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“AND ECONOMIC ACCOUNTING
:Thbmas A. Carlin and Charies R.‘Hahdy |
_The American Agricultural Economics Aséoéiatidh'dévoted a'fu11‘seminar

session at the 1972 meetings to discussino "our obsolete data systems." At

that time, the AAEA Economic Stat1st1cs Comm1ttee po1nted out quite v1v1d1y.’“A'A

that the ".. conceptua] foundat1on of the (data) system is crumb]1ng——and

has been for some time." [1, p. 867] The Economic Research Service, USDA,

_has also been exp]oring-brdb]ems'associated'with economic accounting in the
- food and fiber sector [2, 3]. Thus, economists both 1ﬁ'and out of government
.have been éoncerned about economic accounfiﬁg'for‘agricu]tﬁre and the future
v_  diréction it should take. The purpose of tﬁié_paper~is to suggest new con-

- ceptual views of the food and fiber sector and its implications for account-

ing systems. | | '
Certain caveats are in order. The subjecf will be presented only in
fough outline form. Volumes have been written on accounting in economics.
as the subject is both "broad" as well as "deep.ﬁ We shall start with the
premisé that we are suggesting an ideal system; for it is recognized that at
times ideals must be sacrificed in the reaiiworld Many problems exist in

implementing the suggestions be]ow one of which is the 1ack of data on some

elements. The discussion will be Timited to aggregate economic accounts for

* Thomas A. Carlin and Charles R. Handy are agricultural economists with

‘the Economic Development Divisioni{Economic Research Service, stationed in

o

Washington, D.C.
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i thehfdddsand;fiber.sectbh'Withdn7the nattdnalheeOnomy | Many of the S1de 1s- f;fT
'Y,SUes that can be ra1sed wh1]e d1scuss1ng the top1c of econom1c account1ng |
,le111 not be exp]ored | S | ] | v=‘“h _i AR
| What is meant by the food and f1ber sector7 Bas1ca1]y; we' are referr1n§;.“’.i
S to the product1on pvocess1ng and d1str1butlon of domestlcally produced food'v'd

'andvf1ber products 1/ Also 1nc]uded are those 1ndustr1es wh1ch prov1de

©direct inputs for domestic food production. For examp]e, fert111zer and fahm_"

"_mach1nery manufactur1ng m1ght be def1ned in the sector wh11e pr1mary stee]
iaproduct1on wou]d not. | B ‘} i

‘ }The word agr1cu1ture also presents a prob]em, Aghieujturelmeans-many”
things to manyfpeople; but most fnequent1y it is.aysyndnym for fahming; sThe
v wordJaQribusineSs is typica1iy used to denote.nonfarn activities'Within the
food andvfiber sector. In this. paper agr1cu1ture will 'be used as- a synonym
| for the food and fiber sector Thus farming is a subpart of agrlculture |
The paper has two basic sect1ons In the first, ‘the present concepts”
of agr1cu1ture as pontrayed in the farm 1ncome, balance sheet and marketlng
bill Series are sketched and discussed' In the second, a]ternat1ve concepts

of agr1cu]ture are presented and 1mp11cat1ons for economic accounts explored.

Present Cdncepts and Accounts .

»The:farnfng shbsector fs current]y viewed as a single national family
farm tor aceounting purposes. AThe natdonal family farm eneompasses both house-
hon and ‘business activities. This concept provides the basic format foh the
farm'income series and the‘balance sheet tor the farming sector--all of which
were developed in the early 1940's [9, 11]. Processing and distributien

‘activities associated with domestically produced food are monitored with the

marketing bill published in-the Marketing and Transportation Situation [10].



The market1ng b11], again deve]oped in the ear]y }940 S, 1s a serles des19ned“;'.f
l;jto explain the d1fference between consumer expendwtures for domest1ca1]y pro- '

_duced food and 1ts farm va]ue These three series cover the current aggre-

:.“gate economtc act1v1ty of what we ca]] the food and f1ber sector A]though ;ﬁ i}ﬂ;’

‘V"_ﬂ“these series have been and are be1ng 1mproved upon, they stlll ma1nta1n the 1»v -

'fmba51c gener1c propert1es g1ven them at concept1on

‘ Farm Income Series

The income series pub]1shed in the Farm Income S1tuat1on (realized net'i,,_:”f
farm 1ncome, income of farm operator fam1]1es and the d1sposab1e persona] in-
come of the farm popu]at1on) were a]] bas1ca17y des1gned to measure the 1n-

come of farm people. 2/ However, rea11zed net farm 1ncome is a]so used as

" a pr1mary barometer of bus1ness act1v1ty in farm1ng

The format- of the income ser1es is. much 11ke that used by farmers for
Federa] income tax purposes (tab]e 1),; Gross income" comes from the sale of
farm commod1t1es, government payments, rea11zed nonmoney 1ncome (food and
fuel consumed in farm households and gross rental value of‘farm dwellings),
and other minor sources. Current production ekpenses inc]Udingnfixed costs
and net rent paid nonfarm landlords are deducted giving reajized net farm
tncome. Realized net farm income is the figure which is‘popularized in po-
Titical circles purported]yvbeing‘a barometerfofvboth businesszuitality and -
the "well- be1ng of farmers. o | o |

Once -the aggregate realized net farm income is determ1ned a per farm
,figure is obtained by dividing by the number of farms. Part of the concept ‘
bof a family farm dictates that each farm be operated by a single family. ‘Thus,.
realized net farm ihcome per farm is transformed into,net farm income per farm
operator family via this identjtyt‘ This whole procedure, apparent]y based on
conventfona]ﬂwisdom, injects family characteristics into a nonhuman entity--

the farm..



“Ti~.Rea11zed gross farm income:

R .

'fotfiraﬁTéfd;:Comnenents‘af"the¥UQSt'farm ianme7aecountsg']97éd7;a-;ff.}:*” A

| Item - P Billion dollars

a) Cash receipts from market1ngs:v'
“Livestock and products A o
- Crops . ’
b) Government payments
- ¢) Realized nonmoney income:
_,Food and fuel
, _ “Rent on dwelling
- d) Other income a/

Tota] -d:;f?f.idf._f}Q:mif'7f.efe}:ﬁwﬁ Co o ese

Product1on expenses . e S g G
a) Current operating expenses: - ot 36,7
- Other farms (feed, seed, 11vésto¢k) E 16,3 B
- Nonfarm origins b/ ‘ : 20.4
b) Deprec1at1on, interest on real estate debt N - e
property tax T 1302
c) Net rent to nonfarm 1and]ords (NFLL) o : 25

»Rea]1zed net farmvincbme ‘ _, ‘J, ; : T | . v‘!,' : T?.S:

'Soureet.’U;Sg bept.lof Agr.;vFanm income Situation, Economie Researeh Ser-
 vice 'F13'224"Ju1y 1974, R

af Th1s 1tem was added to the ‘accounts as a result of revisions made in
1973 Other income 1nc1udes customwork and machine h1re and income from
Sarecreat1ona1 serv1ces ‘ | | | o
b/ New expense items were added for the flrst tlme based on 1973 revisions.
- They 1nc1ude expenses fon customwork and machtne.h1re;_out]ays for record
keeping,and tax retunn'preparation; ]ega1 fees, advertising; duee to farm.
’ enganiZations;-etc Other expenditure items ‘were mod1f1ed to account for

new benchmark data recently ava1]ab]e



- In fact the "one farm--one~operator"fassumpt1on 1s aTso carr1ed a]ongg
T A

h1n our data gatherlng act1v1t1es. For example two or more fam111es may be ',fj’f"

"1nvo1ved in, operat1ng a farm1ng partnersh1p The Bureau of thei‘

TAgr1cu1tura] Census t1me w1]] co]lert a]] the b1olog1cal and bus1nessv1nforfﬁ

: .Fmat1on concern1ng the farm1ng operat1on But they must a]so col1ect add1;‘utﬁt.

t1ona1 economic and demograph1c 1nformat1on on a farm operator fam11y Such

odata will typ1ca]1y be obtained from the sen1or partner on]y Back 1n f'°"“’{1"’":;“

'1Wash1ngton as the data 1s edltedifnd processed the partnersh1p W111 slow]y

'?-take on all the character1st1cs of a so1e propr1etorsh1p Such enough the]tf{fﬁ‘7";'
flna]‘reportvshows the number ofufarm operators:exactly~equa11ng,the=number5fx:

v ,Other deep?rooted.beTiefs'ahe=tnCOrporated 1nto thehsuSten ot’hationaT‘
accounts‘for agricu1ture This. concept of the farm1ng sector makes 1t d1f;'

f1cu]t to 1ncorporate the notxon that nonfarm act1v1t1es can be carr1ed out

~on farms. In add1t10n a]though the data~used to compw]e net farm mncome .
includes the agr1cu]tura] output of nonfarm estab11shments there is. no
specific recognition of th1s in the system of accounts hvv

The use: of the "farm gate" 1svpart1cu1ar1y 1mportant tn-the'accounting.
system for the national family farm. Only those transact1ons wh1ch cross
the farm gate" are recorded;}'For those 1ntegrated:sectors, such as broilers,
where the concept of azfarm‘gate is'vague, to say the 1east; we}"qufetiy"
manufacture one to make sure the whole-system is consistent. fhus; increases
in real cash receipts, excluding prﬁCe‘effects, could come from-either‘iné
) creased tota1 output from resources comm1tted to farming or 1ncreased spec1a1—
ization among farms w1th more commod1t1es crossing the farm gate

The use of a cash account1ng techn1que where expenses are recorded when |

they occur, has a]so Ted us into another prob]em in account1ng for product1on



”'A*expenses 1n the farm1ng sector ’ In many cases, expend1tures for current out—

'”fput and for cap1ta1 format1on are not approprxate]y 1dent1f1ed =Most 1nvest-v}

-af’dfments in ]1vestock breedlng herds orchard and V1neyard deve]opment land

'”f;f1mprovements, etc , are not cap1ta112ed 1n the accounts Thus, for example,,e

f’ff%”lf ]1vestock expenses 1ncrease there 1s ]1tt1e 1nd1cat1on of whether bas1c’

s breed1ng herds are be1ng expanded or that more feed1ng 11vestock is cross1ng

. “State 11nes In fact the use of the State 11ne as the po1nt of measure may:'jt

' :'vu_be caus1ng an. understatement of 11vestock transfer act1v1t1es Intrastate o

| ;f”sales of 11vestock between farms cancel out under the current system and are"h‘
hld not recorded | | ' R : H->‘ .‘

| There are a]so prob]ems w1th us1ng the farm income series to ref]ect the
?Sdncome of farm people For examp]e part ~time farm1ng has h1stor1ca11y ‘been

VIewed as a way of e1ther enterlng or ]eaV1ng fu11 time farm1ng | This. v1ew-'

- Ieads to the prop051t1on that farm peop]e take nonfarm JObS out of pure neces-

sity and then on]y when all 1abor requ1rements for the farm1ng operat1on are

f mvt Even though off -farm income per- farm operator fam11y has exceeded rea1~

1zed net farm income 1n four out of the last’ e1ght years off farm 1ncome is -

.*_st111 treated rather 1nc1denta1]y in the account1ng system

Because the farm popu]at1on 1s becom1ng more heterogeneous, the. concept

| 'ﬂ!1tse1f 1s becom1ng less mean1ngfu] For most farm residents, farming is not

;'the1r pr1nc1pa1 occupat1on As 1ate'as 1970, On]y 40 perCent of.those-fami1ies
'11v1ng on farms reported farmlng as their major occupation [7] Of those who :
-were farmers and fdrm managers by occupat1on over 20 percent 11ved off the '

ﬁ farm~ There appears to be cons1derab1e'd1fference between the income gains

of farmer and farm manager families (an occupat1on concept) and farm fam1]1es |

ﬁ_“(re51dence concept) since 1960. The‘farm restdence concept no 1onger gives a



:“n{i:clear p1cture of the 1ncome pos1t1on of people dependlng on- farm1ng for a
'..f5411v1n9 | | | ‘ | . |

Farm 1ncome est1mates are a]so used in the off1c1a] Nat1ona1 Income and :

uﬁfProduct Accounts ma1nta1ned by the Department of Commerce (USDC) However,,‘agg“ﬁjﬁf'

- fethe 1nformat10n is rearranged in a value added framework in order to make the: o

?}_f5data con51stent>w1th GNP<concepts (fmgure 1) Th1s prOV1des a good examp]e

'*Ikﬂof usxng data for purposes for which it was not des1gned | Thus, nat10na1 1n—'-'3 N

B v‘Qcome or1g1nat1ng 1n farm1ng d1ffers from farm 1ncome est1mates made 1n USDA

.73zBa1ance Sheet o; the U S. Farm1nq Sector

The Balance Sheet of the Farm1ng Sector is a un1que pub]1cat1on, no other

:l‘sector in the U S. economj has asset and c1a1m 1nformat1on comp1]ed 1n a s1m—
f‘llar fashion [1]] (taole 2) 3/ There is cons1derab]e d1fference between the
Vnat1ona] fam11y farm of the farm 1ncome series and that of the ba]ance sheet

"-:serles ~Farm re]ated assets and debts of nonfarm 1and10rds are 1nc]uded 1n
che ba]ance sheet series.  Nonfarm 1and1ord items are. exc1uded from net farm
fxlncome Househo]d assets are also 1nc1uded 1n'the»ba1ance sheet wMany non-

farm assets of farm operators, such as nonfarm bus1nesses, corporate secur1—
'.tles, cash va]ue of llfe insurance, and money in saving and loan assoc1at1ons
are not 1nc1uded in the balance sheet. The*baTancersheet is-for -the-48 con-
| tiguous States, farm»{ncome covers. 50 4/ Thus, the balance sheet reflects
no read11y 1dent1f1ab]e 1ndustry or group of people.

Marketlng 8111

kel

Like the farm income%series, the marketing’bil1 was designed,for a spe-
cifie purpose; to exp]ainethe»difference:between the costs of U.S. produced
food to consumers and the returns to farmers [10] (table 3). 5/ Currently

~only domestically produced feods are inc1uded:f meat and dairy products,



,:} 4+ Government payments (GP) -
~ + Farm perquisites (food fuel

°°*QF1gure 1--Reconc111atlon of Farm Income S1tuat1on ‘Accounts and’ BEA Gross Farm Pro-o B
. : duct and Nat1ona] Income Account 1/ . .

' Farm Income S1tuat10n e
Cash rece1pts and CCS 1oans f-

hous61’

‘Realized. gross farm income
Net change in inventories
~Total gross farm income
. Current operating expenses

Feed purchased
_© . Livestock purchased -

o Seedvarchasedv; ’ S
* Fertilizer and lime

<'a‘n-i-u

| {*TQto]:repoifsod
~V'Total'miscelTaneous‘expenSes
H1red 1abor-cash

(perqu151tes are below)

m.fedNet rents:(nonfarm 1and]ords,-ex, GP)
- Government payments (nonfarm landlords)

f;\PerquiSites paid hired labor

+ Farm perquisites'(food;'fue1,

'Grosstarm PnOduct Account

'Cash receipts and CCS loans

'house)vw_

+ Net change in inventories
= Total value of farm output
Intermediate product
. Feed purchased
~ Livestock purchased
- Seed purchased
Fertilizer and lime
Net repairs
‘Total repairs
- Registration fees ;
Net miscellaneous expenses:
Total miscellaneous expenses
- Interest on nonreal estate debt
- Grazing fees :
Hired foreign labor (USCD)

- Gross. rents (nonfarm 1andlords) S
Net rents (nonfarm landlords, ex. GP)-' ?

- Depreciation (nonfarm landlords)
Taxes paid (nonfarm landlords)
- Form mortgage 1nterest (nonfarm~
“Tandlords) :

+ Other jtems (USDC) : ,
Perquisites paid hired ]abor :
" Federal fines ’
Less social security -
Less interest received by farmers
Adjustment factor

= Gross Farm Product




';iiifASSETS

ook F1nanc1a1 assets:

Table 2-—Ba1ance sheet of the U.S. farmlng sector, January 1 1973:s5 ﬁ,%[f?”e,?i l

(48 States)

Item % Anount

"zigf:3f11iohsdeTiarsj_if

Phys1ca1 assets P P DI S S I
Real estate -~ . 0 'a':f;“. 258 7
~ Non-real estate: ~ e
Livestock and poultry . *rlf,vl;”:j’ﬁg‘gs=34 2
. Machinery and motor vehicles S ","f:j;,,“‘;a39.0-,
. Crops stored on-and off-farms oy sy
Household equ1pment and furn1sh1ngs s e

Deposits and currency ‘«.- : N 4.
U.S. savings bonds : _ . - ) -3,
,a,InVestments’in’QOQperatives, ‘ s w8

© CLANS: e L
L1ab111t1es N R a S .
Real estate debt - S w3405

| Non-real estate: debt B R R
~ Total 11ab111t1es - 4:3- EE R s 'f;'Z3.6‘;
 Total T R << N

Source EVahs' Carson D., et. a] » The Balance Sheet bf the Farming Sec-

tor 1973 AIB 365 “Economic Research Service, USDA October 1973



o f'Labor

B ~Rail and truck transportat1on

- Advertising ' ’
. Repairs, bad debts, contr1butlons
- Interest

o

 Table 3--Components of the marketing bilt, 19722/

i pillion dollars .

w
(=)}

=3

RPN NN U1 00 MO U1

- Packag1hg mater1als

Corporate profits _
~Indirect business taxes . S e
- Depreciation - T AR
Rent v T

. -

IR

v ""_Other‘ - ) ) - S | - ._‘_:" ) «

o0
D 00 PO N P W SOy
. . L] [ 2 ..

@9 o0 a0 o

Tota1

.

SOurcéQ Crawfordf'Tekry and Fenton Sands; “Thefoli"fdr'Marketing~Farm; “

.}'Food Products," Market1ng and Transportat1on S1tuat10n “Economic Research _fv

"fj_i.Semce USDA, MTS-190, August 1973.

a/ The market1ng bill has recently been d1saggregated from 7 to 15 pro—
’biduct groups S1m1]ar1y, 1nformat1on is ava11ab]e for 4 marketlng agency

groups and both at home and away ~from-home consumpt1on See the August

‘.1974 issue of the Market1ng and_ Transportat1on S1tuat1on

o



| ",?;d:Pou1try and eggs,_fru1ts and vegetab]es, bakery products and other m1sce1-'<i

‘1aneous foods - Also 1nc]uded are foods purchased in away- from home eat1ng }"'

festab1lshments and bought d1rect1y from farmers, processors and whoTesaTers

'53_-Thus a substant1a1 part of cash rece1pts to farmers is not covered in tnej”“f”

o ser1§$\(f1QUre 2). Likewise ne1ther.1s all food consumed in households re- i:dfii'fi~

| Tf,pdn€%a;:

The Bureau of Economic Analysis (USDC) estimates the persona] consump- =

5,..t10n expend1tures for food From th1s figure, ERS subtracts 1mporteo foods,

i‘seafoods other food not produced on farms, a]coho11c beverages, fooa consumed.’;
’fon farms. where produced and food furn1shed nembers of armed serv1ces 'ERS“ |
- then adds ‘in the va]ue of food served at 1nst1tut1ons and food dEdUCLEd as
.bu51ness expense (e.g. meals served by a1r11nes) | | |
B F0r~examp1e, the farm value of foodv1nc1udedv1n the markeéing,bili’in o
1972.was'$38.7 bi]]ion compared tohﬁota]'farm cashfreceipts;o};$6}g0;5171ion;
,Processing and.distribution costs added an additiona1 $78 4 bﬁ]lion‘resuftfng :
in ERS's estimate of $117.1 b1111on consumer expend1ture for domestlc farm
produced foods. Of th1s tota] $103 0 b1]110n is covered 1n the porsona]
consumption expend1tures for food estxmated by‘BEA. A
The basic farmer orientation’throughout the.history of&the"USDA 1slte*
f1ected in tne marketin@ bill. 'Every,component of the marketing’bilixis
portrayed as a cost which is passed along to the}consumer;‘ This}mighc leave
the imp]fcation that the processing‘and distribution sector is "nonprocuctive.”
This also makes it relatively easy to direct consumer'concerns'toward agri-
.business | - | -
A recent study showed that in ]972, income originating in marvec1ng farm

food products totaled $42 b11110n, as viewed from a va]ue added concept of the



" Figure 2.

LENKAGES BETWEEN CASH FARM REEEEPTS FROM MEARKETENGS

MARKETEMG BILL, AND PERSGNAL EXPEN ITURES F@R FOOD 1972

cash Farm Rece:pts (ERS)
$61.0 bll % -

Mametmg Bl!l (ERS) v

. Food

Nes 7 bil. =

Nonfood -
and other
$22.0 bii. -

’ $22 ) b:l J
. Imported food
s,e_afoo.d etc.’

f v ERS estlmate of consumer expendlture for domestlc farm food products bought by cnvnhans j_

2/ Food served by businesses and transportation expense Tl'us is mcluded in ERS consumer
expendlture for domestic farm foods but excluded from BEA personal expend:ture for food

3/ Food served in lnstltutnons (e g hospltals schools). Thls is included in ERS consumer

expenditures for domestic farm foods but excluded from BEA personal expendlture for food.

) “Published numbers. The remaining are ‘estimates provided by Terry Crawford énd Charles Handy, ERS.

' Busmess Expensey

Persnnal Expendstums for food (SEA}

R

$5.9 bil

Tnial mdaket value o all
i U"S consumed foad,
: $140 6 bul

$123 4 bll *

’ —/ Value of lmported foods seafoods, other foods not produoed on: farms alcohollc beverages,‘ T
food consumed on farms where produced, ‘and’ food furnlshed members of armed services.
Partlally ‘included in BEA ‘personal expenduture for food but. excluded from ERS consumer
expendlture for domestic farm food .

5 Value of umported food, etc., served by lnstltutlons busmesses and as transportatuon expense
whtch are excltided both from BEA and ERS series.’ .



o - ]3 -j.v‘.‘:'..

industry [4]' “Labor incorme, wh1ch 1nc1udes wages and sa]ar1es, fr1nge bene—~ S

z:f1ts and 1mputed earntngs of propr1etors and unpa1d fam1]y workers conth—‘u

‘tuted 80 percent of this total. Labor in food process1ng act1v1t1es must

"‘add some utility to farm or1g1nated food products Yet the 1ncome of uarm rs*"*“

s portrayed in a favorab]e light wh11e the 1ncome of workers ﬁn food prOcess—7'd
' 1ng firms and corporate prof1ts are m1xed in: a]ong with- packag1ng mater1a.
“in- the market1ng b11] If farm income 1ncreases many "reJo1ce" for farmevs

- represent the ep1tome of Amerlcan free enterpr1se Let corporate prof1ts,”f’

labor, or other costs in food process1ng, market1ng and d1str1but1on 1ncrease,»,-”

however and an air of exorcism 1nvades the prem1ses

Thus , we “have captured in our national accounts for agrtcuttuke, all
the views and beliefs that we agricu]tura1*economists?haye hadgna&sedttoens
from succeeding generations. Could there;posstbly'be‘ah alternative view?

-To this task we now turn.

| Alternative Concept of the Food and Fiber Sector:f

A broaden view of the food and'fiber.systemvis needed ‘which acComodates
two factors. First, the view should recognize that.profits»and waoestfrom
'the farm business are but one source of income to favm people. :At the same
“time, not a1]‘the income‘generated by farming goesrto'farm operators,lbut
also to partners, nonfarm landlords, farm 1aborers, farm corporat1ons, in-
tegrated corporations, debt ho]ders and other nonfarm 1nvestor - Secondly,
the view should recognize that the processing and distribution sectors are
‘ 1ntegra1 parts of the food and f1ber system and not an unruly stepch11d wn'ch
needs spec1a1 mon1tor1ng ! |

Any bas1c account1ng system needs a un1t of account The suggested

system rep]aces the farm and the b11] with-two "new". concepts of the Aindustry;



L ]4 o :

3-1' the estab11shment and the product (f1gure 3) 6/ Estab11shmencs wou1d be the
bas1c unit of account 7/F1rms would be composed of one or more est-h!1shmencs

The estab11shment would: then be classified by type baoed on the’ magor :

ER act1V1ty performed 1f farming was the maJor act1v1ty, the es Jﬂ'nbhment

rcould a1so be engaged in other food and fiber activities or 1n,act1v1t1es;»a \
'f external to the food and f1ber sector as minor. or anC1]1ary enferorises ‘fThe
'estab11shment concept wou1d provide the basic bu11d1ng b1ocPs for firm, in-
dustry or 11ne of - bus1ness views of the sector which are part1cu1ar]/ usefu1 .
in exam1n1ng the structure and performance of the food and f1be1 SVS tem.

For those interested in the supply of food and flber producce, che pro—
duct concept woO1d provide information on the outpUt of commodities From both
pfood7and fiber and other-estab]ishments, Any commod1ty output from nenfarming
i estab]1shments wou]d be included in the accounts as anc1 lary activities” of |
.those estab11shments Product output could be accounted For in ~w**“aate or
by separate commodlty depend1ng on need |

The establishment and product concept of agricuitUre are basicdlly busi-
Vness:oriented. 'They emphasize the'performance<of the'industry and its role
in the national economy . Such an orientation would deter the use of bcs1ness
information for drawing welfare imp]ications‘o? people 1nvo}yed’in“the sector.
Thus, proper Tinkages could be developed between farmirg as a business, for
examp]e and the welfare of farm people who. actuaT]y depend ve.J strongly

on nonfarm income for family living.

Alternative Accounting System
The alternative concepts of the food and fiber sector are mct amenable
‘to the present series. We suggest that a new.set of economic accounts be
developed for agriculture based on.a Va1ue}adoed'systEm much 1ike our current

°
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Figure 3-—Establlshment and product concept of the food and flber sector
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U.S; eaexona1 income and proauct aecounts Jand a]so the system suggested by
FAO and the Inter American Stat1st1cs Inst1tute [8, 12]. |

‘The ac countxrg system our71ned be]ow will represent that suggested for
“the entire Food ang i ber secfor. S1m11ar afcounts cou]d and w1]1 be deve]oped'
for each svbsecL“r within aﬂr1"u1ture but the ut111ty of such an exerc1se 1n
this paper is marginal. We v 11 present two flow accounts, current produc—
tion and capital onws§ and ftwo stock accounts, a ba]ance‘sheet,and a cap1ta1
stocks inventory. Recent effo"+s't0 velop f]owaofnfunds accounts for the
farm sector are important bqr cons1dered out of scope for this . paper [6]
Similar Cr:e10pﬁ:b al work should be contlnued.ln this area of research,

The current production account for the producf concept portrayed in
table 4 shows total eutput of the sector;on;the.credit_side and intermediate
produc S cUnsume4 ard gross value added on the debit side. Total output is
dlsagg._g ted into two bas1e tategor1es. iTneifinst'is items sold_to“ether
Asectors and to final demand. The second category, own account uses, includes
intermediate products produced and consumed within the sector (a balancing
item weuid,eppea? on the debit side of the'aCCOUnt), personal consumption
of unscld output (e.g., farm,perquisites),~f1xed’capftal formation (e;g.,
homemade machinery and equipment), and change in inventories.

Intermediate products ccnsumed on the debit side would show both own-
account rrfdact1on and that purchased from outside sectors. Gross value
added includes capital consumption, indirect business thes, business trans-
fers, and net value added, In netgva]ue added, employee compensation would
include wages paid hired farmworkers and employees in processing and distri-
bution activities, rental pavments to nonsector owners of capital, interest
payments to debt holders, corporate profits and»proprietorqincome or operator

surplus



"‘,]=II Gross va]ue .added

. ;_Table 4-—Current product1on account for the food and f1ber systnm based on .
. , . : the product concept ' B

I Intermed1ate products consumed ~ III. Items sold (by sector of pur-
SRR chaser) e s
A Own account productlon - ;w.%*" Ve T L
' IV Own account (unso]d)'uses s
B Purchased 1nputs STy o
: A;,Intermed1ate pronucts consumea

| BQTPersona]_consumgtmen
A Capltal consumpt1on o o » -
‘ - C. Fixed capital formation
“B. Indlrect_bus1ness taxes - L e .
S ST ' 'D. Changes in inventories
. C..Business -transfers oo YNANgEs M
D. Net value added
L EmpToyee.compensation
2. Renta1 payments'
3 Interest payments
4 Corporate profits

5.~0perator{s surplus

~ Total inputs o o Tdtalloutbuts .
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Thechchent”nroduccfonxéccoﬁnc[For'the_ééfaolishmént'concepfhis:poffkoyodh
Tn tob1e 5. T The basic differencp'betweenlthe two accounfé‘1s;the:inc1us{on
~of ancillary products and serv1re3 oroduceo on aqr1cu1tura1 estab1lshments
"_and tho exc]os1on of food and f]ﬂﬁz output of nonagr1cu1+ura1 estab11shments
fThe physicaT capital stoc&s account wroduct concent shown on- tab]e 6

'isnmorecan inventory than ajtvue~accOUnt A11 ‘the stocks shown in the account

(/7

_5,Wi]1.also be addressed in the eckion on the baxance sheet deve]opad below.
biThe‘ohfmary‘pu{pose oi the accounc 1s.to show the size QT the:agr1cu1tura1_if
"p?ant "'hGiven informat*on on tota] output'voné can then addkess the issue;
of capac1ty, a subject of increasing 1nterﬁ5c over the last year or so.

The f1xed capital items on thc debzt side are fam11xar to most economists.
Inventory items are >m!s~@xo]awc*ory with the exception of work-in- proqress
Here we_refer to goods intended for final sales wh1ch are on1y partially pro-
duced. For example, cattle on feed are not considered finished goods but work-
in-orogreés. The credit side of ihe‘account shows the'distribution of physical
capital by ownership. Other distributions could well be considered for the
credit side of the account. | | f |

The capital stochs 1nvéntory, establishment concept, shown in table 7
differs only slightly from that ‘of “the product concept. Capital stocks used
in the production of ancillary p?oducts and services on agricultural estab-
lishments are included. Those capital items used to produce characteristic
agricultural products on nonagricuétura] establishments are excluded from the
account.

The capital flows account, product concept, is used to Tink capital
fokmation activities'portrayed in the production account with changes in

capital stocks (table 8). Fixed capital consumption which appears on the
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| \:ﬂlzinable 5—-Current product1on account for the food and f1ber system based on ff7;f;,;?ig‘

the estab11shment concept

1 I. Intermed1ate products consumed }'

A For product1on of maaon

"d‘_ ”B For production of anc11]ary

act1v1ty products

produets

vﬁtII Gross va]ue added

A

B
o

D. N
.

C

;tI

ap1ta1 consumpt1on

nd1rect bus1ness taxes

dBus1nessvtransfer paymentivl

etfvalné added

. Rental payments
. Interest payments
. Corporate-profits

. Opérator's surp1us

Total inputs

Employee compensation

'11i; Items so]d

serv1ces

o IV Own account (unso]d) uses tt

55A 'Major activity'PrOdU¢t5=;s

e B Anc11]ary products and : “

serv1ces o

Total outputs

A MaJor act1v1ty prodUCtSi;,{nv,izd |

B Anc111ary products and t':zlu.jlji



‘7ﬁf11h,aw e 6 mCap1 a] stocks 1nventory for the food and f1b°r system based}on PR
LT e T s the product concept o

I leed cap1ta1 ':¥~fiIII 0wnersh1p .

VA Land and b“”d‘“gs " :}fA{'Pr‘opm etorshwsv'a_ L

B Purcnased cap1ta1 1tems f;"; .*Partnersh1ps ‘
C Formed on own- account ;iCorporat1ons

;‘Cooperat1ves “and other sec-
- tors (such as government)

S iI Inventor1es

Lol o w

A F1n1shed goods 3

jhased mater1als :5“ ﬁ; ,f.”,?;i glfj ﬁf;;>

 C work 1n progress

N T¢£a1.Capita175totks }l 2 ;  :zifl>  jCépi£a1}stocksvby ownefshipf
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Tab]e 7--Cap1ta1 stocks 1nventory for the food and f1ber system based on
the estab]xshment concept

I. Fixed Cap%ta1 | R "_IiI 0wnersh1p -
# A..Majbr product activity | ”'m‘;';”fA;-Propr1etorsh1pﬁf?iﬁﬁ;’ﬂ::':."
-B. Anci]iary product activity .‘ _-. . B; Partnershlps.
" I1. Inventories - | _AC;QCorporat1ons -
A.sFinished éoods D. Cooperatives and other sec-

:. o ~ tors (such as government)
1. Major products ‘ . _ :

2. Ancillary products
B. Purchased inputs
C. WOrk-iﬁ;progress

1. Major produtts

- 2. Ancillary products

Total capita1fstocks' ' CépitaT stocks by ownership




'ﬁ5ff_Tab1e 8--Cap1ta1 flows account for the food and f1ber system based on the 1;~:ﬁi7f"‘

product concept

iI.fF1xed cap1ta1 formatxon - -:’,' V. Fiked'capita1 ccnsumption
xy thfaA Own- account product1on “c _1; VI. Sa]es of cap1ta] 1tems :"
"*ccB._Cap1ta1 purchases : o :7f  VIi D1sappearance of 1nventor1es
;"c'ﬂii. Vaiuatfon‘adjqumentc . - N | L
.III;,Additionélto inyentorieé-.
L'*1a_‘A}:Fini§hed>gcoq$'
ii:cgc“Purchased materials
o C >Nork—in—prcgcess'"'
| IV; Net capital disappearance

(Ba]anc1ng 1tem)

_cGrbss formation .- - Gross disappearance
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K credit 51de of: the capitai fiows account reflects capital stock used during

*--the current production period as ref]ected on the debit 51de of the produc-

~ tion account ' Any direct sales of capitaivitems and‘inventories are also

’f;jf'recorded on the credit s1de of the capital f]ows account to give gross capitalv"h'j ‘

; disappearance ‘

Four 1tems constitute fixed capita1 formation on the debit Side , Ownéb"
7eaccount production a credit item on the production account and direct cap- -
ﬂ_ltai purchases from outSide sectors are familiar at this p01nt Va]uation.t‘i__

A adJustment captures the appreciation in the value of physica1 ﬂsséts'i" the‘

iaccounting»period._'The item is_included here to.emphasize its importance in

~expiaining the\changes«in the market value of capitai stocks more than a true -
capita1 formation activity. The item of primary concenn'iS'iand which.constié
tutes the largest single asset in the farming subsector. ‘Additions to inven-
tonies}are‘inciuded on the debit sidea Net capital disappearance is a balanc-
ing‘iteh in the account suggesting that the sector is-either increasing or
redueing the capacity of the plant. Thus, fixéd capita] formatlon, inventory
additions and ‘net capita1 disappearance constitute gross capital formation.

The capital flows account, establishment concept, differs only s]ightiy‘
from the product concept counterpart (table 9). Ancillary activities of food
and fiber estab]ishments are included in the account and food.and fiber output
of,nonagricuiturai estabiishhents.arevexc]uded.

A baiance sheet, establishment concept, presents both physical and
financial capital controlled by agricultural establishments on the debit side
(table 10). Claims, both debt and ouantity, against these assets ane~presented
on the credit side of the account. Because financial assets are rather dif-

ficult to identify on a product concept, a balance sheet,,pyoduct-concept,



liﬁprab1e -«Cap1ta1nflows account for the food and flber sector based on the

o estabilshment concept

".*{"1} F1x“d caplta] format1on

'cu.pA For maaor produot act1v1tj
“f-'fth. For anc111ary product act1V1ty
JFYiLfiVaWUation ad1us+ments v |

Jugflli; Add1+1ons to 1nventor1es -

"bp Al 0. maaor produrt output

rv-iiz B Anclllary products’g

» V. Net cap1ta1 dxsappearance -
(Balancing Atem)

"A Major product enterpr1se

B Ancx]]ary,product-enterprjse

-Gross capital formdtion

V F1xed cap1ta1 consumpt1on

A MaJor product output fi?pfi;fir;lihh'

B Anc111ary product output

VI Sa]es of capxta] 1tems V

A, From major products enter—7 e
pr1se .

B From anc11]ary products  p?tAff:;fp? B

.f.f enterpr1se

':f’ VII D1sappearance of 1nventor1es

A On maJor product account

B On anC11]ary product account._'

_.GroSs-capitaT'disappeéranCe ’
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' Tab1é;TbﬁiE;ﬁabTéEHﬁEﬁt EdhEept'Balancg:Shéét;Food and Fiber System

1. Physical assets = IIL. Debit claims
AL Fixed capital . IV. Equity claims
B. Inventories =

. II. Financial assabs

© .Total assets - Total claims




"}fg;ﬁzg -

»‘uouid not be:un]ike.the;caoftaj étockenaccountion1y»witn;c1a%m§ ;ustnedcredit:”id
The' accounts developed -above represent the bas1c bus1ness accounts for
dthe food. and f1ber sector. They ref]ect the size of the sector, 1ts output ‘f;f'u"
~dstructure and contro] But, 1nformat1on is st11] needed on the 1ncome of -

'farm operator fam1l1es, hired favm 1aborers, 1aborers 1n process1ng p1ants and

v"*?other part1c1pants in the sector. To -accomplish this, a persona] “income. and ) '

«outlay account cou]d be deve]oped for each. target group (tab]e 11) v Income‘
’i_recelved from food and f1ber estab11shments(e g., propr1etary 1ncome _wages
andasa1ar1es, etc ) could be transferred to the appropr1ate persona1 1ncome
_and outlay account where the 1ncome from_a]l other sources would be added toe.
obtain totaT‘income>of the group, inCOme could then be allocated between per-

sonal taxes, savings, and personal consumption.

vConcduding»COmments |

4'The'a1ternative concepts'and accountfng system proposed above has;severaT
adyantades; They provide_an indication Of_tne total output of the_food and
fiber sector both that which reacnes final demand and that which is used for
’intermediate.prodUCt purposes. ‘The system is consistent_acros$>a11 subsectors
within the food and fiber sector--a]i rely on the eame'basic unit of measure-
‘ment. ;t can7better reflect the economic interaction ofhthe sectof”with ex-
terna].sectors. A value added systen gives a more realistic picture of the
viability of_the agricultural plant from a business perspective. 'Fina11y,
the»systeh also provides a measure of the personal income of sector participants.
| Income generated by the agr1cu]tura1 sector in the United States is cur-
rent]y under-identified. Th1s is due basically to the concept that is por-

trayed for the industry. =Many'others beside the‘farm operator*receive income



* Table 11--Personal incomé‘and outlay account for each target group

| 'é;lv"oﬁekat1ng'surp1us from food and
fiber estab11shments (proprie- o
1;tary 1ncome) : ._A,';.uv_A};;"‘

I. Personal taxes -
11. Savings

30perat1ng surp]us from ‘Sther es<i" .

- IITﬁ2?ér$oha1 c0nsumbti6h o VL -
R AT T R tab11shments (propr1etary 1ncome)

'h': i:iyf;5wages . sa]ar1es (employee ..
Bt Rt
v; ; VIi:iRén£a1 ihé6héf,, .
Jff:VIiiu Interest and d1V1dends }v“ |
> ' ;f€Ii5%30c1a1 secur1ty benef1ts o

”vV::X,'0;her,1ncome-transfers

vTotaI.outlay'  - N f’-?’TdtaT”incOme




’:1“?;J'?from the econom1c act1V1ty of" fann1ng. The tota] 1abor and cap1ta1 commlt- BRASRN

ment to agr1cu1ture is much 1arger than portrayed by the nat1ona1 fam11y farm

"1n our, present accountlng framework

Some may view th1s paper as an ob1tuary for the fam11y farm The fam11y fQi‘*

“5?*1:farm is st111 a strong v1ab1e concept if it is equated w1th a propr1etary

'-:bu51ness, a fam1]y contro11ed propr1etary buslness The estab11shment v1ew '

'of the agr1cu1tura1 1ndustry can accommodate the concept of a fam11y contro]]ed,‘“

»propr1etory bus1ness But the fam1]y farm of 1974 1is muchlless of a social e
‘1nst1tut1on than the family farm of 1940. 'Most bosihessmen wi]ibconcede‘that .
m1x1ng nosta1g1a W1th bus1ness pract1ces can have dire consequences The time
' has come to. separate the v1ew of farm1ng as a bus1ness act1v1ty from that of
’farm1ng as a way of 11fe _ _ |

| A1though the proposed account1ng system descrlbed abOVe is rather stra1ght—
‘_fforward, implementing the system<1s quite another matter. Although many of

: thetelementsvcou1d be estimated with avai]ab1e data, considerable:information
is-needed before man& of the elements can be comp]eted. Even our current
datalare;not cohceptoally consistent in themselves and with the proposed new.
COncepts., For example, current gross receipts reported in the Farm Income
Situation . are estimated from product data, thus, more conststent'with the'
product concept. There‘is less certainty on production‘expenses where-the_
estfmates are suspected of being closer to an establishment basis. Thus, |
realized net farm income is not comp]etely an estab]ishment income estimate
.although it is portrayed as sucht The marketing bill on the other‘hand, is
-estimated from benchmark estab1ishment data, Even many of the components‘of
:farm production expenses and the marketing bill are not conceptuaT]y consistent

wﬁth_one another. For example, depreciation is estimated on a-replacement



LR

cost’ bas1s in farm product1on expenses but 1s based on book value in the

: ;marKet1ng bill.  These dwfferences must be rectified before the above system ‘A

can be instigateo‘

"Thginationa‘ family farmvand the'markétihg bill are_uSéfu1 §¢h¢ébts énd.»'

~_provide the basis for series which answer many questions asked of the agricul-

tural estab]ishment; Efforts to up-date.and improVe“these-seﬁies should con-
t*nuP as Tong as demand pers1sts. However, they do not givevan~accuwate"'

pic ture of th0 Yﬁ]“ of the_faqa and fiber'sector in-oUr»nationa],economy‘nof;

its size, structure and performance, These are the questions increasingly

being asked today. The abovefideas represent but a rough’pre]iminary out-
Tine for building a data system designed to answer such questions. This

chal lfnge we lay before the agr1cu1tura] economics - Profess1on
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‘deothtes
]/ The fol1ow1ng def1n1t1ons w1]1 be very genera] rather than spec1f1c
| At some future t1me, someone must be concerned with what is spec1f1ca11y
| 1nc]uded 1n the food .and f1ber sector and what is not.
2/ The 1eve] of net- farm income - has 1ong been of major p011cy interest and
"“exten51ve effort~was»exerted"to~measure that~var1ab1e.‘ Interest~was particu-
_1ar]y strongifo1lowihg World War i Qhen the ferm economy went into severe |

receésion.._A1thdqgh_thewEerm,IncgpeiSituation was first published in'1940,

estimates of the'incomes of farmersbdate back to at Teast'1913. The farm
v1ncome series today still reflects thws bas1c purpose

3/ The balance sheet was a praoduct. of a study launched in 1944 to determine
the impact of_theuwar»on~the-ﬁ1nanomal‘structqre of the farming sector. Con-
siderab]e effort has been made tO“improVe the series‘but, Tike the farm in-
come series, the ba]anCe»eheet still maintaies iis same. conceptual base.
Assets -and claim information is'eVaiTableffof other indestfies from the Bureau
of the Census, Federal Trade Commissien and'tﬁe Internal Revenue Service.
These data are based primarily on reports and questionnaires completed for

the respective agencies.

4/ A 50-State Balance Sheet of the.Farming'Sectof is currently being de-

veloped and shou]d‘be're]eased within the year.

5/ The current series was fifst published in 1945, however, USDA research
on the topic dates back to 1929. ERS is currently expanding the scope, cover-
age.and detail of the marketing bill eoncept.

6/ Thelestablishment concept is new only to the farming sector. The estab-
_1ishment has long been the basic unit of account used in the BEA‘s-Nationa]
Income anvaroduct_Accounté. For a detai1ed'descript10n'of classification

~ see [5].



psingle phy51cal location, where bu51ness is conducted or where serv1ces ;“”

,yfv?f' S
B S :
o Footnotes-écontinnedj

7/ An establishment is defined‘asfan-economiC’unit, generallyeatvaav

or 1ndustr1a1 operations are performed Where distlnct and separate

economic activities are performed at a 31ng1e phy31cal locatlon, each

‘act1v1ty should be treated~as a separatenestablishment:wherever: (1) no 7','f"

one 1ndustry descrlptlon in the classiflcatlon 1ncludes such combined
act1v1ties, (2) the employment in each such economlc act1v1ty is 51gn1ficant,.-7
and (3) reports can be prepared on the number of employees, thelr wages a

and salaries, sales or recelpts and other establlshment type data.




