%‘““‘“\N Ag Econ sxes
/‘ RESEARCH IN AGRICUITURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their
employer(s) is intended or implied.


https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/

Agrekon

VOL.11 No.1 JANUARY 1972

EDITORIAL COMMITTEE

Mr A.J. du Plessis (Chairman),
Mr H.J. van Rensburg, Dr J.J. Gregory and Prof, J.A. Groenewald
Mr G.J. Wissing (Editor), Mr Q. Momberg (Technical editing)

REQUIREMENTS FOR CONTRIBUTIONS

Art_:icles in the field of agricultural economics, suitable for publication in the journal, will be welcomed.

Articles should have a maximum length of 10 folio pages (including tables, graphs,
Spacing, Contributions, in the language preferred by the writer,
€ Editor, c/o Department of Agricultural Economics and Marketi
at least one month prior to date of publication.

etc.), typed in double
should be submitted in triplicate to
ng, Pretoria, and should reach him

The Journal is obtainable from the distributors: "AGREKON", Private Bag X144, Pretoria.
The price is 25 cents per copy or Rl per annum, post free.

The dates of publication are January, April, J uly and October.

"AGREKON" is also published in Afrikaans.




6am‘ea¢'d

PERSPECTIVE ON MANAGEMENT AND AGRICULTURE IN

A DYNAMIC ENVIRONMENT : PAPERS READ AT THE TENTH
ANNUAL CONFERENCE OF THE AGRICULTURAL ECONOMIC
SOCIETY OF SOUTH AFRICA IN PRETORIA, 27 TO 29 OCTOBER
1971

1. Speakers ,,................ et eee ettt ettt et

2, AOpeningaddress ........... Geesecersecacentsaestsccreacnaaenans
- J.A. Lombard

3. Management - perspectives, aims and approaches ........... ceseee csecenneas
- Allan G. Mueller

4, Farm business management - the dynamic approach .. .......................
- S.D. Parsons

5, The management of research and development .............ocvevunvnnnnnnn...
- S. Meiring Naudé

6. Management in marketing ......... Ceeecetreniaes ceeves ettt
- A.J. van der Merwe ’

7. Managing agricultural extension ................... Cetecereceaeae Ceeesecenns
- C. Murray
8. The prerequisites of agricultural policy management .........................

- W.E, Kassier

9. List of papers of introducers of group discussions
during the conference .......... B T

STATISTICS ettt ittt et ettt ettt e et et et et e,

AR R

v, vi

‘12

17

21

23

26

32

33




COMMITTEE

THE AGRICULTURAL ECONOMIC SOCIETY OF S.A.

1971

Sitting: J.C. Strydom (Sec.), S.P. van Wyk (Chairman), Prof. W.E. Kassier

Standing: Prof. J.A. Groenewald, H.S. Hattingh, Dr. S. Parsons

J.A
eco
bec
pre

Mi;
abc
Co.
aut

wm =t N




Management - perspectives, aims

and approaches

by

ALLAN G. MUELLER

The theme of this conference deals with the
8eneral topic "Perspective on management and
griculture in a dynamic environment." There
1s little doubt that agriculture operates in a dy-
Namic environment. The agricultural industry in
the. United States, and particularly Corn Belt
agriculture, is characterized by a rapid rate of
Change, New technologies are constantly being
d“3‘7810ped for potential application in agricultural
Production, Constantly changingprice relationships
among products and resource inputs also provide

€ manager with management challenges, including
he Opportunity to adopt new technology and make

anges in production processes. These manage-
Ment challenges are not easily solved, nor are the
answers to many of the management questions
€asily predictable. I compliment your planning
Committee on the choice of this particular theme.
Certainly, management decisions plus employment
of resources that management has available de-
€Imine the future course of agricultural develop-
ment in a dynamic economy,

Let us now turn to a background and definition

Management and its related concepts that will
Serve as a foundation for this paper. A general
definition of management is given by Suter.

"Management is the skillful or judicious use
of certain means in order to bring about or
accomplish a certain end or ends."l

. .A somewhat more detailed and specific defi-
Nition of management is as follows:

"Farm management may be thought of as the
art of or applied science or organizing and
Operating the farm firm in a manner that
Satisfies the goals and objectives of the prin-
Cipals involved. To accomplish this objective,
management uses the tools provided by produc-
tion economics tempered by social, psycholo-
gical, and political forces. In addition, mana-
gement adapts accounting the business mana-
gement concepts in the decision-making pro-
Cess. The variables involved are production
Processes (choice of product, level of produc-
tion, and technology) and prices for the pro-
duction inputs and the products produced. When
you tie this entire set of conditions and varia-
b}es into a dynamic state with its concurrent
Tisks and uncertainty, you have the basic ele-
ments of farm management."9)

Ma‘{agement perceives problems; gathers infor-
ma_tlon related to the problem; analyzes the alter-
Native courses of action; . makes decisions; im-
Plements and carries out the decision, and is
Prepared to accept the consequences and as a

learning procedure, reviews the results previously
attained. The preceding steps in management de-
cision-making were first articulated by Glenn
Johnson®) and include the conventional role of
supervisor and coordinator.

Closely related to management is the concept
of entrepreneurship, which contains elements of
uncertainty-bearing and risk-taking. In any pro-
duction process, and specifically in agriculture
with its measure of biological risk and climatic
uncertainty, the risk and uncertainty-bearingfunc-
tion becomes quite important. The combined mana-
gement-entrepreneurship concept in agriculture
includes the responsibility of gaining control of
resources including land, capital, and labour and
using these resources in a way to achieve certain
goals and objectives, one of which certainly invol-
ves the profit motive.

Entrepreneurship may be conceived of as that
part of management which gains control of re-
sources, accepts the risks and uncertainty asso-
ciated with the commitment of these resources
to a production process, and receives a certain
measure of the rewards. Madden suggests that the
usual notion of management profits or manage-
ment returns may be divided into two components~
management wages and entrepreneurial income, 8)
The residual claimant approach to income deter-
mination used by accountants contains the usual de-
ductions of market pricesfor resources, and oppor-
tunity costs for the labour input of the manager,
leaving a surplus that is often called operator's
management income. This amount is a return to
the operator for his services of coordinating and
supervising and for bearing the risks and uncer-
tainty of the business. Entrepreneurial income may
be defined as the operator's management including
Supervision and coordination. This idea implies
that there is a market price for management and
that the surplus, if any, is analogous to pure profit
as defined by Knight., Where there is a degree of
uncertainty in the business enterprise, the entre-
preneurship income or profits must be positive,
at least over the long run, for the firm to continue
to operate.

For decades, agricultural economists have de-
plored the lack of a cardinal measure of manage-
ment. They have struggled with the definition and
interpretation of the management function, Beha-
vioural concepts, satisfying, and non-economics re-
wards or value judgments have been brought into
the literature as a way of further identifying and
specifying the concept of management and entre-
preneurship. All of these concepts and ideas are




useful and germane to a discussion of management
perspectives, aims and approaches. We propose to
look at some of these in detail later in the paper. I
think we can all agree that we are dealing with a
concept that is at best undefined andunmeasurable,
perhaps unpredictable, and in some instances we
may even question whether it is reproducible.

On the other hand, our experiences in teaching
farm management principles to college students
and to farmers through the University of Illinois
Co-operative Extension Service programs in farm
business management and farm record analysis
have clearly demonstrated that management skills
can be developed and improved within individuals.

We also have at our command many tools that
can be used in enhancing management, such as:
budgets, linear programming, farm record ana-
lysis, game theoretic models, and conventional
economic models that may be used to help predict
the probable outcome of alternative actions. These
models do not necessarily suggest the precise action
to be taken, but they can show the range of possi-
ble outcomes from which management can make
a choice. It is from this positive approach that
we propose to look at some of the developments in
farm management in the United States with the
hope that these concepts can be applied to agri-
culture in the Republic of South Africa.

One year ago, the annual meeting of your So-
ciety had as its theme, "Planning and adjustment
of agriculture in the seventies." In an editorial
written as a preface to the published proceedings
of that conference,l) the unidentified editorial wri-
ter stated the problem of management as follows:

"There is, however, one outstanding cause for
the majority of problems confronting the agri-
cultural industry. It must be admitted that most
farming units in South Africa are not properly
managed on a business basis..... The biggest
challenge confronting agriculture in the seven-
ties will undoubtedly be the efficient integration
of business principles into farming..... . Itisa
challenge to the agricultural economist to give
positive guidance inthis respectinthe years that
lie ahead. No one is better equipped for this
task."

The sentiments expressed above have a familiar
ring. In fact, this statement could have been made
in my home country, the United States, Our problems
are very similar to yours, and differ only by the
state of economic development and are affected
by the institutional and economic coénditions sur-
rounding the decision-makers who operate and ma-
nage agricultural farms.

The assertion is also made in the editorial that
business principles have been applied more suc-
cessfully in the non-agricultural sector than in
agriculture. Here again, I am in complete agree-
ment with this assertion. It is also applies to our
work in farm management in the United States. We
also have our problems of farm businesses too small
to support the living requirements of the farm
family and a problem of disseminating technology
so that it can be applied to bring about more effi-
cient production of food and fiber.

In the recently published ""Annual Report of the
Secretary for Agricultural Economics and Marke-
ting, 1 July 1969 to 30 June 1970," the following
quotation was made:

"It is clear that the time has come for a posl-
tive approach to the basic problems in the 1n7
dustry, such as raising the standard of mana-
gement, settlement of farmers on units of eco-
nomic size, and the removal. of redundant en-
trepreneurs, for unless these steps are taken,
the - adjustments that must necessarily follow
will bring considerable disruption." -

The preceding observations shouldclearly indi-
cate the broad nature of management and to esta-
blish a close similarity between the problems of
management in the Republic of South Africa and
the United States of America. Management and
its concepts are similar in both economics; per-
haps the only differences are those related to the
economic and political environment in which farm
managers are asked to make economic decisions.

PRODUCTION ECONOMICS AND .MANAGE MENT

Production economics, as a specialization within
the field of agricultural economics, hadits beginning
at the turn of the twentieth century. The early
work by Spillman, Hayes, Boss, and Warren marked
the first use of economic principles to analyze the
problems of managingindividual farms. These early
workers were trained in the fields of natural scien-
ces but applied the concepts of economics in their
work with farm management. The Marshallian
theory of the firm followed later in the early part
of the twentieth century, and was influential in the
development of budgeting work and farm record
analysis in farm management during the 1920's
and 1930's.! ‘

. A landmark publication, Hicks "Value and Ca-
pital"5) appeared in England before World War IL,
but its impact was not really felt until after the war.
The explicit technical relationships that are a part
of the theory of the firm were brought out quite
clearly by Hicks. Following Hicks, another land-
mark effort was the work by Earl Heady, at Iowa,
in the extension and refinement of production eco-
nomic theory and the many examples of its appli-
cation to farm management work as well as macro
economics and policy. Heady's text published in
1952, "Economics of Agricultural Production and
Resource Use," is still widely used as a referenc€
text in teaching farm management courses at the
college level throughout the United States.

Williams in a recent article relates the problems
associated with integrating production economics,
farm management, and the application of production
economics and farm management to extensionedu-
cational programs in farm management. In Wil-
liam's words:

nproduction economics, if it has a standing a8
a discipline, is comprised of principles andcon-
cepts that provide for interpretations of the eco-
nomic relationships existing among resources
used in individual firms. Once defined, thesé
principles and concepts should find universal
application; if they fail to do so, production eco-
nomics loses claim to status as a separate dis-
cipline. Thus it would appear that production
economics so far has not formalized a set of
principles that takes account of differences in
motives, behavior, and institutions between dif-
ferent countries or different regions within
countries." ‘
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‘Williams then relates farm management to pro-
duction economics as follows: o

"Farm management, by contrast, is an applied
discipline that finds its identity in relation to
the whole set of established social institutions
and to the structure of farming in agiven coun-
try. It is designed to develop principles that
provide understanding of dgricultural practice
apd managerial performance, as an aid to indi-
Vidual farm enterprises and as abasisfor agri-
C}xltural policy. It links the discipline of produc-
tion -economics and agricultural extension,
though it does other things as well,"16).

_ This article by Williams is recommended rea-
d}ng for those agricultural economists who would
like to build a management model on the decision-
Mmaking framework of production economics. He
glves due credit to Earl Heady and Glenn Johnson
for their work in developing production economics
aS an internally consistent logic that defines the
Systems and conditions for optimum economic use
of resources. He particularly gives credit to Heady
for his work at Iowa State University that received
Widespread recognition in the 1950's.

_However, Williams argues that Heady's con-
tribution to production economics contains the seeds
of its own destruction because it abstracts from
Problems of human behaviour and institutions and
Concentrates on resource inputs and the resultant
Production function. Thereis a need for management
Work to rise above andbeyond the constraints exer-
Cised by this discipline if management problems in
the real world are to be tackled. He does not deny
th?t the information provided by production econo-
mics is helpful tofarmers. Neither doeshe deny the
Importance of the analytical framework which em-
braces marginal returns, opportunity costs, rates
of substitution between inputs and between outputs,
ete, But he does expect those persons working in
n}anagement to be required to interprettheseprin-
Ciples to meet the circumstances of farmers asin-
dividuals or as groups.

.. Ifind the preceding views articulated by Wil-

liams quite in accord with our experiences and the
Perspectives that we have developed in our farm
Management work during the past twenty years.
Production economics provides a valuable tool in
helping make management decisions. In teaching
arm management principles to senior level stu-
dents at the University of Illinois, we extensively
use economic principles, particularly production
€Conomics, as a tool to help identify meaningful
Problems and to identify the important relationships
Contained in the problem. By useof the economist's
favourite ruse, the choice of assumptions, we can
b}‘ea.k the problem down into manageable propor-
tions so that the decision-maker canlook ata com-
Plgx problem in bits and pieces. Production econo-
Mmics does not provide a prescriptive answer; it
Simply is the analytical tool that we bring to bear
on the problems at hand in order to gain further
Insight into the possible consequences of alterna-
tive lines of action open to the manager. It is this
Tamework that makes production economics a
Necessary subset of the disciplines that are invol-
ved in the practice of management as an art and
a science.

BEHAVIOURAL THEORIES OF THE FIRM

 The behavioural theory of the firm, as it is
related to management concepts, assumes that the
basis of human behaviour is the satisfying con-
cept developed by Herbert ‘A. Simon.%) Cyert and
March attempt to develop a behavioural theory in
their text, "A Behavioral Theory of the Firm."9)
They construct their theory around the notion that
the firm is the basic unit, and that the prediction
of firmbehaviour with respect to such decisions as
price, output, and resource allocation is theobjec-
tive. They place explicit emphasis on the actual
process of organizational decision-making as a
basic focus of their endeavours. The behavioural
theory uses the same basic firm unit that is used
in production economics, and it looks at the choice
of resources, choice of product, and the quantity
of output as also does production economic theory.
However, they differ in the basic assumption of
rational profit maximization that is inherent in
production economics. Rather they substitute the
notion of satisficing as the goal or objective of
the decision-maker. That is, the decision-maker
will seek satisfactory rather than optimal solu-
tions to his decision-making problems.

The concept of satisficing has inherent in it the
notion of utility and indifference curves derived
from consumption theory. The behavioural theory
of the household (consumption economics) can be
related to the behavioural theory of the firm. Fer-
ber citesthree factors or behavioural considerations
that would likely affect the objectives of consu-
mers.4) They are, the frequent desire of the con-
sumer to conform in his consumption pattern with
those with whom he comes in contact; the forces
of habits, customs, and tradition; and the ever-
growing desire for security, including both finan-
cial and psychological security.

It is not difficult to relaty each of these three
consumer behavioural concepts to the actions of
farmers. For example, the desire to conform
may be animportantfactor that influences decision-
makers to adopt a new technology. All of you have
heard of the innovator, early adopter, and late
adopter classifications that are used to describe
the dissemination of technology among farmers.

Also, habits, customs, and traditions are strong-
ly rooted in the actions taken by farm managers
when making decisions on the choice of crop,
the choice of technology, and many other decisions.
The third major behavioural consideration, that of
a drive for security, is related to the manager's
attitude towards accepting risk and uncertainty.

In our introduction we defined farm manage-
ment as the art or applied science of organizing
and operating the farm firm in a manner that
satisfies the goals and objectives of the principles
involved. One might argue that if there were a
discipline of management by itself, it would invol-
ve a blending of production economics, the beha-
vioural concepts of consumer economics, and satis-
fying concepts from psychology.




FINANCING AND ACCOUNTING RELATIONSHIPS
TO MANAGEMENT

The traditional controlling mechanism in busi-
ness firmsis the accounting system which measures
economic activity. In agriculture, the farm record
system may be thought of as the controlling system.
Inthe absenceof uniform systems of farm records,
the taxing regulations and reporting requirements
specified by governmental institutions may serve as
a proxy for well-defined accountingprinciplesused
in business firms. Thus it canbe seenthat manage-
ment decision-making, although influenced by pro-
duction economics and behavioural considerations,
also must operate in a business and financial
environment that has constraints and regulations
that detract from or make difficult the application
of economic and behavioural concepts.

For example, the accounting methods used to
price inputs or outputs may not coincide with the
real world situation. Transfer prices for products
produced on the farm, and subsequently used in
the production process of another enterprise, are
a typical example. This might be illustrated by fo-
rage or grain produced and subsequently fed onthe
same farm in the production of livestock. How,
for ‘example, might a management decision-maker
evaulate contributions of the grain or forage-pro-
ducing activity when all of the crop is marketed
through livestock? The "transfer price" at which
these forages and grains are charged to the live-
stock enterprise may affect his decisionprocesses
in the choice of livestock and crop productiontech-
niques.

Another example may be the depreciationchar-
ges that are specified by tax accounting systems
as opposed to the economic service life of the
business investment. Others might be the tax
shelters (for capital assets) supported by the
accounting system and governmental taxing regu-
lations. In assessing income taxes in the United
States, profits from the sale of capital assets held
for one year or more are taxed ata maximum rate
of twenty-five per cent. ’

From a purely accounting point of view, increa-
ses in net worth of an individual can be achieved
only by reinvesting the portion of profits, inexcess
of withdrawals for consumption purposes, back
into the business. Another form of change in net
worth results from the unrealized gains from the
appreciation in value of fixed assets in the balance
sheet of the firm. In agriculture, land is a major
fixed asset owned by agricultural firms. If the
taxing system permits all or apartof the increases
in net worth generated by appreciation in land pri-
ces to escape taxation, this may affect the mana-
gement decision-making of the firm in such a
way that it is difficult to use the marginal and
substitution relationships of prodyction economics
in management.

The flow of funds or cash flow conceptsderived
from the accounting system arealsoinvolvedinre-
view of management perspectives. The flow of
funds statement looks atthe sources and application

of funds for use internally within the business and
funds withdrawn for consumption purposes and for
investments outside the firm. It seems possiblé
that the profit maximization theory, inherent 11
production economics,and some of the behavioural
considerations, inherent in the behavioural theory
of the firm, canbe investigated by theuse of the floW
of funds conceptina historical or longitudinal study-
For example, an empirical analysis of the direction
of and reasons for shifts intheincomeand expendi-
ture flows of the farm household complex might pro-
vide additional insights into the behaviour of farm
firms and households.11)

The flow of funds concept also has potentially
useful applications as a planning device that woul
assist with production planning by the firm and t}}e
implementation of these plans inthe real world busi-
ness environment. Conventional budgets and projec-
ted flow of funds are not substitutes; rather they
serve a complementary function. The projecte
profit and loss statement and projected palance
sheet present the operating plans and goals of the
business. The flow of funds statement embodies
no production plans of its own, other than matcl}lng
sources and uses of funds in the planning period-

In summary, we can see that production €CO~
nomics, behavioural theoriesof the firm, andfinan-
cing and accounting relationships are inherently
involved in a discussion of management perspec-
tives, aims and approaches. With a discipline a8
broad and involved as management, it is not sur-
prising that it is researched by a wide range ©
investigators; yet no one has come up with a quy
of management science adequate in scope yet in-
ternally consistent that will satisfy many unanswe-
red questions concerning management and parti-
cularly its application to agriculture.

RESEARCH IN THE MANAGEMENT FACTOR

A brief review of some of the more significant
studies inthe management factor in the United States
is appropriate at this point. A colleague of miné a
the University of Illinois, F.J. Reiss, undertook
one of the early studies of managementperformance
of farmers. He had at his disposal a large number
of farm records on Illinois farms and attempted t0
relate measures of financial success from these re-
cords to characteristics of successful farmers. The
implicit assumption was that performance WO_u!
serve as a proxy measurementof managerial abili-
ty. As Reiss pointed out,13) the financial measures
from farm records were notagood proxy measure”
ment of ability for three reasons:

(a) they are measures after thefactand ther.ef‘?re
require historical experience beforeany prediction
can be done;

(b) they reflect fortuitous circumstances as well
as losses outside the control of the manager; a0

(c) they measure residual outputs which are 2
function of the factor mix and, in the calculation
of the residual income measures, these factors
were usually rewarded at market price or oppor-
tunity cost rather than at their marginal produc-
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tivity, Similarly, quantity and proportion of factors
used may be beyond the control of the individual
farm managers.

In the dacade of the 1950's, a regional project
Called the "interstate Managerial Survey" (IMS)
under the leadership of Glenn L. Johnson, inves-
tigated, through an impirical study usingfarm sur-
Veys, the managerial processes of midwestern
farmers.6) Nearly ten years later, a second major
Tegional project was activated and officially desig-
hated "The Identification and Measurement of
Managerial Ability and Its Affect on Resource Use
In Farming," Several universities in the Corn Belt
region of the United States contributed to this re-
Search work. A summary of the work of this re-
Search committee is published in "The Manage-
Ment Factor in Farming: An Evaluation and Sum-
mary of Research." 7)The justificationfor the study
was stated as follows:

"Efforts to measure the productivity of land,
labor and capital of farming regularly disclo-
sed divergences between farms in income and
efficiency that cannot be explained in terms
of the quality and quantity of these resources.
Therefore, interest has turned to studying the
ability, performance, and goals of the person
or persons responsible for decisions that ser-
ve to allocate the resources on the farm."7)

The researchers responsible for this work a-
greed that a well-developed theory was not avai-
lable for use in identification and measurement;
and that such a theory could not be developed with-
out aid from other disciplines dealing with beha-
Viour; namely sociology and psychology. In attemp-
ting to define the management factor inagriculture,
the investigators were quickly confronted with the
frustrating questions of what are we measuring-
Mmanagement ability, management potential, or ma-
hagement performance, (or all three?), and what
Should we be measuring? The co-operative research
undertaken by this committee looked at many facets
of management. Noteworthy in their accomplish-
ments was the formulation of a model of management
Credited to James Nielson.

Antecedents

This model (see Figure 1) describes amanager
as possessing a biography of past experiences,
drives and motivations, and capabilities whichpro-
duce managerial behaviour or processes which in
turn produce an outcome or managerial success.
The model is completed by appropriate feedback
from the outcomes of managerial success to re-
formulation and modification of drives, motivations,
capabilities, and biography. Managerial success
is the function of managerial behaviour which in
turn is the function of a whole complex of activities
including biography, motivation, and capability con-
straints of the individual.

This model is helpful in understanding the com-
plex nature of the management process. However,
it leaves us with a dichotomy. Should we, as agri-
cultural economists, be studying angi investigating
the antecedents (biography, motivation, capabili-
ties) or should we be looking at the managerial
processes that are used in making the decisions.
It is my view that both should be done. However,
in an action program designed to improve the
managerial capability of farmers in a short period
of time, our extension and educational activities
must, I believe, concentrate on the latter and pro-
vide farmers with tools to aid in making manage-
rial decisions and with improved procedures and
processes for evaluating alternatives and arriving
at choices. It is this area that we shall now turn
to in our discussion.

MANAGEMENT AIDS FOR FARMERS

Farm record programs, as an extension tea-
ching method and management aid, had their be-
ginning in the United States at the turnof the twen-
tieth century. Farm record systems as we know
them today serve multiple objectives. We have cut-
lined these multiple objectives in a recently pu-
blished report.lo? Farm record systems provide
data and procedures for:

1. Controlling of financial affairs

2. Meeting legal and institutional requirements

3. Farm business analysis and evaluation of de-
cisions .

4. Forward planning and budgeting of alternati-
ves.

In this condensed listing of the functions ser-
ved by records, the need for controlling financial

Cutcome

Drives and

motivations

-~

Biography

Process
Managerial behavio

\ Capabilities /"

Outcome
Managerial success

FIG.1 - A model of the farm manager was designed and presented by James Nielson

in "Aspects of Management of Concern to Basic Researches", DESCRIBING AND

MEASURING MANAGERIAL ABILITIES AND SERVICES, report No.4, Farm Manage-

ment Research Committee of the Western Agricultural Economics Research Council,
Denver, Colorado, 1962,




affairs and meeting legal and institutional requi-
rements requires no defense. Farmers clearly
require accounting data for day-to-day control of
their business affairs and for their relationships
with other parties related to the farm business,
They are also fully aware of the needs for sup-
porting evidence in preparing tax returns and re-
lated government reports.

Business analysis is also firmly embedded in
farmers' acceptance of the function of records.
The accounting profession suggests that financial
statements may be analyzed by comparative ana-
lysis as well as internal analysis. Comparative
analysis refers to the analysis of historical fi-
nancial statements by comparing them with per-
formance in a previous year (trend analysis),
with projected plans, with performance standards
from other business: units, or with rule-of-thumb
standards derived from the business world. Com-
parative analysis has been a keystone in the de-
velopment of farm record systems over the past
fifty years.

Although there is nothing unique or academi-
cally sophisticated about comparative analysis, it
has stood the test of time and has been accepted
in the business world by farmers. This alone is
compelling evidence of its value to farmers.

The fourth group of functions, those concerned
with forward planning and budgeting, are also widely
accepted. However, the concept of forward planning
is not a single-value term. It can mean many
things. Financial planning is one example. The
business activities of the farm business can be
reflected in a projected cash flow. Farmers and
credit agencies find that this useful financial plan-
ning device can be readily predicted with histo-
rical records as the starting base.

The planning applications for which recorddata
can be used are many and varied in their scope
and development. Budgets that evaluate alternative
production plans or specify a profit-maximizing
plan of action are best described as projected
modifications of the profit and loss statement deri-
ved from accounting records.

Budgeting methods, independent of a record sys-
tem, are also widely used as a management aid.
The conventional partial budget, whole farm bud-
get, break-even analysis, and many other budgets
with varying titles are familiar to agricultural
economists and have been used for over fifty
years. These budgeting methods will not be ex-
plored here.

However, the applicationof computer technology
to aid in budget applications is a recent develop-
ment and deserves recognition. Cost-minimizing
and profit-maximizing linear programming models
are, in principle, easily adapted to farming pro-
blems. Yet computer-assisted management plan-
ning is not widely used by farmers. Many reasons
may be offered to explain the slow expansion of
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computer-assisted management planning. In my
view, the biggest problem is related to problem
specification. The individual farmer has uniqu®
problems that are not easily meshed with general
programming models and the generalized data used
in these models. The professional time and costs
required to develop a model specific to individual
problems have restricted the linear programming
method to teaching demonstrations and "bench
mark" solutions. Preliminary work at the Univer-
sity of Illinois with generic linear programming
models that are adapted by computer codes to be
specific for individual use shows promise of over-
coming the cost problem.

Lack of access tocomputer terminals is anotheT
handicap. Agricultural economists are experiment-
ing with the use of telephone terminals and time-
sharing computers in a wide range of computer bud-
geting problems and information retrieval applica-
tions, With a telephone in the farmer's office, he has

access to a computer, which provides answers by

voice response. His questionsarelimitedtoa small
number of computer models that are on file in the
computer, The main focus of this work is on com=
munication with computers as a management aid,
supplemented by specific computer budgets using
generalized data coefficients.

Another computer-assisted technique is non-
optimization budgeting, often called simulation,
where the "what if" question may be answered.
Several universities in the United States have expe~
rimental programs usingthis technique. The metho
shows considerable potential, but the computer al-
gorithms are costly to write and limited'to genera-
lized data coefficients.

One salient feature is present in the use of all
of management aids, namely the role of a manage~
ment consultant or farm management extension per-
sonnel to assist the farmer inthe management steps
of problem identification, selection of information
(data) to use in the analysis, and interpretation of
the budgeting results to the specific problemthat iS
being analyzed. If the services of the management
consultant are not made available, the alternatives
are

"(a) train the farmer decision-maker in the use of

records, budgets, and computer methods, afor-
midable and lengthy task, or .
(b) at least in the immediate future, forego the sig~
nificant progress that can be made by the appli~
cation of management aids to improving mana=
gement performance of our farm operators.

CONCLUDING COMMENTS

Management has many perspectives; the goals
and objectives of management are strongly influen-=
ced by intra-personal characteristics. Management
is expected to have a social conscience. Decisions
made by managers are expected to satisfy a set of
personal goals and objectives; and, at the same time,
achieve goals and objectives which are consistent
with the goals of the economic system in which the
individual farm firm operates.

As agricultural economists, we have a respon-
sibility to interact with the decision-making proces-
ses on our farms. It is my belief that our efforts
will be most effective if we concentrate on tWO
areas. One area is concerned with management
education programs ang the development of mana-
gement aidsfor use by individual decision-makers -
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Our extension education programs infarm manage-
ment should provide effective programsinthisarea.

he second area of activity involves the develop-
ment of national policies and programs that will
Provide the needed incentives so that actions of
Individual decision-makers will bring about the
desired changes in the agricultural economy.

An understanding of the management decision
Processes and behavioural characteristics of far-
mers is g prerequisite for effective work in these
tWo areas. The focus of this paper has been an
outline and review of these important characte-
Tistics of management.
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