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THE FALL IN PRICES AND ITS EFFACT ON THE PROTIT AND LOSS

ACCOUNT .
INTRODUCTION. A study of the accounts of Devon farms over
the last four years - 1923 to 1927 -~ goes to bear out the
truth of the shtatement, often expressed, that farming to-day
is not a paying concern. Various theories are brought
forward as to why conditions are not so good to-day as they
were during, cr even before, the war, but it is now
generally agreed tha®% the main cause of the agricultural
depression is the fall which has cccurred in the prices of
agricultural produce. At the same time, there has been no
similar fall in the expenses with which the farmer is faced.
During a large part c¢f the time that Government control

was in force, beef made £4 per cwt. and up to three or

four years ago it made 60/~ per cwt. Until the last week

or two, it has daken very good guality beef to make 45/-;

in fact, in some parts of the countmy, 45/- haes been an

ocutside price.

At the same time that this fall in prices has been
going on, the farmer hos not received any similar relief
%0 his expenses. Wages, it is true, are not so high tc-day

‘as they were in 1920, but as compared with the fall in
prices of farm produce, they are higher than they were then.
There has been 2 tendency to reduce rents, especially during

the last year cor s», but any relief this way has been on a
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mucya smaller scale than that of the fall in prices.
Moreover, this does not help in the case of a farmer who
had to buy his farm when prices were at their highest,
and ncw has tc¢ pay a2 mortgage on it at a fixed rate of
interest. Kates, in spite of the relief afforded by the
Agricultural Rates Act of 1923, have shown a steady
tendency tc rise, and the only expenses which have come
dewn to anyihing like the same extent as prices are
Feeding 5tuffs and Manures, though here again, the cost
has shown an'inclination %o rise again during the last
year or twe, with-the exception 6f one cr two important
fertilisers.

COMPARISON OF PRE-WAR AND POST-WAR CONDITIONS.

Put in another way, the problem ofben resolveg itself
Yo the farmer as follows:- In 1914 conditions were stable,
and although it was not pcssible to make fortunes out of
farming, it was possible to make a comfortable living.
As compared with those conditions, prices are to-day very
Ikittle better, though expenses are very much higher. If it
was only possible to make a fair living cut of farming in
1914, how can a farmer expect to do any gopd at all underx

present day ccnditicne?

If conditions in 1914 and 1928 and 1927 are carefully

analysed and compered, it will be found that the farmer is

in two ways worse off to-day than he was in pre-war times -
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(1) his expenses are higher, (2) he is faced with a fall in

prices, which means that he sells out his stock on a lower

price level than that at which he buys them in, while he

has tc value his stcck at the end of the year at a lower
figure than that at which he put them at the beginning of
the year.

Now, in trying to forecast the future of farming, it
is fairly safe to say that in most cases Expenses cannot be
cut down by much. Wages, which are the greatest item of
increase since 1914 will not be cut down - at any rate, per
man: it is just possible that the farming system may be so
altermd that by employing fewer men toial Wages will be
reduced to the pre-war figures,while output is maintained
at its present level by an extended use of machinery. But

the main lines along which the farmer can look for improved

profits are in more stable prices, for even if no improvement
in prices takes place, the farmer is saved the loss which he
incurs at present in the continual fall in prices vhich h-ns

been going on for the last seven years, and especially the

last three years.

THE FALL IN PRICES.

Supposing it were possible to take a set of farm
accounts and to work out what the profit or loss would have
been in any year had it not been for the fall in prices, such
an investigation should be useful in showing whail orofits

might be expected from the farm under conditions of stable
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prices. It would, however, assume that prices were
stabilised at the figure cbtaining at the date which was
made +he basal date for the purnoses of the investigation.
For instance, any farmer who keeps accounts realises that
in the year March 1625 $¢ March 1926, his profit and loss
account would have been much healinier had it not been for
the heavy fall in prices and values of sheep which took

place during the year. If he could have sold out his stock

onn the level cf nricee ruling et Liarch 1925, he would have
shovm a much larger profit than he did aotuslly make. In
fact, the prcfit would be what he might expect to make any
year, assuming that »nrices keep to the level at which they
stcod in 1925, and that other conditions, e.g.weather, are
the same., Similarly by wmaking Maroch 1926 the basal month,
the profit could be worked out on ‘the basis of prices ruling
in March 1926.

INDEX NULBERS, AND THEIR ULEY IN MEASURING PRIJE OHANGES.

It is, hewever, DLy no neans a siiiple matter to .ieasure the

exact amount by which prices have fallen over any period;

it is not enough to may that Af a hog will make 80/~ at one
date and 65/~ at another date, there has been a fall in

sheep values in tihe proportion of 80 to 65 or 8 to 63.

Before assuwaing such a state of affeirs it would be necessary

tc know that the hogs were of exactly the same size, breed

and ¢uality in each case, and that the greater majority of

hogs would sell in the proportion cf 80/~ to 65/-, and that







-5 -

this was not just an isolated case.

However, by collecting figures from a large number cf
markets, it is possible tc get pret{y accurate figures
which would apply to general conditions; this service is
performed each month by the Ministry of Agriculiure who

produce an Index Number, which measures any change in

prices of a1l classes of agricultural produce during the
preceding month.

An Index Number is compiled in the following way - A
certain year, or weriod of years, is taken as a basis. The
Ministry of Agriculture take as a basis the average of the
three years 1911-13. Having found what the average price of
a certain comuacdity is for the three months in the basal
veriod - say January 1911, 3anuary 1912, Januvary 1913, -
they work cut the percentage increase in wrice for the same
menth in the year under review. To take an example, in

Januvary 1926, the index number of Tai sheep was 63. This is

equivalent to saying that there was an increase ef 63% in

Jenuary 1926 on the average figure for january in the three
base years, or that the anount of fot sheep thai ceuld be
bought, er sold, for £100 in 1911-13 would cost £163 in 1926.
Similarly in December 1925, the index number for fat sheep
stoed at 47, so that sheep‘vélued at £100 over an average

of December 1911, December 1912 and December 1913, would be
worth £147 in December 1925,
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PRACTICAL UsES Or IADZY WUKBERS. An Index Nuwber,

therefore, meazes it mossible to cowmpare changes in values
at different times; hence, by using Index RNumbers, it

should be possible to assume what prices would have been

obtained by farm stock over a nperiod, if values had not

fallen during that period. With this end in vieir, the
accocunts eof 10 Devon farms have been taken for the year
1925-26 and every sale during the year has been recalculated
cn the basis of what the article wmignt have been expected

to make if prices had remained at the same level as the
figure at which they stood at the beginning of i%he financisl

year. {In one case the year was frem Jan. X to Dec.31l, in

two cases it was froa the iniddle of Jaenuary, while in the
case of the remaining 7 farms the accounts were closed at
Iadydey, or within a few days of march 25.). By applying,
(by means of the index numnbers for the first month of the
financial year) the prices which would have lLeen cbiained
if there had beenr no variation in nrices over the year, a
fairly accurate picture is given of what profit might have
been expected if prices had rewained stable throughcut the
year at the level at which they steod at the beginning of
the year.

Ncd only did prices of articles sold cff the farm vary,
but there was alsc a wariatien in some of the exvenses.
This variation was in such items as live sitock bought, and

in any manures or feeding stuffs bought during the year a¥
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varying prices. In the case of purchased livestock, it

was guite easy to avply the same method as in sales of
livestock, i.e.Index Numbers were used tc arrive at the
price which it might heve been expecied the animels would
have cost if prices had remained at the level at which
they stood at the beginning cf the year. In 4the case of
such commodities as manures or feeding stuffs a difficulty
arose since the date at which a payment might have been

entered in the farm account bcok would not necessarily be
the date cn which the commodity was nurchased; the article
might have been bought 6 or 9 mcnths previously, on &

totally different price level from that which was cperating
at the time the goods were paid for. It is probable that

in the case of some farmers, at any rate, it would have
been possible to turn un the ola invoices, and ascertain
the actual date, but it is doubfful if this could have

been done for all. In the circumstances, it was thought

that the error introduced by disregarding the possible
fluctuations in price of these purchases would be trifling,
and they have therefore been ignored.

The Index Nwabers of the Mihistry of Agriculture are
cormpiled from records of markets and prices throughout the
country. It is quite possible that the price movements in
a speciel district - say, the county of Devon - have not

been altogethef ginilar to those applying to the country as
& whole, sc that the Index Numbers used may be inavoplicable
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-10 local condi%tions. In the case of Cattle, Bheevn and Pigs,

either fat or steore, it is not likely that local price
variations Will?iery different from those awnplying to the
whole country, out in the case of such articles as milk,
butter, &c., it is quite probable that price fluctuations
in this part of the world differ considerabdly from those
in other parts of the country. This might be expected to
be'the case particularly with those farms supplying the
3outh Devon seaside regorts. Consequently, in the case of
- 1filk, Butter and Bggs, the lMinistry's Index Nuwmbers have
not been used, but figures have been taken after visiting
and taking advice from a representative number of farmers
in the district concerned.

One further point needs elaboration. The whole idea of
the investigation has been to indicate what return might
have been expected by the farmer, planning out his year's
work at the beginning of the year, if_prices had remained
at the figure at which they stood at that time. But in the
case of crops, the farmer's year begins before Ladyday,
and even before Jan. 1lst. The farmer must lay out the main
plan of his cropping by Michaelmas or soon after, and to
make allowance for this, prices of crops sold have been

worked out on the basis of the Index Number at tae

preceding October,







R.T.8. R.T.9. 2.7.4 R.T. R.T.17.
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Trofits and Losses per 100 acres. ¥.T.2. W.T.3. B.E.8. R.T.I. D.7. Average,
Date Accounts closed. Apr.20. i=r.25. Mar.}}. Apr.21. Dec.31.
wein Features cof Farming System. llilk 3elling. Kilk Sllg. Stock & Rearing & 3Stock Rearg.
‘ and iixed. Corn. dixed. and feeding.
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Both 13925-26 and 1926-27 were years in which prices
fedl very considerably,‘and it would therefore be
exvected that the revised figures, whether worked out on
iiethed A, er Iethed B, in each year would show increused
nrofits or decreased lcsses on the original figures.
This, in fact, is what havnpendd. As is only to be
expected, there is a good deal of variation cver the
different farms in both the origihal figures and both
sets of revised figures ?n gither year, but if, to
fecilitate matters for a moment, average profits and
losges per 100 acres are worked cut for the 10 farms in
1925-26 and 8 farms in 1926-27, it will be seen that the
tendency in both yesars was rather similar. By taking the
criginal figures, a comparatively small -loss was madelin
gach year: Methed A changed the less into a profit in
each year «f almos?d £1 per acre, but by basing the
figures c¢n the Index Numbers at the end c¢f the year, the
profit was reduced to rather less than 10/- per acre. If
no allowance is made fcr unpaid family labour, an average
figure of £20.0.11 per 100 acres, or 4/~ per acre, can be

added under this heading.

Both dethod B, 1925-26 and Methed A, 1926-27, are

based on the same Index Numbers, -and, this being se, it
would be expected that, other things being egual, the

profit er lcss shown by the two methods would be the same.
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The fact that this is not so suggests that other things
are not egual. Factors, besides prices, which vary from
-year to year, are the weather, and such eleménis of good
or bad luck as the risk of abortion in ﬁhe dairy herd, ﬁhe
pronortion of doubles at lambing, &c., and the differences
shown in the results of tiie two methods over the two years
show the riecessity for collecting reoords<of more than one
year before forming any conclusions.

The idea of using Index Numhers in the way which has

been adopnted in this investigation was to try to weasure

the effect of the fall in nrices of agricultural products
. cn agricultural prosperity over the last two years, and to
indicate what sort of a profit might be expected from
fariming when nrices became stable, three levels of prices
having been taken in this connection, namely, those at
1925, 1926 and 1927. No particular accuracy is claimed
for the method; some of its weaknesses have already been
discussed, and he would be & bold man at any time who,
equipped with all the pcssible data, would definitely
predict the future of farming, even ad no more than a
vear's distance., It is claimed for the present method,
however, that the effect on farming fortunes of the drop
in prices is clearly shown up, while there seems a decided
indication that stable prices would result, not merely in

reduced losses, but in actual nrofits.
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It does not follow that a given farm should exnect to
be affected in the sawme way as the average; the fall in
nrices was felt more keenly by some types of farms than by
others, and the greater number of the 10 farms whose
accounts have been dealt with in this investigatioﬁ are
South Devon farms, follewing a more or less mixed system
of farming, thoigh relying chiefly cn milk selling, or
rearing and buttermaking. One farm is a corn and stock farm
in did-Deven, and the tenth is a stock farm bn the borders
of Cornwall. Bearing in mind tshe limitations of the method
adopted in the investigation, it would seem that with
stable prices, a farmer should be able to make a »nrefit of
from lQ/¥ to 20/- per acre cn his farm, even when
allowing as an expense the value of any unpaid manual

labcur. If no allowance for this is subtracted from

profits, then another <20 per 100 acres, or 4/- per acre,

miznt be expected to figure in the “rofit and Loss Account
as a pfofit.

This does not make any allcwance for any interest on
tﬁe capital the farmer has invested in his farm, nor does
it allow him anything for his work of management. Profits,
thus, must be looked uwmon as the reward the farmer gets
(aj for investing his capitel in farming, instead of in
stocks and shares, (b) for spending his time as the

manager of the farm. On the other kand, it must be realised
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that by living on a farm, the farmer gets a house and

garden free of rent and rates, and a large proportion of

his focd at cost vrice, whereas in any other occupaticn

these would be ex£ra exnenses; it is probable, too, thad
. . !

more independence is aitached to the life of tha faruer

than can be lccked for in any ¢ther trade or professicn.

\ The table presented gives a swmary of the estimated
tctal effect oﬁ the ?rofit or loss of price changes.
Overleaf, in Table 11, is given txne effeotloﬁ the various
itews of output so that the relative effect of the fall in
prices of, say, Cattle, or Sheep, can be judged, and being
spiit un as between Trading (i.e.tuying and selling)‘and
Valuation, it can be seen how much the fall in prices
affected actual sales, and how far it was mersly a Writihg

down of valuation. ‘“here no sign is given, it means there

was & fall in prices for the year - i.e.to ged conditions

at the beginning of the year, the figure nust be added.

Where there is & minus (-) sign, prices rose during the
year, and the rise would therefore have to be subtracted
to bring them on the same basis as figures for the

) 123

beginning or end c¢f the year.
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Method A. Trading and Valuation Increases and Decreases.
Per loo aCreSo W‘.T‘az. VJ.T.‘%. OEQSO R.T.l' P.?.

e epe———————o

s 4 £ s 4 & s d £ s 4 4
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Trading. » A

Cattle 19 10 3 : 9 10 3 15

Sneep 10 18 13 10 8 19 18 .

Pigs 17 -2 2 10 10 -10 1S

Dairy Produce , 6 - -

Joultry and Sggs

“heat 15

Barley 10 23

Oats 13 3

Potatoes
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Valmwation.
Cattle - 40
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: . Trading andVValuation Increases and Decreases. 1926-27.
Per 100 acres. ¥ . B.i.,0. . R.T.1. . P.7. Average.
' £ s 4

| £ s 4 £
Trading. - - : ,
Cattle 6 24 1 16
Shee - - 16 3 14
Pigs » 4 2
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These figures show how far the fall in prices has
affected the Trading Account, and how far it has been
merely 2 writing down cf valuation. In each year, every
farm except one, BE 8, showed that the fall affected
chiefly the valuation and only to a comparatively small
extent fhe,values actually sold and purchased. BE 3 is a
farm where & lot of buying in and selling out of some
of the best quality Devon bullocks is done, and this to
some extent accounts for the difference. However, anéther
important feature of the farm is sales of Barley, and the
fall in price of barley over the two years affected the
total figures considerably. All the other farms excent

P 7 are situated in South Devon, and stock are kept

primarily for what they produce, e.g.milk, butter, lambs,

wool, and consequently actval sales of stock are not
important relatively to the value of the stock theuselves,
so that a  fall in prices affects the valuation'more than
if affects the actual sales of livestock from the farm.

THE EFFECT OF THE FALL IN VALUATION., It may here be

interesting to digress for a moment in order to study what
the real .effect of a fall in valuation means to a farmer.
A fali in valuation may be due to a reduced number, or
poorer quality, of stock on the farm, or it may e due to
‘lower values of equal quantities and quality. /e are here
considering only the fall in valuation caused by the drop

in values or prices. The effect in the Trofit and Loss
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Aoccﬁnt is quite clearly seen to reduce the profit or
increase the lOSS{ but is it true to say that the farmer
really feels this loés? To take a very simple system of
farming, suppose a fafmer milks 20 Cows whicihh he values

at an average of £30 per head at the beginning of one
year, and, new cows having been brougnt in to replace old
ones, he puts the average value @ £30 per head at the end
of the year. Supposing that during the next year the
prices of cows fall so that théy can only be valued at

£20 per head. Then during the second year there will have
been a fall oﬁ £10 in valuation per head on 20 cows, or
the Profit and Loss Account will be £200 worse coff than
previously. But if othef conditions are thelsame, the
farmer's wvash expenses will be no greater, whilé his sales
of milk wild be as great, so that in spite of the reduction
of £200 in hias profits as shown by his profit and loss
account, he will have as much money on which to live in
the next year as he had in the year previous, and if he
has to buy in a fresh cow into his herd, he can buy it

at £20 instead of at £30. It would seem, tnerefore, that a

fall in profits owing to such a fall in valuation is one

which is not felt by the farmer, and actually, so far as it
affects a man while he stéys in his farm, it is quite true
to say that the fall in valuation of his stock at theeend
of the year from the valuation at the beginning does not

affect him, assuming that the nuuber and gquality of the
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stock reirain the same. It is only when he coiies to leave
the farm, and to coupare his position with what it was when
he came in that he feels the efifect of the fall. To take
our original figures again, when our farmer went into his

fari, he had to set aside £500 in order to buy his 20 cows

@ £30 each. During 3he years he has been farming, he has

had to fmrego interest on this amount of capital, but when

he comés to give up his farin he oanly gets £400 (20 cows O
£20 each) for the same number and guality of cattle, so that
he has lost the interest on £200 at the end of his farming
career,’besides foregeing in{efest on £600 while he was
actually farming.

By a9oplying tihe princinles contained in tiie foregoing
exéample to actual farming conditions, it should be »nlaih
that & large proportion oi the losses shown since the end
of the war are not really felt by farmers remaining in
business, since they are only due tc the fall in valuations.
In the same way, a farmer who has been steadily going through
the veriod from 1914 to 1928 would have actually been
affected by the fall in prices very much less than might be-
expected by a werusal of his profit and loss account. It is
equally true to add that much cf his wartime profits were:
due to a writing un of valuation, and these profits, Dbeing
invested in the stock on his faru, could not be touched by
the farmer. In other words, during the war, much of his

profits were "paper" profits which he could not use; since







the war, many of his losses have been “paper” losses,
vhich he has not felt. How far the farmer has actually
been affected by the fall ih prices depends largely, of
course, upon the system of farming which he follows.

The man who is to be pitied in this connection is
one who invested his capital in farming or land at the
of the market, say, in, or near 1920. Having locked up
capital invstock at ﬁhe prices ruling at that time, he is
now in the position of having to write down his capital
year by year, and, if and when he goes out of farming, he
will get veiy much less for his stgck, in hard cash, than
when he wvent in, asswning that the number or quality of Mis
stock has not increased considerably:; he has, in fagt, lost
'a lerge proporticn of his capital.

THE FALL CO#PARED IN 1925-26 AND 1926-27. - This digression

on the real meaning of a drop in values has taken us rather
a long way from the study of Table 1l. To return to this
Table, it is interesting to note that dn every form

except two - WT 2 and P 7 - the Grand Increcase was greater

in 1925-26 than in 1$26-27, i.e.prices fell more in

1925-26 than in 1926-27. The reason for this lies in the
much greater arop in Sheep values and prices in 1925-26
than in 1926-27. This can be seen by comparing either the
Trading Acccunt or the Valuations for the two years. On the
other hand, prices and values of Cattle dropped more in

1926-27 than in 1925-26, and this accounts for the larger
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increase in the case of P 7 in the secongyear than in the
first, sihce this Tarm specialises very much more in
Cattle thah in dSheep. The minus figure in the Trading
Account for Cattle .in 1$25-25 which occurs in 3 of the 10
far:is 1is chiefly on account of the slight increase in
price of Dairy Cows during the year.

The increase in price of Yigs during 1925-26, an
their subsequent fall in 1326-27 is shown by the Table.
| - Fluctuations in pricés of other products are not
important, excent in the case of farm RG 8, where the fall

in price of 3Barley in both years is very epnarend, and has

a large effect on the total figures for that farm.







TABLE 311, .
L9 2 A, 1925, 2 6.

Sept.0ct.Nev.Dec. Jan.Feb.Mar. Apr. May . June . July.Aug.Sept. Oct Nov.Dec, J3323§?~ibr.
Wheat 61 69 68 g gé 83 59 47 5 40 67
Barley 107 203 89 7 59 34 29
Cats 38 47 45 37 46 42 3 ‘ 36 34 33 32
Fat Cattble 54 48 47 44 52 53 51 49 48 4 44
Fat Sheep 100 93 90 84 207 100 100 f 62 47
Bacon Pigs 38 ) 40) 45 49 59) 61 60 , . 70 86
Pork Pigs 37 : 60 71 84
Deiry Cows 59 62 60 55 53 50 48 : 48 4c x
Store Catfle 44 41 36 37 43 46 40 32 x
Store Sheep 130 112 94 85 102 100 104 100 99 63 X 53
Store Pigs 29 33 38 49 48 47 55 55 . 7 8 x 121 121 115
Potatoes ' 9 154 168 166 252 144 138 IX5 124 76 60 64 53 49 31
Wool 105 118 105 3 49

x. Very few markets for Store Cattle were held durlng December on account of Foot-and-ilouth
Disease Restrictions.

26, 192 7.
Apr.ay. June. July Aug, Sept.Oct.Nov.Dec.Jan.Xeb. Mar, Apr.ay. June. Julv Aug.S8ept.
Wheat 57 67 71 73 6 50 66 61 61 60 Sg 52 53 60 56 6
3 46

Barley 18 21 1 50 42 35 3k 36
Jats 26 31 25 20 17 20 18 27

4
Fat Catdle 39 L0 40 39 31 26 25 24 25
Fat Sheep 59 66 52 2 43 45 53 58 48
Bacon Pigs 32 87 ’9 79 , ‘ 63 61 58 54
Pork Pigs 84 90 81 / 76 73 60
Dairy Cows 39 36 38 39 , 26 25 26 24 21
store Cattle 31 29 28 28 23 23 21
Store Sheep : 60 71 63 40 53
Store Pigs 119’ 142 108 99 90
Potatoes 7 -5 40 60 - 61
Hool 33 25 31 34 33

54 2 62
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THE THDEX NUMBERS OF THE MIWISTRY OF AGRICULTURE. Table

111 gives details of Index Numbers for the individual
items of fara »roduce from Sent. 1924 to 3ept. 13927, and
from it, one can clearly see thes tendency there has beern
for vwrices - especially price of livestock - to decrease.
Store Sheep, for instance, decline from 130 in Sewnt. 1324
to 49 in Zept. 1927 having been as low as 30 in iy 1927.
Fat Sheen are down from 100 to 45, while 7at Catile have
declined from 54 to 30, and were as low as 24 in iy 1927.
Yor reasons stated above, no attenmpt has been iade to
apply Index Wuumbers to those expenses which may have varied
similarly to items of Receipts, but Table IV gives a
sunmary of the yearly variations from 1922 to 1327 inclusive
cf certain items of Feeding Stuffs and Hanures. It will
be seen that the tendency since 1922 has been a fairly
general decline till 1526, but in several instances there

was a rise in 1927. Two manures, Sulvnhate of Ammonia and

Kainit were in several of the years actually cheaper than

in pre-war days.

Finally, thanks must be accorded to those .farmers who
have allowed their accounts to be used for the purposes of
this investigataon, and to those accountants who in
several instances have gone to consicerable inconvenience
to themselves in providing the data on which the investigatio
has been conducted. If tlhe woints which it has been
possible te daiscuss are sufficiently interesting to Doth

to ake them feel that tirere is & further value in faru
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accounts beyond their use for purposes of satisfying

~the inquisitiveness of the Inspectors of Income Tax,
the writers will feel more than repaid for any time

spent in carrying-euf the investigaticn.

V. H. Long.

D. Trevains.

FPebruary 1928.













