) that, sines
the depression, the gross value of production of all rural
‘ndustries has averaged ncarly £250 million per annum. -However,
only part of the gross proceeds obtained from ths sale of
Australia‘'s wheat, wool, butter and other rural produce is
avallaeble to producers as ineome. The remainder goes to mset costs-
railway freights to carrv the goods to market, agents' commissions,
sesd for crops and fodder for livestock, kerogene and petrol,
duplicats parts, fencing-wire, bags, fortilisers, inssct sprays,
etc. As pointed out in the provious article, such items asg wage s
and interest do not reprosent a cost from the point of wview of
the economy as a whole.,

The Net Income Fund.

How big a share of gross incomo ig "eaten up" by costs?
Diagram 5, horoin, which refors to the yoar 1940/41, shows not
only the balance remaining as net rural incomo after costs have
beon deducted, but also the importance of the di“forent itoms of
coste In that year it cost £24 million to markot £226 million
worth of goods. In additlon, £22m, worth of seod and feed wero
consumod in the procoss of production, and £12 m. of other raw
materials. Mnally, deprecistion of bulldings and plant amountod
to approximatoly £5 m., leaving a not incomo of £163m, This is
tho sum which had to be dividod among form oporators, sharefarmors,
omployees and mortgagios. In that year, net incomc was 72% of
gross Income. This is in markod contrast to sacondary industrios
whoro, owing to tho groator valuo of raw matorials consumod at a
later stage o the production procoss, only about £40 out of evory
£100 of product roprosonts value addod in tho procoss of productions

In Diagram 6, n more comploto study 1s made of tho
rolatlonship of not to gross incomo. Tho valuss are comparod over
tho fiftoon-yoar poriod from 1928/29 to 1942/43. Tt will bo soon

that tho not income fund has rnngod from ns low as £103 million in
tho doprossion to ag high as £226 milllon in 1042/45. This
roprosonts a tromnngoua rango of fluetuation 1In the sum evatllablo
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for distribution among rural producors. At the commcncoment of ths
depression not rural incomo foll in two scasons from £172 million
to £103 million. Tho doprossion years from 1930/31 to 1934/35
stand out clearly.

The second important aspect of Diagram 6 is that the
ratlo of net to gross income 1§ a_variable ones In the face of
big changes In gross income, the absolute share claimed by costs
tonds to remain vory steady over a mattor of two or threc yoars
at loast. Costs aro "sticky". In consequence, yoar-to-yoar
fluctuations in tho gross valuo of productlion are almost wholly
tronsmittod to tho not valuo of production and honeo tho percentage
varinbility in net farm lncome 1s even groater than one would
expoct from the woll=known instability of farm prices and the ups
and downs in scasonal conditions. While the highest filgure for
grogs income 1s 78% above tho lowest, the equivnlont figure 1is
120% in tho cnsc of net incomo.

Bocnuso tho "stickiness" of costs is such an importont
factor in Incroasing tho ingtabllity of not inecomos, the ratlo of
cogts to gross Iincomo has boon shown throughout tho fiftoon-yoar
poriode Two points cmorgoi-

(1) Tho proportion of costs 1s always highor, and tho
proportion of not incomo always lower, in bad yoars
than good. During tho deprossion yoars costs
roprosontod from 33% to 40% of a shrunkon gross
incomc fund, comparod with 24% to 29% in non-
doprossion years. In 1935/39 an incipiont doprossion
was chockod by war.

(11) Costs tend to ndjust themselves to the price level
of rural products in the long run. For instance,
costs remained high until 1931/32, when they fell
sharply and partianlly restored the balance of net
to gross Income. When farm prices rose again, costs
remalned low for a whilo and hence tho ratlo of not
to gross was highor in 1935/36 and 1936/37 than
beforo the depression.

DLEEBfOfcos in tho Ratlo of Not to Cross Incomg in Difforont
ugt GSe

Toking rural industrics as a wholo, thoro 1s o long-term
tondoncy for the valuo added in tho procoss of production to
roprosont noarly £3 out of ovory £4 of product. This ratio,
howovor, 1s vorg difforont in difforent groups of industrios as
may bo soon in Diagram 7. Taking 1940/41 as an oxamplo agnin, wo
find that for ovory £100 of produco, cogts roprosonted £47 in
agriculturc, loaving £53 ns not incomo, For denirying, out of ovory
£100 worth of produco, £77 roprocsontod not incomc and in tho
pnstoral group £85 out of ovory £100. In tho poultry industry,
costs amountod to £51 of ovory £100 of product, looving not incomo

slightly undor half gross rocoipts.
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Thoso striking contrasts raisc two quostlons: Why do thesg
difforgncos oxist? And do thoy hold any spoclal cconomic signif-
lcanco

Tt 1s intorosting to noto that it costs moro to markot
agricultural than pastoral products. The formor aro mostly olthor
very heavy 1ln relation to value (e.g., wheat) op expensive to
market because they are perishable (e.g., fruit or vegetables).
Thus In 1940/41 1t took £15 to market £100 worth of crops, whereas
for pastoral products the marketing cost was £9 and for dairying £6,

Seed and feed provided another contrast. Seed costs are
Important for agriculture and feed costs for dairying, and
particularly poultry. In pastoral industries nearly all feed 1is
provided by grazing. Seed and feod betwesn them took £13 nut of
every £100 for agriculture, £14 for dairying, and £38 for poultry.
For pastoral industries they took only £3! The figure for poultry
is partlcularly interesting as it brings out clearly the relation-
shlp between price of feed and the price of eggs as being the
dominant factor in the economics of the poultry industry.

Agaln, agricultural industries often have heavy fuel and
fertiliser costs. Bills for fuel and other purchased raw materials
consume about £12 in every £100 in the agricultural group, compared
with £2 in pastoral and dairying pursuits. Finally, much more
machinery 1s used in the fleld-cropping section of agriculture, and
this means henvier depreciation charges which, in the year in
que stion, were £6 a £100 for crops, compared with 10/; for eanch
£100 of produce for dairying and grazing.

The sconomic importance of theso difforing ratios of net
to gross income is that, taken in conjunction with the "sticklness"
of costs previously referred to, they mean a tendency towards

groator instabllity of not income in some industries than In others:
Comparing tho agricultural and pastornl groups, for instance, the
lower ratlio of not to gross income menns a tondoney towards highor
percontage fluctuantions in net income in farming, in the narrowor
songe of tho term, than In grazing. For instance, If from one yoar
to the next there was a fall of 25% in the gross value of produc-
tion in both agricultural and pastoral industries and if, as 1t
would not be Improbable, the absolute level of marketing and
productlon costs remained unchanged in both groups, the percentagoe
decronaso In not pastoral incoms would bo only 30% ns comparod with
48% in the agrlcultural group.

The faet that for given fluctuations in gross incomo,
thero is groantor Instabllity of net Income in agriculture than in
grazing 1s of considorable importanco in tho oconomics of
agriculturce It 1s ono of tho ronsons why tho whoat industry 1s
more Inclined than tho wool Industry to requiro poriodical :
govornmont assistanco. Thorc aro, of courso, othor ronsonss
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As will bo shown in tho concluding articlo of this sorios,
avoroge incomo por producor is much highor in pastoral than
agricultural industrics. Thu propondoranco of largor scalc
production nlso contributos towards tho abllity of tho pnstoral
tndustrlcs to weathor storms.

Rurgl Tncomec as n Proportion of National Incomo.

Anothor mattor of intorcst 1s tho proportion of tho
Australion national ineomo contributod by, ond going to, rural
workors. Tho corroct filgurc for comparing with natlonal incomd
1s, of courso, pnet rural income. Diagram 8 shows the movements
in national income and net rural income since 1928-29. (Previous
to this, statlstics for rural income do not permlt of a
comparison).

Tt 1s evident that there 1s o persistent tendency for
pural income to run at about one-fifth of the national income.
There is no definite indicntion that this proportion was
incrensing or decreansing over the perlod in question, although
the snnunl flgures fluctuated considerably, from 23.2% in 1936/3"7
to 16.8% in 1940/41. The proportion of the natilonal income %oing
to formors ond rural employees was lower during the depression
nnd has boon lower during the war than in tho intorvonilng yoarse
By woy of comparison, tho consus of 1933 showod that 23.7% of
brondwinnors workod in primory* industries. Tho proportion is
cortainly lowor nowe.

w Tnoludos mining, fishory, forostry cnd trapping ns woll ns
rural industrios in tho sonso in which tho torm 1s uscd in
this articlo.



