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ALLOCATIVE ABILITY, INFORMATION
PROCESSING AND FARM MANAGEMENT?

Kenneth M. Menz and John W. Longworth*

A considerable range of formal farm planning models have been developed
during the last twenty-five years [2, 18, 21]. However, they are rarely
used by commercial farmers [18]. There are many possible reasons for
the failure of practising decision-makers to avail themselves of these new
planning technologies. One overwhelming reason may be that these
mathematical models are not really capable of representing the actual
decision problems of greatest interest to farm managers. An essential
feature omitted from the conventional planning models is the need to
constantly adjust the resources under the control of the manager in the
light of information feed-back from the dynamic system being mani-
pulated.

Two recent farm planning models have highlighted the need for constant
adjustment of resources in response to ever-changing conditions [7, 17].
The ability to make such adjustments has been termed “allocative ability”
[6]. Huffman has defined allocative ability as *“the human agent’s
ability to acquire, decode, and sort market and technical information
efficiently” [8, p. 85]. Presumably the term also implies the ability to
act upon such information since it is manifest in ‘‘the rate at which
decision-makers adjust to disequilibrium” [8, p. 85]. Indeed, Schumpeter
{20] developed the theory that the creation of disequilibria is an essential
part of the entrepreneur’s role.

Allocative ability is extremely important in modern agriculture. Over-
seas, technological change has received attention as a major factor con-
stantly altering the conditions under which farmers operate [19]. For
example, Harle says: “in practice, one is always moving fowards a con-
tinually improving and adjusting technical efficiency, rather than allocating
at a state of technical efficiency” [7, p. 156]. In the Australian context,
the climatic, disease, price and even political uncertainties and instabilities
faced by farm managers, guarantee the importance of allocative ability
without the added challenge of new technology. In many Australian
farming situations, timely short-term adjustments are likely to be more
important in determining the long-run economic result than the general
farming system employed?.

T Manuscript received November, 1976.

* Lecturer and Reader in Agricultural Economics, University of Queensland.

! A similar sentiment has been expressed to us by P. L. Nuthall (personal communi-
cation). This was also the conclusion reached by Harle [7].
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By definition, allocative ability is integrally linked to information process-
ing. Similarly, practical managerial experience is essentially a matter
of (informal) information processing with regard to specific managerial
situations. In fact, allocative ability could be regarded as a general
term which encompasses practical managerial experience as one of its
components. Few people would question the value of practical manager-
ial experience in farm management. There is evidence that allocative
ability is enhanced by a high level of general education [8, 22]. Pre-
sumably education designed specifically for farm managers would be
even more effective [12]. We suggest that allocative ability in relation
to farm management can be enhanced by training in information handling
and by the provision of suitable data processing equipment and pro-
cedures.

All managers face problems associated with information processing. In
agriculture, the problem is exacerbated by the multiplicity of functions
(or roles) the manager is expected to perform [11]. Recording and
utilizing data are administrative and/or entrepreneural skills. Farm
operators frequently place much greater emphasis on physical and/or
labouring skills, Under these circumstances formal data processing
tends to be seriously neglected by farm managers.

The traditional approach to improving farm management information
processing has stressed record-keeping. While financial and physical
data must be recorded before it can be processed and utilized for decision
making [9, 14, 15], record-keeping should not be presented as an end in
itself. Unfortunately many educational/training/extension programmes
leave participants with this impression. Record-keeping needs to be
seen as an aid to future forward planning and current tactical decision-
making. Managers and potential managers need to experience and to
learn to handle information feed-back as part of a cyclical management
procedure [10, p. 66] in which the central function of the manager is to
make decisions. In particular, all managers must decide what information
to record, in what form, and how to translate the information into im-
proved decisions and timely actions regarding the allocation of the
resources at their disposal.

The most important reason why very few farmers maintain adequate
(in a managerial sense) records is because they do not have the necessary
data handling skills to make use of the recorded information for better
decision-making. For example, few managers consider the advantages
of graphs and charts (of rainfall and prices) for decision purposes.
Similarly, the relative timing of various farm operations is usually re-
garded as “‘a matter of experience”, but ex-post analysis of this question
in a probabilistic framework would improve the value of the experience.
Perhaps extension personnel could contribute more to improving the
managerial efficiency (decision-making capacity) of farmers by devising
and explaining simple analytical procedures which will make better use
of the records most farmers already maintain, than by trying to persuade
farmers to record new and more detailed information. The usefulness
of the latter may be far from clear to the farmer and perhaps, one suspects,
to the extension worker.
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Financial data represents a neglected source of management information
for most farmers. All primary producers must maintain a minimum set
of financial records for taxation purposes. Traditionally the manager
collects the financial information but leaves the analysis to an accountant.
The accountant processes the data at the end of the financial year with
the aim of preparing a set of records for taxation purposes. These accounts
may be at best misleading and at worst virtually useless from a manage-
ment viewpoint [13]. In any event, they only become available after a
considerable time lag. Australian farmers now have access to a range of
computerized accounting systems to ease the data processing and analysis
burden [1, 3, 4, 5, 16]. Primary producers can obtain useful and timely
feed-back from the financial side of their businesses. The recording,
processing and analysing systems are readily available. A great opportun-
ity exists to improve the allocative ability of present and future managers
through improving their capacity to handle financial information.

It is often claimed that: “‘you can’t teach management”. Such statements
imply that experience or intuition plays the dominant role in successful
management. However, “experience” and “intuition” are merely terms
used to describe various informal information processing systems. A
preferable term is ““allocative ability”” which highlights the constant need
to adjust resources in the light of changing circumstances. Allocative
ability can be enhanced by education related to the acquisition and
manipulation of data and by specific data processing techniques (allowing
the speed and scope of manipulation to be increased). Perhaps more
emphasis could be devoted to this aspect of farm management by the
relevant training, extension and research institutions.
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