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Preface

Public policies pertaining to the food and agricultural sector have a large number
of diverse objectives. There can be little doubt, however, that one of the principal
purposes of economic intervention in the sector has been to improve farmers’
incomes. Farm income policy in Canada, as elsewhere, has had three major aims:

1/ to ensure that farmers have an adequate standard of living;

2/ to ensure that, on average and over time, the rate of return to resources
devoted to primary agricuitural production is equal to the rate earned by
comparable resources in other occupations; and

3/ to reduce the variation in the returns to farmer-provided resources from one
year to another.

In other words, farm income policy is concerned with income adequacy,
comparable rates of return, and instability.

This study provides an in-depth analysis of these three farm income consider-
ations. The study begins with a brief examination of the rationale for public
concern about agriculture and then establishes that we should examine farm
income by farm size rather than base conclusions on the average income for the
total sector. Next, the report studies the components of the income — operating
farm income, nonfarm income, farm income in kind, capital appreciation, and
taxation considerations — that should be measured to generate a complete picture
of income for farmers. In addition, this section analyses the conceptual and
measurement issues involved with these components and provides numerical
estimates of income components for farms of different economic-size ranges.
Rates of returns are then analysed by comparing Ontario’s commercial farmers
with both a/ nonfarm, self-employed, small businessmen and b/ wage-earning
and salaried workers. The incidence and problems of income instability are then
discussed and illustrated by the changes in annual income levels and prices for
specific commodities. Finally, the policy implications of current income levels, rates
of return, and instability are studied, as well as the impact of government
programs.



1 The Rationale for Public Concern

Of widespread concern to farmers and the public
officials dealing with agriculture is the belief that
farmers typically earn less than their nonfarm coun-
terparts. This concern is very important because it
touches upon the equity issue of achieving compa-
rable income-earning opportunities for farmers, as
well as upon the efficiency of resource use. Levels of
income and rates of return are the two main meas-
ures used to address this concern.

Levels of Income and
Rates of Return

Income levels and rates of return are highly inter-
related in that higher rates of return for a given
quantity of resources mean higher incomes and that,
given constant resources, higher incomes indicate
higher rates of return. Absolute income levels,
however, measure the total level of earnings and
address the question of whether farmers are “‘poor’’;
rates of return, on the other hand, represent the
return per unit of resource and address the question
of whether farmers are ‘‘underpaid.”” Some large
farms may have low rates of return and yet generate
considerable income because they have many
resources. Many small farms, on the other hand, may
have too few resources to generate a decent level of
income, even if resources were utilized optimally and
were earning moderate or high returns.

The relationships between minimum welfare
incomes and comparable rates of return are illus-
trated for both full- and part-time farmers in a dia-
gram developed by Professor T. K. Warley of the
University of Guelph (Figure 1-1). The upper and
lower halves of the diagram distinguish between
farmers earning incomes above or below some
societal welfare minimum; the left and right halves
distinguish between a/ farmers obtaining returns that
could be earned on similar resources in other occupa-
tions, and b/ farmers whose resources earn less than
similar resources. Farmers located in the upper left
corner of the diagram have both adequate income
levels and comparable rates of return; thus they pose
no income or resource-return problem for society.

The remaining categories, however, receive inade-
quate returns to their resources, inadequate incomes,
or both.

Figure 1-1

The Interface between Farm Weifare and
Resource Returns

Returns per Resource Unit
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> Minimum
level

=
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Welfare

SOURCE Developed by Professor T. K. Wartey, University of
Guelph.

As a result of the low resource returns and/or
incomes for some agricultural producers, public
policies have often been developed to transfer
income to farmers to enable them to earn ‘‘fair
returns to their resources’” and a minimum standard
of living. These transfers are motivated by a number
of considerations, including assertions and beliefs
about the rates at which resources in farming are
rewarded, the need to correct for market failures, the
desire to preserve the family farm and the rural
environment, and the notions of distributive justice
and minimum welfare “rights’’ for all Canadians.

The theoretical explanation of why returns to
resources in agriculture might be expected to be
lower than in other occupations has several compo-
nents. First, low income elasticities of demand for raw
farm products tend to restrict the growth in aggre-
gate food consumption below the growth in aggre-
gate income, thereby causing a relative decline in
aggregate agricultural income compared with that of
other sectors. Furthermore, low price elasticities of




2 Farm Incomes in Canada

demand result in declining prices for farm products,
declining gross sales revenue, and declining rates of
return if supply increases faster than demand. In
recent decades, innovations and technological
advances in farming from research, extension, and
institutional improvements have enabled large
increases in output per acre and per man-hour, so
that the capacity for increases in supply has consid-
erably exceeded domestic growth in demand. Rates
of return could be maintained if the total resources
used in agriculture were reduced fast enough, but
many agricultural resources are specialized and tend
to become ‘fixed” in farming, with much lower
“salvage’” values in nonfarm use. As a result, this
analysis suggests that problems of structural rigidity
in agriculture could lead to long-run problems in
income levels and rates of return.

Other features of agricultural markets are also
thought to create disparities between the farm and
nonfarm sectors. For instance, disparities in bargain-
ing power between the small, competitive farm
producers and the highly concentrated industries
supplying production inputs and buying farm prod-
ucts are alleged to hold down the returns to farmers
from their resources. Farmers are also said to lose
even more during periods of inflation by having to pay
for farm inputs at prices set high enough by large
companies to cover their costs, while the farmers
may have to sell their products competitively at prices
too low to recover their rising input costs.

Support for public policies that bolster returns to
resources in agriculture above market-determined
levels is justified by the belief that market prices do
not always reflect the full social value of agricultural
production or the role of the farmer in society. Farm
fundamentalists argue that the farmer is the back-
bone of the rural community and that family farms
constitute the most efficient and desirable form of
agricultural production. By assuring farmers an
adequate level of income (sometimes above market-
determined levels), society can help to keep rural
communities viable, to preserve the family farm, and
to assure Canadians of as ample and secure a supply
of food from Canadian production as possible.
Complementary arguments propose that market
prices do not reflect the full social value of the growth
in the total economy resulting from primary food
production or the true value of maintaining land to
provide open space and food production for future
generations. These proponents argue that public
assistance to agriculture can heip to lessen the
“excessive’’ reduction in farm numbers and thereby
help to maintain these wider benefits.

Finally, Canadians as a society appear to be
genuinely concerned with helping people with inade-
quate incomes to attain a decent, minimum standard
of living. Small agricultural producers, who typically
earn lower rates of return than those on larger, more
efficient farms and who often have limited human,
capital, and land resources, frequently earn low
incomes. Policies that transfer income to farmers are
in part aimed at alleviating this problem. It is unclear,
however, whether the intent is to raise the income
levels of poor farmers to at least some acceptable
figure or to attain the more ambitious goal of raising
the average level of income for the total farm sector
to the average level of all other Canadians. Fre-
quently, the objective is stated as that of “‘ensuring
adequate levels of income for the operators of small
family farms."”

While concerns about income and rates of return in
agriculture are often used persuasively in support of
agricultural interests in political decision making, their
overall validity and impact for the agricultural sector
and on agricultural policy is by no means clear.
Structural and market conditions can contribute to
depressed prices and incomes under a variety of
conditions; but, by themselves, they do not neces-
sarily guarantee low returns and incomes. Further-
more, their overall effect may vary considerably from
one time period to another and between producers of
different commodities and on different-sized farms.
Many of the arguments are also based on value
judgments, which can change or take on different
priorities as conditions change. Some of the issues,
while receiving general support, may even become
directed away from agricultural ministries to other
agencies of government. In recent years, for example,
it would appear that an increasing share of the
responsibility for dealing with the low-income ‘“‘wel-
fare’ problem has been directed to those agencies
with the same responsibility for the nonfarm sector,
while considerably more of the assistance provided
through agricultural ministries has been directed
towards achieving ‘‘fair’’ rates of return and income
levels for commercial farmers.

Instability

The third important consideration of farm income
policy involves the instability of farm income levels
and resource returns from one year to the next. A
well-known characteristic of farm product markets is
that prices fluctuate rather sharply in the short and
medium term and that farm production can vary
considerably from one year to another because of
weather, disease, and even government programs.
Annual variations in both supply and demand,
combined with low domestic supply and demand




price elasticities, can yield wide fluctuations in farm
gate prices, in gross and net farm incomes, and in
rates of return to farm resources. Consumers are also
affected by changing food prices, although fluctua-
tions at the farm level usually exceed significantly
those at the retail level.! In recent years public policy
has focused increasingly more attention on enhanc-
ing the stability of the food and agricultural sector, for
both farmers and consumers.

Public programs directed at reducing the instability
in farm prices and incomes are often justified on
several grounds. First, it is argued that stability of the
economic system is a desirable end in itself, for both
farmers and consumers, and that more stable food
production and costs help to create stability and to
avoid short-run income redistributions throughout the
entire economy. It is also suggested that because of
uncertainties about the fluctuating prices and
incomes, both farmers and consumers could derive
greater utility and well-being from secure, stable
prices and real incomes than from those that fiuctu-
ate widely but have the same average level. Finally, it
is claimed that with greater price and income cer-
tainty, farmers could plan their operations better and
thereby achieve more efficient use of resources.
Some instability is often considered beneficial,
however, in that it facilitates the natural “‘weeding
out” of the most inefficient resource users.

The Need for Evidence

Because of the wealth of information about the
farming industry and the extent to which the
industry’s income performance has been subject to
comment, study, and public programs, it might be
anticipated that detailed evidence would be readily
available about the income and resource returns of
farmers. Unfortunately, this is often not the case. An
excellent study of Canada’s farm population [Shaw,
1979] provides detailed measurements of the farm
and nonfarm income of farmers for the 1970 income
year; but similar or more recent studies are not
readily available. Furthermore, studies examining
other aspects of income, such as capital apprecia-
tion, taxation benefits, and relative rates of return, are
very limited. It is particularly important that studies
based on 1970 or 1971 income data be updated
because they pertain more to the 1960s than the
1970s with regard to farm income, market conditions,
and agricultural policies.
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Because of the lack of current data on many
aspects of farm income, policies have been imple-
mented in recent years to deal with farm incomes
without good indication of the overall income condi-
tions of farmers. Good evidence, for example, has
been lacking on the distribution and characteristics of
the farmers falling in the two cells in the upper left-
hand corner of Figure 1-1 — i.e. those farmers with
neither problems of inadequate incomes nor prob-
lems of low rates of return — or of the farmers in the
other cells of the diagram, who have problems of low
incomes, low relative rates of return, or both. Further-
more, we lack the evidence to test whether the
concerns about public involvement in agriculture are
fully valid, in fact, and/or justified, or whether they
are supported only by the value judgments of their
proponents. This lack of evidence is especially
restrictive for present policies because the improve-
ment in agricultural opportunities since 1973 has
invalidated some of the conclusions about agriculture
in earlier time periods and has made up-to-date
information a prerequisite for the evaluation of
current conditions.

The remaining sections of this study attempt to
compile recent data and expand the evidence,
particularly for recent years. Because of the lack of
data in many crucial areas, the study does not
provide precise numbers for the farmers in the
various cells in Figure 1-1; however, the general
distribution of farmers in these cells is indicated,
especially the commercial operators for whom most
current policies are designed. Furthermore, because
of our limited time and budget, the study simply could
not cover many areas that should be analysed. It has
not been designed as a census monograph, providing
numerous series of tables for different regions,
census subdivisions, and so on. Instead, emphasis
has been placed on presenting information for
selected years, and under varying circumstances, to
illustrate and document the overall conditions in
agriculture. Whenever possible, data from the post-
1973 period have been used, although some pre-
1973 time series data and individual studies are
presented to show historical perspectives. Hopefully
the study will provide a helpful basis for evaluating
the pertormance of farmers and the policies designed
to assist-them.




2 Identification of the Different Types of Farmers

Generally claims of low earnings in agriculture have
been based on average net farm operating incomes,
which typically have been quite low. For example, this
income amounted to only $4,224 per farm tax filer in
1979. In addressing questions of income adequacy,
comparable rates of return, and income instability,
however, it is important to first identify different kinds
of farmers with different income characteristics. A
useful way to classify farmers is by their gross sales,

Table 2-1

which are a measure of economic farm size.' In Table
2-1, data from farm tax filers are broken down by
gross farm sales from 1971 to 1979 to iilustrate the
considerable differences between farmers. Some
farmers are poor, but many with low farm incomes
have nonfarm jobs or are farming as a hobby; they
are not really serious farmers at all. Large-farm
operators, on the other hand, seem on average to
have reasonably good incomes.

Average Net Income of Farm Tax Filers, by Size of Farm (Gross Sales), Canada, 1971-79

Average net income

Number
of farm Farm Off-farm
Year tax filers income income Total
(Dollars)

Gross farm sales ($):

Less than 2,500 1971 95,752 -592 5,868 5,276
1972 89,373 -529 6,703 6,174
1973 80,315 -640 8,004 7,364
1974 81,649 -901 9,878 8,971
1975 83,693 -950 11,760 10,810
1976 84,062 -1,167 13,505 12,338
1977 84,525 -1,104 14,320 13,217
1978 81,235 -1,149 15,273 14,124
1979 76,090 -1,504 17,478 15,974

2,500 - 4,999 1971 56,241 -6 3,663 3,657
1972 50,922 184 4,605 4,789
1973 45,193 177 5,874 6,051
1974 42,959 -162 7,638 7,476
1975 42,644 =273 9,357 9,084
1976 42,895 -615 10,775 10,160
1977 43,330 745 11,832 11,085
1978 41,950 =771 13,131 12,361
1979 40,305 -957 14,816 13,859

5,000 - 9,999 1971 75,526 1,084 2,276 3,360
1972 70,978 1,325 3,007 4,332
1973 61,895 1,428 4,332 5,760
1974 55,456 1,229 5,937 7,166
1975 54,525 1,028 7,351 8,379
1976 53,646 546 8,521 9,067
1977 53,335 318 9,673 9,991
1978 51,725 225 11,246 11,472
1979 50,595 141 13,070 13,211
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Table 2-1 (concl'd)

Average net income

Number
of farm Farm Off-farm
Year tax filers income income Total
{Dollars)
10,000 - 24,899 1871 94,605 2,539 1,468 4,007
1972 107,625 3,228 1,761 4,989
1973 107,829 4,108 2,485 6,593
1974 97,891 3,794 4,172 7,966
1975 92,884 3,997 4,808 8,805
1976 91,175 3,190 5,625 8,515
1977 88,660 2,750 6,435 9,185
1978 85,130 2,680 7,868 10,549
1979 80,890 2516 9,984 12,500
25,000 - 49,999 1971 30,796 4,141 1,471 5,612
1972 43,142 5,222 1,510 6,732
1973 60,955 7,860 1,851 9,711
1874 70,222 9,076 2,833 11,909
1975 73,711 9,051 3,303 12,354
1976 73,165 7,589 3,764 11,353
1977 73,115 6,617 4,213 10,830
1978 75,140 6,445 4,909 11,354
1979 74,665 6,768 6,272 13,040
50,000 and over 1971 13,367 4516 2,148 6,664
1972 19,289 6,024 2,146 8,170
1973 33,042 10,807 2,552 13,359
1974 47,102 15,424 3,516 18,940
1975 58,828 16,105 3,841 19,946
1976 61,620 13,148 3,988 17,136
1977 62,815 11,163 4,258 15,421
1978 81,545 10,954 4,352 15,31
1979 105,165 11,826 4,953 16,779
Total, all sales classes 1971 366,288 1,237 3,147 4,384
1972 381,330 1,954 3,522 5,476
1973 389,229 3,402 4,217 7,619
1974 395,279 4,452 5,565 10,017
1975 406,285 4,801 6,649 11,450
1976 406,563 3,839 7,603 11,442
1977 405,790 3,253 8,342 11,595
1978 416,730 3,581 9,039 12,620
1979 427,720 4,224 10,253 14,477

Sounce Data for 1972-74 are from E. S. Boyko, “Farm income Situation and Outiook,” a paper presented at the Canadian Agricuitural Outlook
Conference, December 1976; those data for 1971 and 1975-79 are from unpublished Statistics Canada tabulations derived from the self-
employed income files.

in Canada there are many different types of
farmers. For simplicity, this study identifies three
general types. These are 1/ commercial operators,
2/ limited-resource farmers, and 3/ a group of very-
small-volume farm operators, consisting mostly of
hobby farmers (Table 2-2). Commercial farmers
operate the largest farms, and typically they are
oriented mainly towards the commercial production
of food. Although it is difficult to establish precise
gross sales levels for these farmers over time because
of inflation, they were considered commercial farmers

if their gross sales attained $25,000 or more in 1975,
$30,000 in 1976, and about $40,000 in 1979. These
farmers account for approximately 30 per cent of all
farm operators, but they produce about 80 per cent
of the total production. Over time, both the absolute
number of commercial farmers and their share of
total production have increased; there was a particu-
larly large increase in 1978 and 1979 in the number
of farm tax filers with gross sales of $50,000 or more
(having increased from 62,815 in 1977 to 105,165 in
1979).2




Table 2-2

Distribution of Farm Tax Filers, by Type of Farmer
and Gross Farm Sales, Canada, 1976

Number of Proportion Proportion

farm of all of all gross
tax filers farmers  farm sales
Type of farmer (based
on 1976 gross sales):
Predominantly hobby
(< $5,000) 126,957 31.2 1.8
Limited-resource
($5,000 - $29,999) 164,875 40.6 189
Commercial
($30,000 and over) 114,731 28.2 79.3
Total 406,563 100.0 100.0

SouRCE Unpubtished Statistics Canada data on farm tax filers.

Commercial farmers typically earn the majority of
their income from farm sources, and their farm and
total incomes generally are adequate. Farm tax filers
with gross sales of between $25,000 and $49,999
earned net operating incomes from farming of about
$9,000 in 1974 and 1975, and around $6,600 from
1977 to 1979.3 Those with gross sales of over
$50,000 had average net operating incomes ranging
from about $11,000 to $16,000 between 1973 and
1979. With nonfarm incomes, the average total
operating incomes of these farmers, from cash
sources alone, ranged from $11,000 to $13,000 and
from $15,000 to $20,000, respectively, between
1974 and 1979. Although the incomes of these
farmers, on average, tend to be higher than those of
other farmers, some may also experience periodic
low. or negative incomes. Young commercial farmers
with large debts and those caught with cyclical low
prices (like the beef producers in 1977 and 1981, and
the pork producers in 1979 and 1980-81) have
experienced difficulties in recent years.

The second group of farmers can be called limited-
resource farmers. These farmers depend on agricul-
ture as an important source of income, but they lack
the physical and human resources to produce on the
scale of commercial farmers. Limited-resource
farmers typically have small farms with low output,
producing over $5,000 in gross sales but less than
the amount ($25,000 in 1975 and $40,000 in 1979)
of commercial operators. These farmers represent
roughly 40 per cent of all tax filers, but they account
for only about 18 per cent of all gross sales. Farm net
operating incomes ranged downward from $1,428 to
$141 between 1973 and 1979 for those with gross
sales of $5,000 to $9,999, and from $4,108 to
$2,516 (also downward) for those with gross sales of
$10,000 to $24,999. At least half of those farmers,
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however, have part-time, off-farm jobs to help
provide reasonably adequate family incomes. On
average, total operating incomes per farmer
increased from $5,760 to $13,211 between 1973 and
1979 for the first group, and from $6,593 to $12,500
for the second group.

While limited-resource farmers with good nonfarm
jobs may have reasonable total operating incomes,
those without nonfarm jobs (approximately half of the
category and roughly 20 per cent of the total farm
population) often have low incomes and constitute
the most serious poverty problem in agriculture.
Some are traditional farmers, farming as their fathers
did 30 years ago. Generally these farmers are poor
but not underpaid for their skills. They lack manage-
ment skill, and their chance of success would be slim
in either farm or nonfarm emptoyment. In reality, the
problems of many of these farmers should be treated
as social welfare problems rather than problems of
agriculture, under the responsibility of ministries of
agriculture.

Other farm-oriented, limited-resource farmers may
be over 55 years of age and are just maintaining their
present operation until they retire. Still others are
retired and are operating their farms more as a way
of keeping active than as a major source of income.
Some small farmers, however, are struggling to make
ends meet, and they face serious problems; these are
the ones who in turn pose serious problems for
agriculture.

The final group of farmers are those with gross
sales under $5,000, most of whom can be considered
hobby farmers. These farmers represent about 30 per
cent of the farm tax filers, but they accounted for
only about 2 per cent or less of all sales in 1975-79.
In 1979 there were 76,090 ‘‘farmers’” who had sales
of less than $2,500 (the equivalent of a good-sized
4-H project, with four or five calves) and another
40,305 who had sales of only $2,500 to $4,999.
These ‘‘farmers’ reported net operating losses of
$1,504 and $957 in 1979 from farming, but their
nonfarm incomes averaged $17,478 and $14,816,
respectively. Typically these farmers ‘‘farm” as a
hobby because of the monetary and nonmonetary
benefits of country living or for tax write-oft purposes,
but they are not seriously dependent on agriculture
for their incomes. Some farmers with less than
$5,000 in gross sales, such as farmers just beginning,
very small operators with little off-farm income, or
retirement-age farmers may be serious farmers, but
they do not appear to represent a large proportion of
this category. Combining the hobby farmers with
more serious farmers greatly distorts the overall
picture of farm income and gives a much lower
average income per tax filer for the agriculture sector.
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Different Types of Farms

The distribution of farms in Canada (as opposed to
farmers) is presented in Table 2-3, by type of busi-
ness organization and gross farm sales. By far the
most common form of farm business organization
continues to be the unincorporated private-proprie-
torship (including informal partnerships) type of
family farm operation. Farms of this type represented
92 per cent of all farms in 1976, 82 per cent of the
acreage, and 83 per cent of the value of land and
buildings. This form of business organization was
common even among farms with gross sales of
$50,000 or more. Formal-partnership farms repre-
sented about 3.5 per cent of all farms in 1976, about
5 per cent of the acreage, and 6 per cent of the value

Table 2-3

of land and buildings. Corporate farms, despite vocat
concern by some farm groups, only represented
about 4 per cent of the farms and controlled about
10 per cent of the total assets in 1976. In addition,
over 85 per cent of Canadian corporate farms were
family corporations run as family farms. Nonfamily
farm corporations represented only 0.6 per cent of
the total farms and held only 1.6 per cent of the farm
land and building assets. Half of the nonfamily
corporate farms even produced less than $25,000 in
sales. With the extremely small share of farm assets
controlled by nonfamily corporations, the concern
about a take-over by corporation farming would
seem to be greatly exaggerated. Institutionat (such as
agricultural research stations) and ‘“‘other’” business
organizational farms, together, represented only

Distribution of Farms, Acreage, and Value of Land and Buildings, by Size of Farm (Gross Sales) and

Type of Farm Business Organization, Canada, 1976

Family Nonfamily
Proprietorship Partnership Institution corporation corporation Other Total
Gross farm sales ($):
$0 - $2,499
Number of farms 66,962 1,049 326 1,313 275 84 70,009
Total acreage 8,746,393 177,527 2,399,459 250,775 58,136 32,657 11,664,947
Value of land and buildings
Total 3,735,595,385 76,246,215 109,381,277 94,634,041 23,175,050 5,016,895 4,044,048,863
Per acre, 427 429 45 377 398 153 346
$2,500 - $4,999
Number of farms 36,088 746 90 870 144 23 37,961
Total acreage 8,493,627 213,427 616,197 256,519 46,457 11,093 9,637,320
Value of land and buiidings
Total 2,474,051,584 68,559,616 30,249,024 71,034,576 17,665,792 2,567,500 2,664,127,744
Per acre 291 321 49 277 380 231 276
$5,000 - $9,999
Number of farms 43,379 1,061 77 1,120 209 20 45,861
Total acreage 13,975,204 411,771 644,169 418,542 97,327 39,680 15,586,693
Value of land and buildings
Total 3,396,435,968 109,489,552 35,420,288 112,293,184 21,864,384 2,915,000 3,678,417,664
Per acre 243 266 55) 268 225 73 236
$10,000 - $24,999
Number of farms 76,694 2,332 85 2,074 369 23 81,577
Total acreage 37,019,785 1,310,311 562,943 1,147,345 279,663 42,783 40,362,730
Value of land and buildings
Total 7.972,222,596 320,216,392 41,010,211 258,600,746 57,747,109 5,080,650 8,654,877,704
Per acre 215 244 72 225 206 118 214
$25,000 - $49,999
Number of farms 54,748 2,501 86 1,805 228 27 59,395
Total acreage 37,306,692 1,921,008 1,193,683 1,792,732 200,560 43,564 42,458,239
Value of land and buildings
Total 8,617,157,903 498,365,139 60,143,623 371,516,388 56,532,775 5,762,606 9,609,478,434
Per acre 231 259 50 207 281 132 226
$50,000 and over
Number of farms 88,755 4,144 106 4,766 767 226 43,764
Total acreage 32,386,056 4,000,931 1,020,355 8,705,439 1,721,039 1,540,413 49,374,233
Value of land and buildings
Total 9,791,964,356  1,528,234,150 122,850,668 2,636,826,598 506,050,695 314,998,758 14,900,925,225
Per acre 302 381 120 302 294 204 301
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Family Nonfamily
Proprietorship Partnership Institution corporation  corporation Other Total
Total
Number of farms 311,631 11,833 771 11,948 1,992 403 338,578
Total acreage 137,930,383 8,034,875 6,436,841 12,571,352 2,403,182 1,710,190 169,086,823
Value of land and buildings
Total 35,991,907,457 2,601,112,014 399,062,622 3,544,906,360 683,035828 336,341,409 43,556,365,690
Per acre 260 323 61 281 284 196 258
Distribution (per cent)
Number of farms 92.1 35 0.2 35 06 0.1 100.0
Value of tand and buildings 826 6.0 0.9 8.1 1.6 08 100.0
Total acreage 81.6 48 38 74 14 1.0 100.0

SOURCE Statistics Canada, Census of Agriculture, Cat. 96-800, 1976.

0.3 per cent of the total number of farms but held
about 5 per cent of the acreage.

Generally the distribution of farms by gross farm
sales is similar to the distribution of tax filers. The tax
filer data, however, represent only proprietorships
and partnerships, and they exclude farm corpora-
tions. Furthermore, there is a slight difference
between the distribution of farms and farm tax filers,
by different gross sales categories, because larger
farms support relatively more tax filers per farm than

smaller farms. Typically, commercial-sized proprietor-
ship and informal-partnership farms support around
1.3 to 1.9 tax filers per farm, while smaller farms
support around 1.2. Each partner in a formal-partner-
ship farm is also counted as an individual tax filer,
and more of the larger farms tend to be operated as
formal partnerships than smalier farms. Farms in
1976 with 1975 gross sales of $25,000 or more
{according to the Census) represented 30.5 per cent
of the total farms, compared with 33 per cent of the
1976 tax filers.




3 Levels and Components of the Income of Farmers

In addition to identifying different types of farmers in
an analysis of farm income, it is also essential that all
relevant components of farmers’ income be identi-
fied. Typically most discussions of farm income
centre on the level of net farm income, but rarely are
the components of this income carefully specified. As
a result, different measurements of net farm income
are often used interchangeably without clarification of
the differences. In addition to income from the sale of
their agriculture products, farmers also derive sub-
stantial benefits through income in kind from the food
produced and consumed on their farms and from the
rental value of living on their business properties.
Furthermore, farmers earn substantial nonfarm
income, have experienced tremendous appreciation
in the value of many of their assets in recent years,
and have access to special taxation benefits unavail-
able or less accessible to many other Canadian
workers. As a consequence, a careful analysis of the
income of farmers requires an examination of:

¢ Farm net operating income
¢ Farm income in kind

e Nonfarm income

e (Capital appreciation

e Special taxation advantages

Farm Net Operating Income
and Income in Kind

Net farm and nonfarm incomes for farmers with
different levels of gross farm sales are shown in Table
2-1, and both types were discussed in the previous
section. The figures are from tax records and are
reported as farm tax filer data, one of the two main
sources of annual time series farm income data from
across Canada. The other main source is the Statis-
tics Canada aggregate farm income series derived
from income surveys and census data. Both series
report net farm income, but the income in the two
series is calculated somewhat differently.

A major difference between the two calculations is
the exclusion from tax filer data of income from
corporations. In the tax filer data, net farm income is

also calculated by most farmers as the difference
between cash receipts and expenditures (including
depreciation). As a consequence, this measure
reports the cash flow aspect of net income and
ignores the changes in the value of inventory. For
example, a farmer could earn $100,000 in receipts
over expenses but buy $97,000 of new livestock
inventory and then report a net taxable income of
only $3,000. The farmer would have to report the
value of inventory as income receipts when it was
sold (at its selling price), but he could either under-
estimate or overestimate his income on an accrual
basis, depending on his changes in inventory values.
In addition, the income reported by farmers for
taxation purposes typically underestimates income in
kind — namely, the food produced and consumed on
the farm and the net rental value of living ‘“‘rent-free”
on their business properties. Since the expenses for
producing the food and many of those for operating
the house (all the interest and taxes, and part of the
repairs and operating expenses) are typically sub-
tracted as legal deductions from farm income for tax
purposes,’ the omission of this income often repre-
sents a sizeable underestimation of total income
benefits.

Net farm income from the Statistics Canada
aggregate farm income series is computed as
receipts minus expenses (inciuding depreciation),
with adjustments for inventory changes and income in
kind from the food produced and consumed on the
farm. Up until 1978, the farm income series also
included income in kind in the form of net house rent.
The series has been revised back to 1926, with both
the net house rent (as income) and the operating,
tax, and interest expenses associated with the
nonfarm use of the house (as expenses) being
excluded. Because of these differences, it is very
difficult to mix tax filer and farm income series data,
or the revised and unrevised (pre-1978) farm income
series. Tax filer data provide useful measures of
income per farmer on a yearly basis since 1967 (for
proprietorships and partnerships), while the aggre-
gate farm income series provides income measure-
ments for the total sector.
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The rationale for excluding the net house rent
values from net income calculations in the aggregate
farm income series was based in part on the difficul-
ties with the net house rent data and the distortions in
farm income, where some farmers were basically ‘‘net
house renters,”” earning most of their ““farm’’ income
from that source. Furthermore, it is argued that net
house rent is not income from agricultural production
and therefore should be excluded from farm income,
even though it is a legitimate component of total
income? (like other rental income). In actual practice,
however, farmers typically treat their home as part of
their farm business by including the purchase price as
part of their farm business cost and deducting house
mortgage interest and taxes and a proportion of their
home repairs and operating costs as business
expenses in the calculation of their taxable income,
instead of treating them as consumption expenses,
as is done by nearly all other Canadians. Conse-
quently, net house rent will be treated in this study as

Table 3-1

a component of net tarm income. When using tax filer
data for measuring farm income, the argument for
including net house rent in farm income is even
stronger. Because the majority of farmers typically
deduct the above-mentioned costs of home owner-
ship from income before it is reported for tax pur-
poses, the net house rental value should be included
in income to show an accurate picture.

Table 3-1 provides an overview of Canadian net
farm income since 1960, with and without income in
kind. The first column essentially represents net farm
income without income in kind (similar to tax filer
data), while the next three columns provide estimates
of income in kind from home-produced food and net
house rent, as well as the combined total. The fifth
column represents the Statistics Canada net farm
income series, while the sixth column represents total
net farm income, including all income in kind. These
relationships are graphed in Figure 3-1.

Value of Income in Kind and Aggregate Net Farm Income, Canada, 1960-79

M (2 3)

Income in kind

(4) 5) (6) Total Net
income  house
Aggregate net farm income in kind rent

as a as a pro-

Inctuding proportion portion
Net house food produced Including of all of all

Aggregate net farm Food produced rental value from and consumed all income in  net farm net farm

income, excluding and consumed living on business Total on the farm kind income income

income in kind on the farm property’ (2)+(3) (1)+(2) (1)+(4) (4)+(6) (3)+(6)

(Thousands of dollars) (Per cent)

1960 979,303 146,675 60,969 207,644 1,125,978 1,186,947 17.5 5.1
1961 701,454 139,671 75,106 214,777 841,125 916,231 234 8.2
1962 1,313,615 134,910 75,951 210,861 1,448,525 1,524,476 13.8 810
1963 1,314,528 131,137 88,971 220,108 1,445,665 1,534,636 14.3 5.8
1964 1,078,853 126,602 95,417 222,019 1,205,455 1,300,872 1751 7.3
1965 1,355,690 129,164 105,037 234,201 1,484,854 1,589,891 14.7 6.6
1966 1,715,388 126,039 117,202 243,241 1,841,427 1,958,629 12.4 6.0
1967 1,262,232 121,739 139,234 260,973 1,383,971 1,523,205 171 9.1
1968 1,529,204 120,576 149,804 270,380 1,649,780 1,799,584 15.0 8.3
1969 1,378,660 127,313 186,005 313,318 1,605,973 1,691,978 18.5 11.0
1970 1,156,348 119,287 216,868 336,155 1,275,635 1,492,503 22,5 14.5
1971 1,313,097 112,863 207,036 319,899 1,425,960 1,632,996 19.6 N2e7
1972 1,507,972 125,975 205,132 331,107 1,633,947 1,839,079 18.0 11.2
1973 3,051,116 168,824 250,263 419,087 3,219,940 3,470,203 1241 a2
1974 3,422,680 157,513 335,661 493,174 3,580,193 3,915,854 12.6 8.6
1975 3,981,165 154,729 538,931 693,660 4,135,894 4,674,825 14.8 S
1976 3,216,422 160,459 605,615 766,074 3,376,881 3,982,496 19.2 15.2
1977 2,782,102 167,109 625,989 793,098 2,899,211 3,525,200 225 17.8
1978 3,072,907 193,267 615,731 808,998 3,266,174 3,881,905 20.8 15.9
1979 3,742,000 248,000 853,337 1,101,337 3,990,000 4,843,337 227 17.6

1 Derived from the Statistics Canada “value of farm lands and buildings” series by calculating 85 per cent of the house value used for nonfarm uses
multiplied by the first-year rate on Canada Savings Bonds issued in November of the previous year and earning interest in the year studied. This
measure is used to estimate the opportunity-cost vaiue of the portion of the house used for nonfarm purposes.

SOURCE Statistics Canada, Farm Net Income Reference Book, December 1979; and unpublished data from the Statistics Canada survey of the value of

farm lands and buildings.




Figure 3-1

Net Farm Income and Value of Income in Kind,!
Canada, 1960-79
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1 Total value of food produced and consumed on the farm
and net house rent.
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From Table 3-1 and Figure 3-1 several observa-
tions stand out. First, net farm income, both with and
without income in kind, remained at a relatively
constant rate until 1973. In that year it roughly
doubled and has remained fairly constant at about
twice the pre-1973 level since. Thus 1973 marked the
beginning of an era with higher farm incomes and
better opportunities for farmers than had been
experienced in the past. Second, income in kind from
both food and net house rent are important compo-
nents of net farm income (up to 23 per cent) and
should not be excluded from calculations of the
welfare of farmers. Third, net house rent, because of
rapidly rising house values and interest rates (used in
calculating the opportunity cost rental value), has
been increasing rapidly in recent years. Excluding net
house rental values, therefore, underestimates net
farm income in recent years by a targe amount — 15
to 18 per cent per year from 1976-1979. Finally, with
net house rent included, net farm income in nominal
terms shows an upward trend since 1973 rather than
a relatively stationary trend. Including net house rent,
total farm income has been above the 1973 level in
all subsequent years and reached its highest level in
1979.

Nonfarm Income for Farmers

For the farm sector as a whole, net operating
income {excluding income in kind and capital
appreciation) from nonfarm sources greatly exceeds
the net operating income from farm sources. This is
particularly true for small farmers. Table 3-2 breaks
down nonfarm income components and provides
average income levels, by components, per farm tax
filer, for different levels of gross farm sales. In 1979,
net operating income from nonfarm sources
exceeded that from farm sources for all farm tax filer

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm income, Canada, 1979

Number
of farm tax
filers
Number of Gross Net reporting  Wages Rental and  Other  Total
farm tax ~ Average farm farm off-farm and  Business investment off-farm off-farm Total
filers age income income income salaries income income income income income
(Dollars) (Dollars)

Gross farm income ($)
Nil (or no response) 16,255 43 0 -928 15,625 13,155 2,101 2,597 1,539 19,392 18,464
1- 2,499 59,835 48 1,173 -1,660 58,895 11,638 1,360 2,292 1,669 16,958 15,298
2,500 - 4,999 40,305 49 3,685 -957 39,085 9,846 1,168 2,248 1,553 14,816 13,859
5,000 - 7,499 28,685 49 6,180 -161 27,490 8,594 945 2,405 1,518 13,463 13,302
7,500 - 9,999 21,810 49 8,687 536 20,830 7,669 865 2,575 1,447 12,556 13,092
10,000 - 12,499 18,030 49 11,208 1,071 17,070 6,966 868 2,532 1,391 11,757 12,828
12,500 - 14,999 15,390 49 13,716 1,810 14,410 6,018 814 2372 1,325 10,529 12,338
15,000 - 17,499 13,695 49 16,220 2,466 12,825 5,489 714 2,576 1,312 10,091 12,557
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Table 3-2 (concl'd)

Number
of farm tax
fiters
Number of Gross Net reporting  Wages Rental and  Other  Total
farm tax ~ Average farm farm oft-tarm and Business investment off-farm off-farm  Totai
filers age income income income salaries  income income income income income
{Dollars) {Dollars)
Gross farm income ($)
17,500 - 19,999 12,485 49 18,722 2,955 11,635 5,192 623 2,411 1,242 9,468 12,422
20,000 - 22,499 11,076 49 21,225 3,614 10,230 4,584 585 2,285 1,188 8,642 12,256
22,500 - 24,999 10,215 48 23,736 4,474 9,485 3,959 576 2,371 1,073 7,979 12,453
25,000 - 29,999 18,590 48 27,436 4,940 17,260 3,573 534 2,165 1,034 7,307 12,246
30,000 - 34,999 16,590 47 32,473 6,182 15,340 3,035 516 2,208 986 6,745 12,927
35,000 - 39,999 14,550 47 37,449 7,083 13,435 2,440 488 2,108 912 5,947 13,030
40,000 - 44,999 13,100 46 42 468 7,822 12,085 2,311 310 2,073 920 5614 13,436
45,000 - 49,999 11,835 46 47,431 8,910 10,905 1,863 385 2,021 841 5110 14,020
50,000 and over 105,165 44 137,672 11,826 96,365 1,581 240 2,291 841 4,953 16,779
All gross farm
income categories 427,720 47 44,707 4,224 402,960 5,943 763 2,319 1,228 10,253 14,477

SOURCE Statistics Canada data on farm tax filers.

groups with gross sales of less than $35,000 and was
less than that from farm sources for all groups with
gross sales of $35,000 or more. On average, the
greatest source of nonfarm income was wages and
salaries (averaging $5,943), followed by rental and
investment income (averaging $2,319). Typically
wages and salaries, and also business income, were
much higher for farmers with low gross sales than for
those with high gross sales, while rental and invest-
ment income was very similar for all gross sales
categories of farmers.

Table 3-3 provides a breakdown of the compo-
nents of net operating income for farm tax filers, by
province, across Canada in 1979. The highest total
net incomes, on average, were found in British

Table 3-3

Columbia ($17,028), Alberta ($15,839), Saskatche-
wan ($15,313), and Ontario ($14,144). The highest
average wages and salaries, as well as total off-farm
incomes, were found in British Columbia and Alberta,
while Saskatchewan had by far the highest average
net farm income ($8,053). The lowest net farm
operating incomes were found in British Columbia
($639), New Brunswick ($748), and Newfoundland
($1,264). Additional details on the components of
1979 net operating income, by level of gross farm
sales, are provided, by province, in the Appendix. For
information on 1970 income, by source, for the
census divisions in each province, see Shaw, 1979.

On average, net farm operating income constituted
only 29 per cent of total income in 1979 (Table 3-4),

Average Net Income per Farm Tax Filer, by Source, Canada by Province, 1979

Net Wages Income from Rental and Total Total

farm and off-farm investment Other off-farm net
income salaries  self-employment income income! income income

(Dollars)

Newfoundland 1,264 6,426 1,135 712 1,538 9,811 11,075
Prince Edward Island 2,629 4,006 902 1,250 1,181 7,338 9,967
Nova Scotia 1,786 6,821 1,067 1,737 1,534 11,160 12,946
New Brunswick 748 6,878 775 1,449 1,455 10,557 11,305
Quebec 4,377 5,148 920 1,737 1,118 8,924 13,301
Ontario 2,631 6,815 913 2,560 1,226 11,513 14,144
Manitoba 4,118 4,108 453 1,675 1,093 7,330 11,447
Saskatchewan 8,053 3,390 441 2,230 1,199 7,260 15,313
Alberta 3,747 7,430 689 2,698 1,275 12,092 15,839
British Columbia 639 10,413 1,634 2,843 1,499 16,389 17,028
Canada 4,224 5,943 763 2,319 1,228 10,253 14,477

1 Includes family allowances, alimony, unemployment insurance, pensions, income from roomers and boarders, and miscellaneous income.

SOURCE Statistics Canada data on farm tax filers.




down from the 42 to 44 per cent in the high farm
income years of 1974 and 1975, and only slightly
higher than the percentage in 1971. Throughout the
1970s, farm income accounted for a lower share of
total income than in earlier decades, as evidenced by
the 65 per cent share in 1958. On a provincial basis,
farm income in recent years has constituted the
highest percentage of total income in Saskatchewan
and the lowest percentage in British Columbia.

Tables 3-5 to 3-8 provide some interesting com-
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to 1973, the net operating incomes of farmers and
farm families typically were considerably below the
incomes of their nonfarm counterparts. Since 1973 or
1974, however, farmers and farm families have often
earned higher total net operating incomes, on aver-
age, than their nonfarm counterparts. it should be
noted that the measures used in Tables 3-5 to 3-8 (as
well as Tabies 3-2, 3-3, and 3-4) were primarily
derived from tax filer data, which typically exclude
most income in kind. As a result, the farm income
and total net income of farm tax filers, including

parisons between farmers and nonfarm individuals
and between farm tamilies and nonfarm families. Prior

income in kind, could be underestimated by $1,000
to $2,000.

Table 3-4

Farm Income as a Proportion of Total Net Income of Farm Tax Filers from All Sources,
Canada by Region or Province, 1958, 1971, 1974 and 1979

1958 1971 1974 1979
Farm Farm Farm Farm
Total income Total income Total income Total income
net as % net as % net as % net as %
income of total income of total income of total income of total

(Dollars per tarm) (Dollars per farm tax filer)

Atlantic provinces 2,507 40.9 3,416 17.4 7,032 26.0 11,607 14.2
Quebec 3,097 58.2 4,093 38.9 7,201 33.6 13,301 329
Ontario 4,229 59.9 5,278 18.0 9,923 29.3 14,144 18.6
Manitoba 3,538 751 3,154 289 8,838 534 11,447 36.0
Saskatchewan 3,270 771 3,811 50.9 11,607 69.5 15,313 52.6
Alberta 4,252 771 4,289 246 10,416 413 15,839 237
British Columbia 4,165 48.4 6,275 42 11,169 1.5 17,028 3.8
Canada 3,606 65.0 4,384 28.2 10,018 440 14,477 29.2

SOuRCE Data for 1958 are from Statistics Canada, Farm Expenditure Survey, 1958; others are from Statistics Canada data on farm tax filers.

Table 3-5

Average Net Income from All Sources of Farm Families and Unattached Individuals
Compared with That of All Tax Filers, Canada, 1965-76

Farm families and unattached individuals

All With one With one member With one member
families member who who reports who reports net
and reports some Who live farming as farm income
unattached net farm on census principal as major
individuals income farms occupation income
(Doillars)
1965 5,779 4,302 4,209 4,301 4,134
1967 6,518 5,089 4,609 4,772 4,663
1969 7,686 6,794 6,151 5,878 6,199
1970 9,600 6,610
1971 8,845 7,313 6,604 6,533 6,398
1972 9,625 8,293 7,423 7,305 7,145
1973 10,694 11,481 9,700 10,041 10,591
1974 12,437 14,577 13,120 12,537 13,092
1975 13,805 15,161 13,108 13,948 14,973
1976 16,095 18,018 15,862 16,767 16,160

SOURCE Table prepared by J. D. Forbes, based on Statistics Canada, Income Distribution by Size in Canada, Cat. 13-207, annually; Statistics Canada,
1971 Census of Canada, Income of Families, Family Heads and Non-Family Persons, Cat. 93-724, Table 31; Statistics Canada, Survey of
Consumer Finances, various years; and W. Darcovich and M. Mouelhi, Farm and Off-Farm Incomes of Farm Families, 1973, Publication 7616
(Ottawa: Agriculture Canada, Economics Branch, June 1976), Table 8, p. 13.
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Table 3-6

Average Net Income from All Sources of Individual Farmers Compared with That of All Individuals,
Canada, 1965-76

Individual farmers

Who report

Who report farming as Who report net

All some net Who live on principal farm income as

individuals farm income census farms occupation major income

{Dollars)

1965 3,579 3,189 2,602 3,129 3,022
1967 4,223 3,951 2,924 3,381 3,561
1969 4,710 4,828 3,492 3,843 4,332
1870 - = " k. 8 o
1971 5,371 5,334 3,81 4,242 4,291
1972 5,828 6,078 4,455 4,900 5114
1973 6,416 8,257 5,411 6,652 7,691
1974 7,416 10,864 7,021 8,684 10,148
1975 8,208 10,966 7,050 9,038 10,605
1976 9,265 13,260 8,512 10,079 11,325

. figures not available; no Survey of Consumer Finances conducted in 1970.

SOURCE Same as for Table 3-5.

Table 3-7

Income of Farm Families and Unattached Individuals as a Proportion of the Income of All Families
and Unattached tndividuals, Canada, 1965-761

Farm families and unattached individuals

With one With one member With one member
member who who reports who reports net
reports some tarming as farm income

net farm Who live on principal as major

income census farms occupation income
(Per cent)

1965 74.4 72.8 74.4 71.5
1967 78.1 70.7 73.2 71.5
1969 88.1 80.8 76.5 80.7
1970 68.9

1971 82.7 747 739 723
1972 87.1 779 76.7 75.0
1973 107.4 90.9 93.9 99.0
1974 117.2 105.5 100.8 105.3
1975 109.8 95.0 101.0 108.5
1976 1119 98.6 104.2 100.4

1 Computed from Table 3-5.
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Income of Individual Farmers as a Proportion of the income of All Individuals, Canada, 1965-76"

Individual farmers

Who report Who report net
farming as farm income as
Who report some Who live on principal major source
net farm income census farms occupation of income
(Per cent)
1965 891 727 87.4 84.4
1967 93.6 69.2 80.1 84.3
1969 102.5 741 81.6 92.0
1970 . .. o o
1971 99.3 71.0 49.0 79.9
1972 104.3 76.4 84.1 87.7
1973 1329 84.3 103.7 119.9
1974 146.5 94.7 1171 136.8
1975 133.6 85.9 110.1 129.2
1976 1431 91.9 108.8 122.2

1 Computed from Table 3-6.

Poverty in Agriculture

Poverty represents a condition in which individuals
are judged by the majority of society to have a
socially unacceptable standard ot living. Data pre-
sented in this study, especially in Tables 3-5 to 3-8,
indicate that since 1973-74 farm families and unat-
tached individuals, on average, bhave generally
received incomes from farm and nonfarm sources
that have been as high or slightly higher than those of
their nonfarm counterparts. These data, however,
provide only averages and therefore do not speciti-
cally indicate how many of these farmers suffer from
low income. Consequently, this section of the study
examines those farmers who may not have kept up
with the general growth in the economy and may now
be facing hardships and difficult living conditions.

Measurements of poverty are often expressed in
terms of minimum levels of income, to indicate
purchasing power and access to goods and services.
In properly identifying income for poverty purposes,
income should be measured from all sources for
single unattached individuals and from all sources for
all tamily members (total family income) in the case of
families. Total family income is the correct measure-
ment for family poverty, as the earnings of the
household head may be supplemented by the spouse
or other family members.

In Canada there are no official poverty income
levels. Statistics Canada, however, provides unofficial
“low-income cutoff’ measurements, based on
families spending 62 per cent or more of their income
on necessities. While these measurements are not
intended as a specific measurement of poverty, they
do provide some indication of low-income conditions
in Canada. The Statistics Canada low-income mea-

surements account for the different costs of living in
different-sized cities® and different-sized families.*
They are also updated annually to account for
inflation.

Since the improvement in agricultural incomes in
1973, there have been few studies of low incomes
among farmers, and the overall examination of
poverty throughout Canada in the 1970s has been
very inadequate. Of the few available studies, the
Agriculture Canada study [Darcovich, Geliner, and
Piracha, 1977] and the Statistics Canada series on
income distribution by size [Cat. 13-207] will be
used to illustrate the incidence of low-income farmers
in the mid-1970s. In the study by Darcovich et al.,
farm tax filer records were used to compare the
incomes of individual farmers with the Statistics
Canada low-income cutoffs adjusted for the farmer’s
family size. Although farm tax filer income excludes
most income in kind, some consideration for this
exclusion in income data is accounted for in the low-
income cutoffs, which are expressed in terms of net
operating (cash) incomes after adjustments for
income in kind. The results of the study, presented in
Table 3-9, show 114,266 farm tax filers, or 29 per
cent of the farm population, below the Statistics
Canada low-income cutoffs in 1974, The greatest
proportion of these low-income farmers were found in
the Atlantic provinces and Quebec. Since 1974 was a
year of high farm income, these figures could be
particularly alarming. It should be noted, however,
that the study considered the farm and nonfarm
income of only the farm operator as the total income
for the family; therefore family incomes were under-
estimated in all cases where another family member
received any earned or unearned income. Conse-
quently the measurements likely overestimate the
actual number of farmers living in poverty in 1974,
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Table 3-9

Farm Tax Filers with or without Adequate Income, Canada by Province, 1974

Farm tax filers

With inadequate income! With adequate income Total
Percentage Percentage

Number of total Number of total Number Percentage
Newfoundland 249 52 227 48 476 100
Prince Edward Island 1,600 51 1,551 49 3161 100
Nova Scotia 1,891 41 2,691 59 4,582 100
New Brunswick 1,423 42 1,972 58 3,395 100
Quebec 15,534 39 24,378 61 39,912 100
Ontario 30,362 29 72,840 Al 103,202 100
Manitoba 13,119 32 27,275 68 40,394 100
Saskatchewan 20,596 22 72,919 78 93,515 100
Alberta 24,089 30 57,061 70 81,150 100
British Columbia 5,236 25 15,503 75 20,739 100
Canada? 114,266 29 276,665 7 390,931 100

1 Income below the Statistics Canada low-income cutoffs.

2 Including the Yukon and Northwest Territories. Nonresident tax filers are also included.

SOURCE W. Darcovich, J. Gellner, and Z. Piracha, “Estimates of Low Income in the Farm Sector, 1974," Working Paper, Agriculture Canada, Economics

Branch, Ottawa, November 1977.

The Statistics Canada series on income distribution
by size provides annual data on low-income families
and unattached individuals for all of Canada, by
occupation. Data on farmers and all Canadians from
1973 to 1978 are provided in Tabie 3-10. This table
shows a large reduction in both low-income farm
families and unattached individuals during that period
— from a combined total of 115,000 in 1973 to only
about 58,000 in 1978 (a reduction of nearly 50 per
cent).® The incidence of both low-income families and
unattached individuals in farming also decreased at a
faster rate in the 1973-78 period than that for all
Canadians, narrowing the differences in incidence
between farmers and all Canadians. The overall
incidence of low-income families and unattached
individuals, however, was still higher in farming than
in all of Canada (12.8 compared with 10.3 per cent
for families in 1978 and 37.8 compared with 36.6 per
cent for unattached individuals in 1977).

The data in Table 3-10 must be interpreted care-
fully, however. First, they are based on a small
sample for agriculture and could yield some inaccura-
cies. The definition of *'farmer’ is also based on the
occupational definition in the 1971 census, identifying
people primarily engaged in farming as those who
spend the greatest share of their time in that occupa-
tion. Consequently this definition excludes part-time
farmers for whom farming is a secondary occupation,
and it underestimates the total number of low-income
people who are engaged in some form of farming (as
used in the study by Darcovich et al.). Finally, both
the Statistics Canada data and those of Darcovich et

al. focus on the current cash flow (income-expendi-
ture) aspects of low incomes and do not consider the
impact of wealth.

Although the overall low-income situation in
farming has improved substantially in recent years, it
still remains a problem throughout Canada. In par-
ticular, the concentration of low-income farmers in
specific areas can indicate significant local problems.
In general, concentrations of low-income farmers are
most apt to be found in the Maritimes, Newfound-
land, and Quebec, where their incidence is highest;
but pockets of low-income farmers may be found in
all provinces. For example, in an earlier study [Brink-
man, Driver, and Blackburn, 1977] of limited-
resource farmers in Grey and Renfrew Counties in
Ontario (where they represent about 80 per cent of
all the farmers), 20 and 38 per cent of them, respec-
tively, under the age of 65, had incomes below the
low-income cutoffs. Surprisingly there were fewer
farmers over 65 than under 65 who had low incomes,
partly because the former were receiving pensions to
supplement their incomes. Considering limited-
resource farmers of all ages, 18 and 35 per cent in
Grey and Renfrew Counties, respectively, had low
incomes.

In a follow-up study [Blackburn, Brinkman, and
Driver, 1978], it was found that a number of the
limited-resource farmers considered their income to
be adequate, even though it was below the low-
income cutoffs. These farmers typically were the least
receptive to making farm improvements and were
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Incidence of Low-Income Families and Unattached Individuals in Farming,

and Throughout the Total Population, Canada, 1973-78

Low-income families

Low-income unattached individuals

Total
Proportion Proportion of low-income

Proportion Proportion of all of all families and

of all of ali unattached Canadian unattached

Number in farm Canadian Number in individuals unattached individuals

tarming tamilies tamilies farming in farming individuals in farming
1973 78,512 21.8 13.4 36,002 58:9 40.2 114,514
1974 64,890 17.6 11.3 5. Yy 375 3
1975 68,083 205 11.8 25,792 475 38.1 93,875
1976 60,078 18.8 11.2 - .3 343 a3
1977 50,743 171 11.2 15,156 37.8 36.6 65,899
1978 41,138 12.8 10.3 17,020 e 349 58,158

not available because of the small sample of farmers. In even-numbered years, the overall sample size is about one-half of that in odd-numbered years.

SOURCE  Statistics Canada, Income Distribution by Size in Canada, revised data, Cat. 13-207, annually, 1973 to 1978.

predominantly in subgroups identified in the study as
a/ maintenance-state farmers with unreceptive
attitudes (older farmers just maintaining their present
operation until retirement and having behavioural
attitudes unreceptive to making improvements), and
b/ traditional farmers (subsistence-oriented farmers
utilizing traditional, outdated technology).® The
maintenance-state and the traditional subgroups
reported their perceived minimum incomes for family
viability, on average, as $5,272 and $4,071, respec-
tively, compared with average low-income cutoffs of
$5,543 and $5,607. The ‘“traditional farmer” sub-
group even reported their perceived satisfactory level
of income as an average of $4,935 — that is, $672 (or
12 per cent) below the average cutoffs. Conse-
quently, the Statistics Canada low-income cutoffs
may overestimate poverty conditions in agriculture,
as perceived by some of the farmers themselves.

Capital Appreciation

Capital appreciation is by far the most controver-
sial part of farm returns. It is often argued that capital
appreciation should not be included in farm returns
because it is not realizable until the farmer sells his
assets. Hence farmers cannot benefit from their
capital appreciation unless they retire, cease farming,
or at least sell off some of the resources they require
to farm successfully. There are several important
reasons for including capital appreciation in income,
however.

First, despite farmers’ claims, some capital
appreciation can be realized annually without dispos-
ing of assets. This realization occurs when capital
appreciation is used as a substitute for savings or
other funds to be set aside for retirement and when
the increased equity from appreciation is used as

collateral for borrowing. Because farmers usually
utilize their farm appreciation as their retirement fund,
they do not have to set aside money for this purpose
when their assets (particularly land) appreciate
significantly. An amount equivalent to the income
that would normally go into savings and retirement is
realized from capital appreciation every year. For
example, some people set aside as much as 20 per
cent of their annual income for retirement every year.
A farmer who did not need to set aside money for
retirement could earn 80 per cent as much cash
income as these people and have the same spend-
able income. Similarly, borrowing on the basis of
capital appreciation enables a farmer to liquidate his
equity. In the past, some farmers have even used the
appreciation in the value of their land as leverage in
borrowing to buy more land. It should be noted,
however, that both of these examples relate to long-
term durable assets, such as land and buildings,
rather than short- or medium-term investment assets
(like machinery or vehicles), which are used up in the
production process and only have to be replaced at
the higher appreciated cost. Furthermore, the treat-
ment of annual realization of capital appreciation
through substitution for savings might not be appro-
priate for some low-income farmers, who would need
to use any increase in income for consumption rather
than savings. The approximately 20 per cent of the
farm population that may be considered to have the
greatest income problems, however, controls only
about 13 per cent of all farm land and building
assets. Consequently, capital appreciation on most
farm land and buildings can be realized at least in
part on an annual basis.

Another reason for considering capital appreciation
as a part of farm returns is that many farmers value
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their capital at current market value rather than at
actual purchase costs (usually lower) when calculat-
ing rates of return to their capital. For example, a
farmer may have purchased a farm for $50,000 in
1960 that is now worth $250,000 in excess of his
capital improvements. If the farmer is to receive a
10 per cent return on investment, how much income
does he need just to cover his initial capital invest-
ment? Based on actual cost it should be $5,000, but
based on current market value it would have to be
$25,000. Some farmers may claim that they do not
receive enough operating income to provide a decent
return on both their labour and capital because they
have used the higher appreciated value as the cost of
their capital (i.e. the opportunity cost of selling their
farm or buying the same farm today) even though
their actual ‘‘out of pocket” costs have not
increased. In these cases, farmers are treating capital
appreciation as a cost but ignoring it as a return. If,
however, costs are based on appreciated values,
capital appreciation must also be added to income,
because the farmer cannot have an opportunity cost
of selling his farm without an opportunity return from
its sale.

The mistake of treating capital as a cost while
ignoring it as a return also helps explain the inaccu-
rate statement that there is not enough income in
agriculture to provide a decent investment return. By
using census land values (which are reported in
current market values) as the main measure of capital
investment in agriculture, it is understandable that the
residual return to capital would be very low during
periods of appreciation in land values. Rather than
declare that farming is an unprofitable capital invest-
ment, however, the correct interpretation is that the
land market is functioning very efficiently in capitaliz-
ing higher expected future profits from farming
(calculated at current land values) into the fixed land
asset, which in turn appreciates.

Table 3-11

Finally, many people do not realize that much of
the capital invested in Canada is not physical capital
(machinery, land, buildings, and so on) and does not
appreciate in value. Probably half of Canada's
investment capital is human capital, acquired by
investing in people through education and training.
The main costs of human capital investments through
education are the earnings forgone while at school
and the direct school expenses. Considering these
costs, a doctor or new Ph.D. chemist, for example,
has about $200,000 invested. Because this capital
cannot be sold or transferred, it cannot appreciate.
The only return that can be realized from human
capital is the labour and management earnings of the
individual. For human and physical (nonhuman)
capital to earn comparable overall returns, the return
to human capital needs to be as large as the income
from physical capital plus any realized appreciation in
its value. Farmers also have human capital, but
usually most of their investments are in physical
capital. Consequently, their capital investments have
the advantage of both a rate of return and the
possibility of appreciation. Both of these factors
should be considered in analysing returns to all forms
of capital.

In recent years, capital appreciation on land and
buildings has been very substantial. In 1960 the value
of all farm land and buildings was $8.2 billion. By
1979, the capital stock of farm lands and buildings
had skyrocketed to $60.9 billion in nominal terms and
to $23.9 billion in constant 1960 real dollars.” The
average value per acre of farm land in Canada rose
from $115 in 1971 to $369 in 1879 — an increase of
321 per cent (Tables 3-11 and 3-12). Provincially, the
greatest increases have occurred in Ontario, Sas-
katchewan, British Columbia, and Alberta. For
example, a farmer in Ontario with a $100,000 farm in
1971 now has, on average, a farm worth over
$300,000. This large increase in wealth typically

Index of the Value of Farm Lands and Buildings per Acre, Canada by Province, 1971-79

Prince

Edward Nova New Saskat- British

Island Scotia Brunswick Quebec Ontario  Manitoba chewan Alberta  Columbia Canada

(1971 = 100)

1972 110.0 104.8 1071 109.2 104.3 100.0 100.0 1011 104.8 102.6
1973 130.0 120.0 122.4 1241 126.7 114.5 1159 114.0 122.0 120.0
1974 168.0 153.3 15350 143.3 164.6 145.8 1440 146.2 170.8 153.0
1975 184.0 165.7 190.8 166.7 207 .8 166.3 188.4 178.5 205.6 189.6
1976 191.0 172.4 195.9 203.5 2423 194.0 229.0 196.8 228.8 219.1
1977 182.0 162.9 193.9 236.2 267.8 207 .2 240.6 2043 238.8 235.7
1978 202.0 174.3 217.3 261.7 303.8 238.6 278.3 220.4 274.8 265.2
1979 2450 190.5 2357 290.0 344.3 262.6 323.2 305.4 308.4 320.9

SOURCE Statistics Canada, Agriculture Division, Value of Farm Lands and Buildings Survey, December 1979.
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Average per Acre Value of Farm Lands and Buildings, Canada by Province, as of July 1, 1971-79

Prince
Edward Nova New Saskat- British
Island Scotia Brunswick Quebec Ontario  Manitoba chewan Alberta  Columbia Canada
(Dotlars)

1971 100 105 98 141 345 83 69 93 250 115
1972 110 110 105 154 360 83 69 94 262 118
1973 130 126 120 175 437 g5 80 106 305 138
1974 168 161 150 202 568 121 100 136 427 176
1975 184 174 187 235 717 138 130 166 514 218
1976 191 181 192 287 836 161 158 183 572 252
1977 182 171 190 333 924 172 166 180 597 271
1978 202 183 213 369 1,048 198 192 205 687 305
1979 245 200 231 409 1,188 218 223 284 771 369

SOURCE  Statistics Canada, Value of Farm Lands and Buitdings Survey, November 1979.

cannot be acquired in most other occupations. As a
result, many urban people find it hard to believe that
farming is not very profitable overall, even though a
farmer could have $250,000 in equity but cash
earnings low enough to create a serious cash flow
problem. Most urban Canadians, however, wouid
probably welcome that kind of problem.

The large increases in capital appreciation in recent
years make it imperative that capital appreciation (or
depreciation) be examined carefully. Table 3-13
summarizes annual aggregate net farm income
(including income in kind from farm-produced food
consumed on the farm but excluding net house rent)
and capital appreciation in nominal terms from 1960
to 1979, as well as real capital appreciation in real
current-dollar terms. Real current-doliar value repre-
sents the annual increase in the value of capital stock

Table 3-13

in excess of the general rate of inflation after deduc-
tion for net capital formation in farm buildings (new
building investment minus depreciation on previous
capital), expressed in the dollar value of that year
rather than the dollar value of a constant base year.
This measurement is useful for comparisons with
annual net farm income in the same year. Table 3-14
also summarizes real net farm income (including
income in kind from farm-produced food consumed
on the farm, with and without net house rent) and
capital appreciation in constant 1960 dollar vaiues for
comparisons over time. In both of these tables it
should be noted that farmers own roughly 90 to
94 per cent® of the farmland and therefore receive
approximately the same proportion of the capital
appreciation on farm land and buildings. Not all
farmland owned by farmers is worked by the owner;
some farmers lease land to other farmers.

Aggregate Net Farm Income, Annual Nominal and Real Capital Appreciation on Land and Buildings, and
Comparison between Real Capital Appreciation and Real First-Year Interest on Canada Savings

Bonds, 1960-79

(M (2

Annual capital appreciation

@)

Relative size
of reat capital
appreciation
compared to

Annual Real Increase

Aggregate on land and buildings Appreciation First-year interest net farm
net farm on land and from Canada income
income’ Nominal2 Real® buildings4 Savings Bonds (3)=(1)

(Thousands of dollars) (Per cent)
1960 1,125,978 311,535 218,213 2.7 2.8 194
1961 841,125 304,172 227,527 2.7 3.8 271
1962 1,448,525 268,402 166,907 19 34 115
1963 1,445,665 533,398 385,051 42 34 26.6
1964 1,205,455 885,466 718,792 71 3.2 59.6
1965 1,484,854 1,197,173 953,690 8.4 2.6 64.2
1966 1,841,427 1,224,985 805,319 6.4 143 43.7
1967 1,383,971 1,569,343 1,116,920 7.9 1.9 80.7
1968 1,649,780 1,412,164 839,630 54 14 50.9
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Table 3-13 (concl'd)

M

(2

(3)

Relative size
of real capital

Annual Real Increase appreciation

Annual capital appreciation compared to
Aggregate on land and buildings Appreciation First-year interest net farm
net farm on land and from Canada income
income! Nominal? ReaPR buildings* Savings Bonds (3)+(1)
{Thousands of dollars) (Per cent)
1969 1,505,973 212,826 -496,200 -31 22 -329
1970 1,275,635 65,409 -454,725 -29 4.7 -35.6
1971 1,425,960 139,819 -316,000 -2.0 49 -22.2
1972 1,633,947 1,366,197 599,787 315 24 36.7
1973 3,219,940 3,798,264 2,491,350 11.8 -0.2 774
1974 3.580,193 6,649,843 4,344 414 15.6 -3.4 121.3
1975 4,135,894 7,465,174 4,464,806 s -1.1 108.0
1976 3,376,881 6,713,131 4,069,654 97 1.9 120.5
1977 2,899,211 3,027,053 -329,706 -0.7 1.1 -11.4
1978 3,266,174 5,710,355 1,679,561 3.3 -0.9 51.4
1979 3,990,000 10,203,286 5,574,660 9.2 04 139.7

1 Excluding net house rent.

2 Annual change in total value of farm lands and buildings, after deductions for net fixed capital formation in farm buildings.

3 Average increase in the value of the capital stock of farm lands and buildings in each year in excess of the general rate of inflation (as measured by
the consumer price index), after deductions for net capital formation. Figures represent the real capital appreciation in each year, measured in
the dollar value of that year (rather than in constant dollar terms) to enable comparisons with annual net farm income.

4 Calculated as the annual real increase, divided by the market year-end value of the previous year. Percentage-increase values for land and

buildings include only the increase in value from capital appreciation and exclude any rate of return to capital for its use in agriculture.

SOURCE  Statistics Canada, Value of Farm Lands and Buildings Survey, November 1979; and unpublished data.

In Table 3-13, nominal measures of capital
appreciation are provided for comparison with other
investment returns measured in nominal terms.
Although nominal capital appreciation (depreciation)
is not as valid a measure of the change in farm value
as real capital appreciation (or depreciation when the
rate of inflation is greater than the increase in the
price of land and buildings), it is necessary for
comparison purposes because the returns to most
capital investments are not measured in real terms.
For example, we measure interest rates on savings in
nominal terms (9 to 12 per cent in 1979), while in
recent years they have often been negative in real
terms. Stock dividends and appreciation are also
reported in nominal terms, and the real depreciation
in human capital (which depreciates to zero) is never
discussed. Valuing investments in land at their current
market value when calculating returns to capital
(treating capital appreciation as a cost in nominal
term) also requires that capital appreciation be
included in income in nominai terms.

From Table 3-13 it can be seen that annual nomi-
nal capital appreciation ranged from about one-
quarter of a billion to one and one-half billion dollars
in the 1960s but increased dramatically to between
three billion and ten billion dollars per year in the
1973-79 period. In the latter years nominal capital
appreciation was at times double the total net farm
income. When considered in reai current-dollar terms,

capital appreciation overall was still tremendous. In
real current-dollar terms there was some decline in
the value of land and buildings, especially in 1969-71
and 1977; yet the overall real growth continued to be
extremely high. In four of the last six years in the
1970 decade, it even exceeded net farm income.
Because of the magnitude of this increase in wealth,
it simply cannot be ignored when examining the
welfare of farmers and explaining why investment in
agriculture continues despite apparent low farm
incomes. (The relationships between nominal annual
net farm income, nominal capital appreciation, and
capital appreciation in real current-dollar terms are
graphed in Figure 5-1.)

Table 3-13 also illustrates the importance of
comparing real capital appreciation levels or rates
only with real levels or rates in other investments.
Overall, the real appreciation on farm land and
buildings, excluding any return to the capital for its
use in agriculture, greatly exceeded the real return to
interest savings, as represented by the first-year
interest on Canada Savings Bonds. Despite interest
rates often in excess of 9 per cent in the later years,
annual real returns to these investments from 1973 to
1979 were negative overall. From 1960 to 1979 the
average annual compounded nominal rate of increase
in appreciation on farm land and buildings was about
10.5 per cent compared with a return of about
6.7 per cent for Canada Savings Bonds. The real




rates were about 5.0 and 1.8 per cent, respectively.
From 1970 to 1979 the nominal rates of appreciation
on farm land and buildings was about 14.4 per cent,
compared with returns of about 8.4 per cent on
Canada Savings Bonds; the corresponding real rates
were about 6.9 and 0.9 per cent, respectively.

Table 3-14

Aggregate Real Net Farm Income' and Real Capital
Appreciation on Land and Buildings (in Constant
1960 Dollars), Canada, 1960-79

Real value in 1960 doliars?

Net farm income

Annual capital
appreciation on
land and buildings

Excluding net Including net
house rent house rent

(Thousands of dollars)

1960 1,125,978 1,186,947 218,213
1961 833,275 907,680 225,514
1962 1,417,989 1,492,339 162,935
1963 1,391,359 1,476,988 369,358
1964 1,139,508 1,228,705 678,690
1965 1,370,493 1,467,440 878,754
1966 1,638,539 1,742,828 713,426
1967 1,188,775 1,308,371 960,992
1968 1,361,985 1,485,657 693,718
1969 1,189,094 1,335,961 -391,711
1970 975,100 1,140,874 -347,195
1971 1,059,488 1,213,316 -234,813
1972 1,158,419 1,303,851 425,760
1973 2,122,818 2,287,809 1,642,741
1974 2,128,067 2,327,584 2,581,242
1975 2,218,750 2,507,866 2,386,536
1976 1,685,039 1,887,236 2,028,114
1977 1,339,623 1,628,870 -149,505
1978 1,385,141 1,646,264 712,273
1979 1,550,507 1,882,113 2,165,257

1 Excluding and including net house rent, and including income in kind
from food produced and consumed on the farm.
2 Deflated by the consumer price index.

SOURCE Statistics Canada, Farm Net Income Reference BOOK,
December 1979; Value of Farm Lands and Buildings Survey,
November 1979; and unpublished data.

Table 3-14 presents both net farm income and
capital appreciation in real 1960 dollar values to
measure real changes over time (see also Figure 3-2).
Total Canadian net farm income, including income in
kind from food produced and consumed on the farm
but excluding net house rent [Statistics Canada,
aggregate net farm income series], when measured
in 1960 doliars, shows some substantial increases in
the 1973-75 period but gradually returns to close to
the pre-1973 income levels in the late 1970s. When
net house rent values are included, however, the
picture changes to one of large increases in the
1973-75 period, followed by a level of real income (in
1960 doliars) above the pre-1973 level. Real capital
appreciation is also seen to increase over time (in
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1960 dollars) despite real capital depreciation in
1969-71 and in 1977,

Figure 3-2

Aggregate Real Net Farm Income! and Real
Capital Appreciation on Farm Land and
Buildings, Canada, 1960-79

Real net farm income, including net house rent
— = Real net farm income, excluding net house rent
=~-+—Real capital appreciation on farm land and buildings

(Billions of 1960 dollars)
53—

1960 1965 1970 1975 1979

1 Including income in kind from food produced and
consumed on the farm.

In explaining the figures in Table 3-14 it should be
noted that the changes in total income do not neces-
sarily reflect the prosperity of individual farmers, since
the decline in the number of farmers over the period
meant that the total income was distributed to fewer
individuals. In particular, the larger commercial
farmers have continually produced a greater relative
share of the value added in agriculture and have
therefore received an increasing share of net farm
income. Furthermore, constant real family incomes
do not necessarily mean that family welfare has
remained constant. The consumer price index used in
deflating income over time reflects price increases for
some aspects, like housing, which appreciate over
time. The owners of these assets can maintain their
standard of living with an increase in income that is
less than the increase in overall inflation, as long as
their income increases enough to cover the cost
increases of their actual expenditures (including



24 Farm Incomes in Canada

increases in interest but excluding any increase in the
cost of new houses). Again, this is an example of
treating capital appreciation as a cost (this time for
consumption rather than for investment) while
excluding it as a return. White-collar workers and self-
employed businessmen (like farmers) typically have a
high incidence of home ownership and can maintain
their standard of living with a rate of increase in
income that is somewhat below the overall rate of
inflation.

The distribution of capital appreciation, by farm
size, is given for 1976 in Table 3-15. The year 1976
was selected primarily because of the availability of
land and building values, by gross farm sales, from

Table 3-15

the census (see Table 2-3). Data for this particular
year are also useful, however, because the real rate
of capital appreciation (9.7 per cent) was quite
similar to the average real rate of appreciation per
year from 1973 to 1979 (8.9 per cent). In this table,
capital appreciation is given in both nominal and real
terms. Nominal capital appreciation ranged from a
low of $7,419 per farm ($5,983 per tax filer) on farms
with gross sales of less than $2,500 to a high of
$43,095 per farm ($26,439 per tax filer) on farms
with gross sales of $50,000 or more. In real terms,
capital appreciation ranged from a low of $3,763 per
farm ($3,035 per tax filer) on farms in the smallest
category to $21,979 per farm ($13,484 per tax filer)
on farms in the largest category.

Average Capital Appreciation on Farm Lands and Buildings per Farm' and per Farm Tax Filer Equivalent,?

by Size of Farm (Gross Sales), Canada, 1976

Average capital Average Average capital
Average Average value of appreciation on number appreciation per
value per land and land and buildings of farm farm tax filer
Average acre buildings per farm3 per farm tax filer equivalent2
number (including equivalents
of acres buildings) 1975 1976 Nominal Real per farm Nominal Real
(Dollars) (Dollars)
Gross farm sales ($):
50 - 2,499 132 426 48,748 56,167 7,419 3,763 1.24 5,983 3,086
2,500 - 9,999 280 268 64,783 74,649 9,866 5,007 1.19 8,291 4,208
10,000 - 24,999 487 217 91,203 105,094 13,891 7,050 1.15 12,079 6,130
25,000 - 49,999 695 231 138,962 160,125 21,163 10,741 1.28 16,534 8,391
50,000 and over 1,057 310 282,968 326,062 43,095 21,979 1.63 26,439 13,484
All farms 473 266 108,670 125,220 16,550 8,400 1.26 13,134 6,667

1 Including private, partnership, and family corporation farms but excluding institutional, nonfamily corporations, and other farms.

2 Includes adjustments to account for the equivalent number of tax filers for the corporate family farms reported in the census that would have been
supported on private unincorporated farms of similar size and value.

3 After reduction for net capital formation in farm buildings of $142.7 million in 1976. Net capital formation is assumed to be an equal percentage of the
1975 value on all farms.

SOURCE Average acreage derived from Statistics Canada, Census of Agricuiture, Cat. 96-800, 1976, Table 25; tax filer equivalents derived from data in

Table 2-1 and from Statistics Canada, Census of Agriculture, Cat. 96-800, 1976, Tables 25 and 32; and average value per acre derived from
unpublished data from the Value of Farm Lands and Buildings Survey, November 1978.

These increases in capital appreciation are com-
bined in Tables 3-16 and 3-17 with the farm and
nonfarm income of tax filers (Table 2-1) plus the
estimated income in kind not included in the income
reported by tax filers, in order to produce a more
complete picture of farm income.® Including income
in kind, and with capital appreciation reported in
nominal terms (for comparison with other investment
returns measured in nominal terms), the average
returns in 1976 were equal to around $20,000 per tax
filer and $25,000 per farm on farms with sales of less
than $2,500 and on those with sales of $2,500 to
$10,000. Total returns equaled $46,000 per tax filer

and $75,000 per farm on farms with gross sales of
$50,000 or more. In real terms, the picture is still
striking. The average 1976 returns on farms in the
first two categories amounted to roughly $17,700
and $15,600 per tax filer and $22,000 and $18,600
per farm, respectively; on those with gross sales of
$50,000 or more, the average returns amounted to
about $33,000 per tax filer and $53,900 per farm.
Clearly this is a very different picture from that
presented by net farm income alone or by making
generalizations with regard to the total farm popula-
tion from observations of average net farm income for
the total agricultural sector (only $3,839 in 1976).
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Table 3-16

Average Total Returns from All Sources per Farm Tax Filer and per Farm, by Source and Size of Farm
(Gross Sales), with Capital Appreciation Measured in Annual Nominal Terms, Canada, 1976

Estimate of unreported average
income in kind! per tax filer

Average per tax filer

Average net income Average per farm

per tax filer Nominal capital Total

Food produced Imputed appreciation returns Number Total

Farm Off-farm  and consumed house on land and from all of tax returns from

income income on the farm rent buildings sources filers all sources

(Dollars) (Dollars)
Gross farm sales ($):

50- 2,499 -1,167 13,505 317 2,030 5,983 20,668 1.24 25,628
2,500- 9,999 30 9,522 317 1,568 8,291 19,728 1.19 23,476
10,000 - 24,999 3,190 5,625 317 1,753 12,079 22,964 1.15 26,409
25,000 - 49,999 7,589 3,764 317 1,937 16,534 30,141 1.28 38,580
50,000 and over 13,148 3,988 317 2,121 26,439 46,013 1.63 75,001
All farms 3,839 7,603 317 1,845 13,134 26,738 1.26 33,690

1 Data on income in kind have been adjusted to exclude corporation, institutional, and other special farms. The value of unreported home produce
is assumed to be equal for all farm sizes and is calculated from the average 1976 value per farm tax filer ($377) times the percentage of the 1974 value
(84 per cent) unreported on income tax returns. Imputed house rent, based on the average 1976 value per farm tax filer ($1,845) has been adjusted per
size category by 110, 85, 95, 105, and 115 per cent to reflect the approximate differences in house vaiue from the $50-$2,499 category through to the
$50,000 and over category, respectively.

SouRcCE Average net farm and nonfarm income is from unpublished Statistics Canada data from Personal Income Fite (see Table 2-1); income in kind,

from George Andrusiak, “Farm Income Situation and Outlook,” a paper presented at the Canadian Agricultural Qutlook Conference, Ottawa,
December 11, 1978.

Table 3-17

Average Total Returns from All Sources per Farm Tax Filer and per Farm, by Source and Size of Farm
(Gross Sales), with Capital Appreciation Measured in Annual Real Terms, Canada, 1976

Estimate of unreported average
income in kind! per tax filer

Average per tax filer

Average net income Average per farm

per tax filer Real capital Total

Food produced Imputed appreciation returns Number Total

Farm Off-farm  and consumed house on land and from all of tax returns from

income income on the farm rent buildings sources filers all sources

(Dollars) (Dollars)
Gross farm sales ($):

50- 2,499 -1,167 13,505 317 2,030 3,035 17,720 1.24 21,973
2,500- 9,999 30 9,522 317 1,568 4,208 15,645 1.19 18,618
10,000 - 24,999 3,190 5,625 317 1,753 6,130 17,015 1.15 19,567
25,000 - 49,999 7.589 3,764 317 1,937 8,391 21,998 1.28 28,157
50,000 and over 13,148 3,988 317 2,121 13,484 33,058 1.63 53,885
All farms 3.839 7,603 317 1,845 6,667 20,271 1.26 25,541

1 Same as for Table 3-16.

SOURCE Same as for Table 3-16.

When considering these returns it must be recog-
nized that many farmers have very large investments
(averaging about one-third of a million dollars in land
and buitdings alone in 1976 for farms with gross sales
of $50,000 or more), and a substantial amount of
their returns may result from these investments. (The
question of whether farmers earn enough to generate

a good rate of return on their resources is treated in
the following chapter.) Furthermore, much of the total
return in recent years has accrued through capital
appreciation. This form of return is much less certain
than current income, and lands and buildings could
appreciate at a lower rate in the future, or even
depreciate. The greater uncertainty associated with
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future capital appreciation, however, is not a valid
reason for excluding it from past income measure-
ments or for ignoring the change in capital value
(either appreciation or depreciation) in future
analyses.

Table 3-18, based on an earlier study [McClatchy
and Campbell, 1975], provides additional informa-
tion, by province, on total family income from all
sources in 1971, representing the pre-1973 farm
income era. Some of the figures in the table are
derived from sources other than those used for earlier
tables in this study, and total income is reported per
family rather than per tax filer. Furthermore, because

Table 3-18

the capital appreciation for 1971 shown in Table 3-18
was measured at the average rate for the entire
1961-71 period, it is positive instead of negative as
reported in Table 3-13. The figures substantiate the
conclusion, however, that farm family real income is
much greater than farm operating income, with a
respectable average per family. The breakdown by
province also shows that farm families from Ontario
westward (with Manitoba lagging) are, on average,
better off than those in Quebec and the Maritimes.
This provincial disparity continued in the post-1973
era, as shown by the tax filer data on net farm
operating income and off-farm income (Table 3-4)
and by the rate of capital appreciation on land and
buildings (Tables 3-11 and 3-12).

Some Approximate Estimates of the Absolute and Proportionate Importance of the Five Main Components
of Farm Family Real Income: Average per Farm, Canada by Province, 1971

Net farm
Other income cash income Real capital

Rental value in kind after expenses gains Off-farm Total farm
of house (mainly food) and depreciation on land! family income family income
$Value % $Value % $Value % $Value %  $Value % $Value %
British Columbia 2,500 16 350 2 1,800 12 2,600 17 8,400 54 15,650 100
Alberta 1,150 10 250 2 3,500 31 2,400 21 4,100 36 11,400 100
Saskatchewan 900 8 250 2 5,500 48 2500 22 2,300 20 11,450 100
Manitoba 900 9 250 3 4,100 43 1,800 19 2,500 26 9,550 100
Ontario 1,650 15 300 3 1,600 14 1,800 17 5,700 51 11,150 100
Quebec 650 8 500 6 2,300 30 700 9 3,600 46 7,750 100
New Brunswick 600 8 350 5 1,800 25 600 8 3,800 53 7,150 100
Nova Scotia 800 1 350 5 1,300 18 600 8 4,200 58 7,250 100
Prince Edward Island 900 17 300 6 1,000 19 700 13 2,500 46 5,400 100
Canada 1,150 11 300 3 3,100 29 1,900 18 4,100 39 10,550 100

1 Average annual real capital gains over the 1961-71 period.

SOURCE D. McClatchy and C. Campbell, “An Approach to Identifying and Locating the Low-Income Farmer,” Canadian Farm Economics 10, no. 2

(April 1975).

Supply Management
Quota Values

Supply management quota values represent
another form of wealth to the farm sector. These
values, however, accrue only to those farmers
operating in supply management programs and not
to the total farm population. Production quotas are
typically used in supply management programs to
restrict output to some level of production that can
be sold in the market at a profitable price. Quotas
take on value primarily when the profitability of
agricultural production in the commodity controlled
by quotas exceeds the profitability of competing
alternatives for use of the farmers’ resources, so that
farmers are willing to pay for the right to produce the
more profitable product. With the expansion ot

supply management programs in the 1970s and the
increased profitablity of producing the commodities
controlled by those programs, there has been a
substantial creation of quota value in recent years.

A crude measure of the aggregate value of produc-
tion quotas in Canada in 1978 for the main supply-
managed commodities (fluid and manufacturing milk,
eggs, broilers, turkeys, and tobacco) is derived in
Tables 3-19 through 3-21. Table 3-19 provides
measures of value per unit of quota in 1978 for the
supply-managed commodities in most provinces,
taken from CFA estimates [Canadian Federation of
Agriculture, 1979] and supplemented in several
cases by estimates obtained through personal
communications or other published sources. In
several provinces (e.g. Manitoba and Saskatchewan),
however, quotas are tied to the sale of the farm, and



no separate quota values exist. In these cases, quota
values were estimated from other provinces (i.e. from
Alberta, for Manitoba and Saskatchewan). These
values per unit of quota multiplied by the production
under quota reported in Table 3-20 give the aggre-
gate quota values listed in Table 3-21.

Overall, the aggregate quota value in 1978
amounted to roughly $2 billion. Dairy producers held
the greatest share of the quota value (61 per cent),
but the poultry quota also contributed substantially to

Table 3-19

Per-Unit Quota Values, by Province, Mid-1978
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the total value. Provincially, Ontario and Quebec
farmers held about 68 per cent of all quota value;
Ontario led with 35 per cent of the Canadian total.
Since the federal-provincial poultry supply manage-
ment schemes, accounting for a good share of the
value of poultry quotas, have only been in effect since
the mid-1970s or later (broilers in 1979) and since
milk quotas in many provinces had little value in the
1974-75 period, when competing alternatives (beef)
were more profitable, most of the aggregate quota
value can be attributed to appreciation in per-unit

Fluid milk MSQ milk Eggs Chickens! Turkeys! Tobacco
(Ibs./day) (Ibs./year) (/bird) {/1b.) {(/1b.) (/lb.)
(Dollars)

Prince Edward Istand 10.00 0 6.00¢ n.q. n.g.

Nova Scotia 23.00 0 6.25 0.06 0.382

New Brunswick 22.00 0 8.00 0.052 0.86

Quebec 48.06 075 10.00 0.25 0.67

Ontario 16.00 .053 12.00 0.42 0.30 1.08

Manitoba 30.00° .028° 5.00° 0.25¢ 0.38¢

Saskatchewan 30.00¢° .028¢ 5.00° 0.06 0.38¢

Alberta 30.00 .0282 5.002 0.252 0.38¢

British Columbia 150.00 15 21.00 0.63 1.52

e - estimate for quota that was not independently transferable and had no specific price (typically tied to transfer with the farm); it is based on that for

other provinces.
n.g. - no quota.

1 For quotas specified in square footage of fioor space, the value per pound of chicken was calculated as 4.75 pounds per square feet, produced four
times a year, for Ontario and 4.0 pounds four times a year for other provinces. For turkeys, a quota of 5.25 pounds per square feet per year was used.

2 Estimate derived from unpublished provincial sources.

Source Canadian Federation of Agriculture, Quotas, 1979; and Peter Arcus, “The Values of Milk Quota in British Columbia: An Economic Analysis,”

Canadian Journal of Agricultural Economics {July 1978).

Table 3-20

Production of Major Agricultural Products under Supply Management, Canada by Province, 1978-79

Fluid milk Industrial milk Eggs Chickens Turkeys Tobacco
(Million Ibs.) (Thousands (Thousand Ibs. (Million Ibs.)
of layers) eviscerated)
Newfoundland - - 380 9,000 - -
Prince Edward Island 35.1 188.4 120 1,176 - -
Nova Scotia 231.6 122.0 788 30,000 3,303 -
New Brunswick 153.0 132.5 387 21,700 2,251 -
Quebec 1,303.9 4,797 3,016 277,000 47,066 -
Ontario 2,244 8 3,134.0 7,325 294,000 88,403 229
Manitoba 250.1 390.2 2,157 34,500 15,292 -
Saskatchewan 230.3 260.2 628 17,170 7,193 -
Alberta 499 .4 671.1 1,399 73,000 15,304 -
British Columbia 638.6 310.0 2,365 91,000 16,349 -
Canada 5,586.8 10,005.5 18,565 848,546 195,161 229

SOURCE Agriculture Canada, Market Information Service, Dairy Market Report 55, no. 6 (1980): 2, for milk sold off the farm, calendar year 1978, by
province; Dairy Farmers of Canada, Dairy Facts and Figures, Ottawa, 1979, Table 23 (dairy year April 1, 1978 to March 31, 1979); National Farm
Products Marketing Council, Annual Report, Tabie 8, p. 9, for provincial average numbers of hens, 1978, and Table 15, p. 14, for CTMA allocation
of turkey slaughtering, 1977-78; and S. H. Lane, Agricultural Marketing Handbook, AEEE/79/10, University of Guelph, 1979.
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Table 3-21

Aggregate Quota Value,' Canada by Province, Mid-1978

Fluid Industrial
milk milk Eggs Chickens Turkeys Tobacco Total
(Millions of dollars)

Prince Edward Island 1.0 0 0.7 = - - 1.8
Nova Scotia 14.6 0 4.9 1.8 1.3 - 22.6
New Brunswick 9.2 0] 3l i\l 1.9 - 15.3
Quebec 1718 359.8 30.2 69.3 3il'5 - 662.5
Ontario 98.4 166.1 87.9 123.5 26.5 247.3 719.7
Manitoba 20.6 10.9 10.8 8.6 5.8 - 56.7
Saskatchewan 18.9 7.3 391 1.0 2.7 - 33.0
Alberta 41.0 18.8 7.0 18.3 5.8 - 90.9
British Columbia 262.4 46.5 49.7 57.3 24.9 - 440.8
Canada 637.8 609.4 197.4 304.4 100.4 247.3 2,043.3

1 Excluding that of commodities such as fruits and vegetables.

Source Derived from Tables 3-19 and 3-20.

quota values since the mid-1970s. Most of the
appreciation in quota values (likely more than 80 per
cent) has gone to commercial farmers, since they
hold most of the quota.

Since 1978, quota values have continued to rise. In
addition, many of the 1978 unit quota values, espe-
cially for milk, were controlled by the respective
marketing boards, and they underestimated the true
market value. As an example, following the initiation
of free trade in milk quotas in Ontario in March 1980,
fluid quotas traded at about $26 per pound ($59 per
litre), compared with the rate of $16 per pound
reported in Table 3-19, and market share quotas
(MsQ) for industrial milk traded at about $0.10 per
pound ($22 per hectolitre), compared with $0.053
per pound in 1978. Even at an average unit value of
$0.10 per pound for all of Canada (Ontario holds
about 30 per cent of Canada’s MsQ), the total
aggregate quota value for industrial milk would be
about $1.0 billion, nearly 165 per cent of the value
reported in Table 3-21. As a consequence, the 1978
aggregate estimates are considerably less than the
1980 values, which likely approached between 2.8
and 3.0 billion dollars. Assuming that 80 per cent of
this value has accrued over the last five or six years,
supply management schemes have created, on
average, nearly $400 million in wealth per year — over
10 per cent of the annual net farm income in the
same period.

Capital appreciation in quota values is similar to
appreciation in land and building values and repre-
sents an increase in wealth for farmers. Quotas are
created by government policy, however, and their
value is therefore more susceptible to changes in
regarding

government positions the creation or

maintenance of supply management programs and
the pricing of these products. Compared with capital
appreciation in land and buildings, it is much harder
for farmers to realize annually some of the apprecia-
tion in quotas without first disposing of them,
because quotas are usually not utilized as collateral
for borrowing,™ and farmers usually do not treat
quota values as a retirement fund (because of
uncertainties about government policies affecting
long-term quota values). Most of the value of quota
appreciation goes to the original producer, who often
receives the quota ‘‘cost-free’” based on his historical
production. When he sells his quota, the purchased
quota becomes a cost to the new farmer, which must
be covered by the value of his production. As a
result, the value of quota over time tends to become
a cost to the consumer.

Taxation Benefits

Another consideration in analysing farm income is
the effect of government taxation policy on farmers
relative to other Canadians. By providing special
treatment to a particular group in society or providing
general provisions that, because of special circum-
stances, may be utilized more easily by a particular
group, taxation policy can increase the after-tax
disposable income of one group relative to that of
other groups.

In general, it would appear that farmers in Canada
receive relatively very advantageous tax treatment.
The major taxation provisions provided only to
farmers or those provided to other groups but more
easily utilized by farmers in 1980 are summarized in
Table 3-22. These provisions may be grouped as:
a/ tax benefits unique to agriculture; b/ tax benefits




Table 3-22

Major Taxation Advantages Available to Farmers
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Tax benefits available only

to small businessmen

Tax benefits

Tax benefits

available to all

tax filers but

utitized more
by farmers

But commonly used
by both farmers
and nonfarmers

primarily
available only But utilized more
to farmers by farmers
Federal Cash method of Wages to children
government accounting

(income tax)

Roll-over (deferment)
of tax on capital

gains on farm

property transferred
from parent to child
(for farm proprietor-
ships and partnerships)

(deductions for

portion of repairs

5-year income block
averaging

Optional livestock
inventory valuation

Provincial
governments

Succession duty
exemptions or
reductions

Property tax
reductions or
rebates

Inclusion of residence
as part of business

interest, taxes, and

and operating costs)

Business deductions Exclusion of 50 per
cent of capital gain

from taxation

$200,000 deferral
from tax on capital
gain for transfer of
shares in corporation
to children
{corporations only)

Special business
tax credits

Small business corporate
income tax reduction,
and receipt of income

as dividends rather than
wages and salaries
(corporations only)

available only to agricultural and nonfarm small
businesses, but which can be utilized more easily and
extensively in agriculture; ¢/ tax benefits available to,
and equally important to, all small businesses, but not
available to wage-earning and salaried workers; and
d/ benefits available to all Canadians, but more
easily utilized in agriculture.

Tax provisions unique to agriculture include:

1/ The cash method of accounting, whereby income
is reported for the year during which items are sold
(rather than for the year in which they are produced)
and expenses are deducted in the year in which they
are paid. This procedure typically enables farmers,
for taxation purposes, to defer their income from
production in a given year to the foilowing year by
selling grain or livestock after December 31. Prairie
farmers can even take a ‘‘deferred cash purchase
ticket”" for certain grain sales, which allows them to
sell in one year at the prevailing price and defer
receipt of the income until the next year. Accumulat-
ing inventories of inputs, livestock, and crops also
enables farmers to defer taxes on income, because

these inventory purchases, or the cost of producing
them, may be deducted out of current income, and
the resulting income is not reported until the product
is sold, even if the value of inventories increases. At
the interest rates that have prevailed in recent years,
these taxation deferral provisions were worth around
9 to 12 per cent of the deferred taxes annually during
the late 1970s, and up to 15 to 20 per cent in 1980
and 1981.

2/ A tax deferment of capital gains on farm property
owned as a sole proprietorship when the property is
transferred from parent to child, with similar treat-
ment for a family farm partnership since April 10,
1978. This provision makes it possible to postpone
the capital gains tax until the farm is sold to someone
other than each succeeding farmer's child. If the
deferral period is substantial (30 years or more), the
net present value of the future tax on current capital
gains, discounted at today’s high interest rates, will
be so small as to make the capital gains virtually tax-
free in current dollars.” Furthermore, the provision
also provides for the deferral of capital cost allow-
ance recapture.
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3/ Five-year income block averaging, enabling
farmers to average their income over a period two
years longer than for other Canadians. This provision
can be used only once every five years, however.
Three-year general averaging, which is available to all
Canadian taxpayers, can be used each year but is
applicable only when incomes are rising.

4/ A livestock inventory valuation option, whereby a
farmer can ‘‘sell’ livestock to inventory to generate
income when total income is low and then deduct the
“sale’’ as an expense the next year when income
may be higher. This sale of inventory can be repeated
from one year to another, so that the farmer can
more effectively average out his income and carry
forward the losses in early years when he is starting
out to later years when his income is positive.

Additional benefits provided by provincial govern-
ments and unique to agriculture include:

1/ Special property tax provisions that grant farmers
either lower property tax rates, exemptions on
portions of property, or special grants to compensate
for the property taxes paid. In Ontario, for example,
farmers receive a rebate on 50 per cent of their
property tax.

2/ Exemptions from succession duties, providing
elimination or reduction of these taxes in the transfer
of a farm upon the death of the operator to direct live
descendants. Currently, federal estate taxes and
most provincial succession duties have been elimi-
nated, but many were in effect during the 1970s and
should be considered when examining past incomes.

Tax benefits available to all small businessmen but
more appropriate for farmers include:

1/ The legal ability to pay wages to children (and to
the spouse'?) for their work.

2/ The optional inclusion of the residence as a
component of the business — because farmers are
more likely to live on their business property than
other businessmen, this provision is much more
beneficial to them. Advantages are provided in that
farmers (and others living on their business proper-
ties) can deduct a portion of home operating costs
and repairs, and all taxes and interest, as a business
expense. This means that farmers can pay a large
portion of their home living expenses with before-tax
income, rather than with after-tax income, as is the
case for most other Canadians. If the farmer does not
take any capital cost allowance (depreciation) on the
house, he may still treat it, for taxation purposes, as a
personal residence (exempt from capital gains tax). If
he does depreciate the house, or any room in it he
is subject to taxes on the capital gain on the entire
house or on the room(s) depreciated. Again, how-

ever, the net present value of this tax may not be high
if the tax is not payable for a considerable number of
years. Furthermore, the farmer can deduct a basic
$1,000 from the taxable gain plus an additional
$1,000 for each year he owned the residence from
1971. Alternatively he could elect to exclude his
residence from the farm business. In this case he
would not be subject to capital gains tax on the
farmhouse, and he could still deduct a portion of
current house expenses.

The after-tax benefit of the income in kind in
imputed net house rent derived from living rent-free
on a person'’s business property is also greater than
the before-tax benefit. At a 30 per cent marginal tax
rate, an untaxed rental value of $2,000 would be
equivalent to $2,857 in income subject to tax. The
equivalent value for a 44 per cent marginal tax rate
would be $3,571.

Tax benefits common to agricultural and nona-
gricultural businessmen but not available to wage-
earning and salaried workers include:

1/ Employment expense deductions, such as
vehicle costs incurred in driving to and from work,
specialized equipment and clothing, hidden con-
sumption expenses, and so on. If an overall loss from
farming occurs, however, part-time farmers whose
chief source of income is not from farming can claim
no more than $7,500 in total farm income losses
(including expense deductions, depreciation, and
other costs) based on all of the first $5,000 in losses
but only half of the next $5,000 in losses.

2/ Employment tax credits for hiring additional
workers (reducing the cost of labour).

3/ A $200,000 maximum deferral of capital gains
subject to tax for shares in a corporation transferred
to one’s children (which is similar in principle to the
deferral of the tax on capital gains for sole proprietor-
ships and farm partnerships).

4/ A variety of special business tax credits and
allowances — some credits, such as those for grain
storage and drying, may be solely for agriculture, but
tax credit provisions in general are extended to both
farm and nonfarm businesses.

5/ Reduced corporate income tax rates for small
businesses and receipt of personal income by share-
holders in the form of dividends rather than wages or
salaries. These provisions are the direct benefits of
small business incorporation. In most provinces, small
businesses are taxed at an effective federal and
provincial corporate income tax rate of 25 per cent
(20 per cent for manufacturing businesses) instead of
the 1980 standard 50 per cent corporate rate. This
provision enables small businessmen to have more




after-tax income for dividends or reinvestment, but it
does not affect wages or salaries paid to workers.
Personal wages or salaries are treated as corporate
business expenses (deducted from gross income)
and then taxed as personal income to the wage
earner. Since the corporations are privately owned
(sometimes by a small number of family members),
small businessmen typically can choose to earn
personal income within the business either as divi-
dends or as wages and salaries. In most cases,
dividend earnings are taxed as personal income at a
lower rate than wages and salaries, as they are
subject to federal dividend tax credits and a $1,000
dividend earnings exemption (if issued to a person
without controlling interest). It is difficult to specify
precisely what the combined reduced tax rates and
dividend treatment are worth, however, as their value
will depend on the sharehoider’s level of personal
income and his mix of dividends and other income. In
some cases, the savings could be substantial if the
shareholder were able to receive large payments as
dividends instead of wages or salary (resulting in a
tax saving of 7 to 8 per cent of dividend income).

The benefit of the tax rate reduction through
incorporation and the subsequent receipt of income
through dividends instead of wages or salaries is
available to farmers and nonfarm small businesses
alike (except that small manufacturing businesses get
a 5 per cent greater tax reduction). The dividend tax
credit, once received, is also available to all Canadi-
ans, but usually shareholders in large corporations do
not work directly for the corporation and thus are
unable to arrange for receipt of income as dividends
rather than salary. The main consideration in incor-
porating a small business, however, is economic size.
Generally a firm needs a net income of about
$18,000 before incorporation becomes profitable,
and this minimum level will increase considerably with
payment by unincorporated businessmen of wages to
spouses to keep down personal income tax rates.
Consequently, the tax and dividend provisions for
small businesses may be utilized somewhat more by
nonfarm self-employed businessmen than farmers
because of the greater percentage of nonfarm small
businesses large enough to benefit from these
provisions. The large majority of both farm and
nonfarm self-employed small businesses, however,
are not incorporated. In 1976 only about 4 per cent
of all farms and roughly 35 to 37 per cent of all
nonfarm small businesses were incorporated.™ Only
about 14 per cent of the nonfarm small businesses,
however, utilized the small business tax reduction
provisions. The other 22 per cent of nonfarm small
businesses that were incorporated did not generate
enough income to be liable for any corporate income
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tax; they could not, therefore, use the tax reduction
or dividend provisions.

The main provisions available to all taxpayers but
which are more applicable to farmers relate to the
treatment of capital gains, of which only one-half are
taxable (one-half are tax-free). Since farmers have a
large portion of their capital invested in land, which
has been steadily appreciating for several decades
now (as opposed to depreciating physical and human
capital), they typically receive a larger share of their
lifelong income in the form of capital gains, which are
taxed at a reduced rate (and deferred through
parent-child transfers). Furthermore, capital gains are
taxed only when the farm is sold, even though some
of the capital appreciation can be realized annually
through a substitution for savings and retirement fund
contributions and through borrowing against the
appreciation; that is, these increases in capital values
are not subject to tax until the farm transfer takes
place, and then only one-half the gain is taxed at the
individual's personal income tax rate. Actual savings
and retirement contributions by other Canadians
were typically made after taxes (at the full rate) until
the 1970s, when the introduction of RRSPs allowed
other Canadians to defer taxation on income used for
retirement savings. The amount eligible for RRSPs,
however, is limited to a maximum of $3,500 or
$5,500, depending on whether or not the taxpayer is
a member of a company pension plan.

Determining the total value of these taxation
advantages to farmers is very difficult because of the
different circumstances facing the individual farmer.
Larger-scale farmers, for example, generally receive
greater benefits than smaller operators. Estimates
have been made [Johnson and Scarth, 1979] of the
value of cash accounting, tax deferments for capital
gains from parent-to-child farm transfers, and
succession exemptions for a farmer with $10,000 net
income, an initial investment of $100,000, 8 per cent
capital appreciation per year, and a 25-year work
horizon in agriculture (a typical commercial farmer).
Johnson and Scarth estimated that the value of the
tax provisions to the farmer would be $177, $543,
and $244, respectively, per year above what a
comparable self-employed nonfarm businessman
could derive from the same business conditions if he
converted the capital appreciation to an income-
averaging annuity upon retirement to keep down
taxes. The overall benefits to a commercial-sized
farmer, then, would amount in total to $964 annually.
Since, however, succession duty benefits no longer
exist as a special benefit to agriculture in most
provinces, the overall annual value under current
taxation conditions (excluding those duties) would be
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$720. Nevertheless, the $244 benefit from succession
duties should be considered for earlier years when
the duties did provide special advantages to agricul-
ture.

The advantages of the exclusion of half the capital
gains from taxation will vary depending on the size of
the farmer’s gain and how long he has held his land
since 1971, when taxes on capital gains were first
introduced. The present value of future benefits from
the 50 per cent exclusion, however, can be used to
indicate the value of this tax treatment to farmers.

As an illustration, the position of a farmer with a
$300,000 capital gain from his farm (excluding his
house) over a 25-year period is compared with that of
a wage-earning and salaried worker who accrues a
$50,000 capital gain over the same period.' In this
example, the farmer is assumed to have a much
larger capital gain than the nonfarmer because
experience shows that the capital gains received by
farmers have been much larger than those received
by people in most other occupations. As a conse-
quence, the 50 per cent exclusion of capital gains
from taxation is worth more to farmers than to others
with less capital gain. At current taxation rates (using
Ontario rates and assuming $5,000 of other income
in retirement and 3-year averaging), the future tax
savings from the 50 per cent capital gain exclusion
would amount to approximately $83,938 for the
farmer and $11,982 for the nonfarmer — a difference
of about $72,000. The net present value of this
difference, discounted at 10 per cent,'® is about
$6,645. Converted to a yearly benefit compounded
at 10 per cent, this amount yields an annual income
value of about $730. This benefit is in addition to the
tax deferral benefits for farm proprietorships and
partnerships if the farm is transferred from parent to
child.

Income in kind also provides large taxation ben-
efits. The tax advantages pertaining to the farm
residence can be estimated as either tax savings, as
a result of excluding the value of net house rent from
taxation, or as the savings on property taxes, inter-
est, and a proportion of the operating expenses and
repairs for the house that were deducted as business
expenses. If a tax filer spends $3,000 on deductible
house expenses (interest, taxes, and repairs), he
saves $900 in before-tax income because of his
deductions if he is in a 30 per cent marginal income
tax bracket (combined federal and provincial tax
rate). Alternatively if his net house rental value is
$2,000," he saves $857 in before-tax income if he is
in the same 30 per cent tax bracket (the farmer
would have had to have earned $2,857 to yield
$2,000 after taxes).

The unreported income in kind from food produced
and consumed on the farm (estimated at $317 per
farm tax filer in 1976, Tables 3-16 and 3-17) would
also result in a tax saving of $95 at a 30 per cent
marginal tax rate. As a result, total income tax
benefits from the treatment of the farmhouse and the
income in kind from food would total nearly $1,000
(at modest estimates of net house rent). These
benefits would be available to both large- and small-
scale farmers. Additional benefits of up to several
hundred dollars could be derived from business
deductions (vehicle expenses, cost of driving to and
from work, and so on) not available to wage-earning
and salaried workers.

Farmers also often receive advantageous treatment
in property taxation through provincial property tax
reduction or rebate programs. In Ontario and Que-
bec, for example, farmers receive a 50 per cent
reduction and 35 to 40 per cent rebates, respectively.
Ontario commercial operators often receive rebates
of $400 to $800 or more; smaller operators typically
receive $250 to $400.

The annual benefits of incorporation for small
businesses and the advantageous tax treatment of
dividends over wages and salaries can be illustrated
for Ontario in 1980 by comparing a self-employed
businessman with $6,000 in personal taxable income
and $20,000 in business earnings that can be
received either as dividends or as wages or salary. If
he elects to take this income as wages or salary, he
will pay a combined federal and Ontario income tax
of $8,092 on his $26,000 of taxable income. If he
elects to take the income as dividends and the small
business is not engaged in manufacturing, the
corporate income tax will be $5,000 (25 per cent of
$20,000, leaving $15,000 for dividends), and his
personal income tax (after grossing up the dividends
and subtracting the federal tax credit) would be
$1,403, amounting to a total tax of $6,403. If the
business was engaged in manufacturing, the corpo-
rate income tax would be $4,000 (20 per cent of
$20,000, leaving $16,000 for dividends), and the
personal tax would be $1,593, amounting to a
combined tax of $5,593. In this particular exampie,
the annual incorporation and dividend benefits would
be worth $1,689 (8.4 per cent of the $20,000 in
business earnings) for nonmanufacturing business-
men and $2,499 (12.5 per cent of the $20,000) for
those engaged in manufacturing.

Most of these taxation benefits are widely available
to the agricultural sector and apply directly to a




broad spectrum of farmers. The overall benefits of
incorporation and dividend tax treatment, however,
must be carefully qualified because of their restricted
use by both farm and nonfarm small businessmen.
These benefits can be substantial for individual
businesses, but they are used by only a minority of
farm and nonfarm businessmen. Even then, they are
applicable primarily to the larger businesses. Further-
more, part of the tax savings may be offset by initial
incorporation expenses and the costs of accounting
and time required to comply with incorporation
requirements. As a result, it is difficult to specity
precisely the additional value of these provisions to
either the overall farm or nonfarm small business
sectors.

Overall, the combined benefits of tax treatment for
agriculture are very large, even excluding the benefits
of incorporation. Combining the estimates of Johnson
and Scarth with the additional benefits from tax
exemptions on 50 per cent of the capital gain,
income in kind, and property tax rebates indicates
much larger relative income benefits from taxation for
farmers than for either nonfarm self-employed
businessmen or wage-earning and salaried workers.'®
The annual advantages over self-employed business-
men are roughly $2,500 for commercial farmers and
$1,700 for smaller-scale farmers, excluding succes-
sion duty benefits, and $2,800 and $1,900, respec-
tively, when these benefits are included. The annual
tax advantages over wage-earning and salaried
workers would be roughly $3,500 for commercial
operators and $2,700 for smaller operators, exclud-
ing past succession duty benefits, and $3,800 and
$2,900, respectively, including those benefits.
Including incorporation and dividend benefits might
narrow the differences between farm and nonfarm
businessmen somewhat, because of the greater use
of incorporation by nonfarm small businessmen. The
difference would not be narrowed substantially,
however, because of the limited use of incorporation
and the associated costs. On the other hand, includ-
ing these benefits would widen the differences
between farmers and wage-earning and salaried
workers somewhat, particularly for commercial
farmers who are more apt to be incorporated.
Considering all aspects of taxation, therefore, it is
apparent that, compared with nonfarmers, farmers
are relatively much better off after taxation. Using
before-tax measures of farmers’ income could easily
underestimate their after-tax income relative to that
of nonfarmers by $1,500 to $3,500 per year. This
difference represents over half of the aggregate
annual average net farm income reported for taxation
purposes (Table 2-1) in recent years, excluding
income in kind and capital appreciation.™®
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An Overview of Farm Income

From the preceding analysis it can be seen that on
the basis of farm and nonfarm operating incomes,
there is not much difference, on average, between
the incomes of farmers and nonfarmers (Tables 3-5
to 3-8). When the additional benefits to farmers from
income in kind, asset appreciation, and taxation
treatment are included, however, we get a different
picture. In many cases, the total returns to farmers,
especially the larger operators, are greatly in excess
of those of their urban counterparts. Focusing on
average net farm income, or even farm and off-farm
operating incomes, greatly underestimates the total
income level of farmers and distorts the overall farm
income picture.

A similar picture is provided in an article examining
the relative income positions of Canadian farm and
urban families in 1970 (as representative of the pre-
1973 era) [Shaw, 1979b]. Shaw's results are sum-
marized in Tables 3-23 and 3-24. If only the average
cash incomes of individuals in 1970 are compared,
the farmers appear to have had only half as much
cash income as urban people, and the proportion of

Table 3-23

Comparison of Farm and Urban Income,
Canada, 1970

(1) (2)

Farm Urban

(1)=(2)

(Dollars) (Ratios)
Individuals
Per capita cash income 1,500 3,000 0.50
Percentage below low-
income cutoff 37 18 2.05
Families
Cash income 6,935 10,300 0.67
Cash and income in kind 8,498 11,069 0.77
Cash, income in kind, and
annuity value of net capital
assets 11,316 11,614 0.97
Farmers, by major source
of income?
Farm self-employment 9,029 0.78
Wages and salaries 12,956 1.11

1 The ratio here expresses a comparison between farmers’ income and
urban income ($11,614).

SOURCE R. Paul Shaw, “Canadian Farm and Nonfarm Family Incomes,”
AmericanJournal of Agricultural Economics (November 1979).




34 Farm Incomes in Canada

farmers falling below the (statistical) low-income
cutoffs is twice that of urban individuals. However,
when family cash incomes from ail sources, together
with the value of income in kind, are compared, farm
family income averages over three-fourths that of
urban families. Further, when allowance is made for
the fact that farm families have larger net worths than
their urban counterparts ($53,991 as opposed to
$14,369), by adding the annuity value of these
respective wealths to average family incomes, the
average real family incomes of farm and urban
families become almost identical. On a regional basis
(Table 3-24, last column), farmers in British Columbia
and Ontario were 25 to 35 per cent better off in 1970
than their urban counterparts; farmers in the Prairie
and Atlantic provinces were about equally well off
(99 per cent); and only those in Quebec were slightly
worse off (91 per cent).

Table 3-24

Provincial Ratios of Farm to Urban Income,
Canada, 1970

Farm/urban ratios Farm/urban ratios

for individuals for families
Cash,
income
Percentage in kind,
below Cash and
Per low- and annuity
capita income income value of
income cutoft in kind assets
Newfoundland 0.60 1.38 0.84
Prince Edward Island 0.56 1.58 0.77
Nova Scotia 0.52 1.42 0.81 0.99
New Brunswick 0.50 1.72 0.76
Quebec 0.49 2.15 0.89 0.91
Ontario 0.51 1.86 0.96 1.24
Manitoba 0.42 2.42 0.69 }
Saskatchewan 0.49 1.83 0.76 0.99
Alberta 0.45 2.35 0.77
British Columbia 0.58 1.17 1.05 1.35
Canada 0.50 2.05 0.77 0.97

SOURCE Same as for Table 3-23.

Developments since 1970, particularly since 1973,
have generally favoured farmers relative to nonfarm-
ers. This conclusion is particularly true for net farm
operating income, house rental values, capital
appreciation on land and buildings and on quotas,
and the combined effect of advantageous tax treat-
ment of these items.

This encouraging picture holds for Canadian
agriculture as a whole, but there are some qualifica-
tions. First, there are some regional differences.

Farmers in British Columbia, Ontario, Alberta, and
Saskatchewan tend to have had the highest incomes
from all sources, followed by those in Manitoba and
Quebec, with farmers in the Maritimes lagging behind
the rest. There are, of course, also substantial income
disparities within agriculture. Commercial farmers
typically produce 80 per cent or more of the mar-
keted produce and consequently receive the greatest
share of farm income. Data in Table 3-25, for exam-
ple, show that cash incomes in 1973 were distributed
somewhat less equally among farm families than
among urban or rural nonfarm families. Farm families
had higher Gini ratios,?® and the upper and lower
20 per cent of the farm population had a higher and
lower proportion, respectively, of total income than
was found within either rural nonfarm or urban
families.

The high interest rates of recent years, especially in
1981, also have had a strong effect on new and
expanding farmers requiring large amounts of credit.
Particularly hard-hit have been beef feed lot opera-
tors requiring large quantities of purchased feed and
feeder cattle. Fortunately, the majority of farmers
have either high equity in their farms or interest
charges for their long-term credit based on earlier,
lower rates. The high current rates, however, have still
had a significant impact on the cost of short-term
operating capital for all farmers.

Finally, despite favourable average overall levels of
returns, there are still a number of poor farmers.
Typically these are the limited-resource farmers who
depend heavily on agriculture for their income. In
1978, there were about 58,000 farm families and
unattached individuals earning incomes below the
Statistics Canada low-income cutoff level [Cat. 13-
207] . Although this number of poor farm families and
individuals is inflated somewhat because of inade-
guate consideration of income in kind and the wealth
of the families concerned, it indicates that a number

of farm families still face problems, particularly on a
cash flow basis. Furthermore, the concentration of
low-income farmers in particular geographic areas
can create severe local problems. By 1978 the
number of low-income farmers, however, was sub-
stantially reduced from the numbers indicated in the
early 1970s, with the incidence of low-income people
in agriculture now only moderately higher than that
found throughout Canada. Because of these improve-
ments in the poverty situation in agriculture and the
improved incomes of other farmers, the recent overall
farm income picture would appear to be very positive
and much better than generally acknowledged.
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Table 3-25

Distribution of Family Units and Total Income, by Sector and Income Class, and Gini Ratios and Quintiles,
by Sector, Canada, 1973

Sector
Urban Rural nonfarm Rural farm Total
Family Family Family Family
units Income units Income units Income units Income
(Per cent)
Net income class
($ per family):
Under 3,000 14.7 2.0 15.2 29 18.9 2.4 15.0 2.2
3,000 - 5,999 157 6.4 20.2 9.8 20.7 9.6 16.6 7.0
6,000 - 9,999 20.5 14.9 25.1 21.6 23.9 19.4 21.3 15.9
10,000 - 14,999 24.2 271 23.5 8ilke 18.0 22.7 23.7 27.3
15,000 - 24,999 20.1 34.1 13.6 26.5 13.4 25.7 18.8 32.7
25,000 and over 4.8 15.4 2.3 7.8 5.3 20.3 4.5 14.7
Gini ratio 0.3898 0.3679 0.4528 0.3924

Income share of quintiles

(Per cent)
Quintiles:
Lowest 3.8 4.6 26 3.8
Second 10.8 fUR)e? 9.5 10.7
Third 17.8 17.9 15.8 17.6
Fourth 25.2 25.4 24.0 25.1
Fifth 42.4 40.8 48.0 42.6

SOURCE W. Darcovich and M. Mouelhi, Farm and Off-Farm Incomes of Farm Families, 1973 (Ottawa: Agricutture Canada, June 1976).
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So far the study has provided information on income
levels to determine whether farmers have enough
income to provide a satisfactory standard of living.
The analysis, however, has not specifically con-
sidered the investment that farmers have in their
businesses to determine if the level of income is high
enough to provide a decent rate of return on the
farmer's labour, management, and equity capital
(including land). In other words, if farmers have, for
example, twice as many resources committed to their
businesses as nonfarmers, are they earning twice as
much?

The question of rates of return has received
inadequate treatment in Canada, and no studies exist
that comprehensively examine farm rates of return
relative to nonfarm rates for the country as a whole
during the 1970s. The only comprehensive anatysis of
relative rates of return in the 1970s was done for
Ontario in 1977 [Brinkman and Gellner] and will be
summarized here to provide a basis for examining
relative rates of return in Canada.

The Nature of the Study

The Ontario study analysed the relative farm/non-
farm rates of return to labour, management, and
capital/land resources engaged in agriculture by
comparing the earnings of commercial farmers with
the earnings that could be expected from the same

Table 4-1

quantities of comparable resources used in the
nonfarm sector. The study was based on data
pertaining to 194 commercial farms in Ontario over
the 1971-74 period, which were derived from CAN-
FARM records and a supplementary questionnaire.
Farms grossing $15,000 or more in 1971 were taken
as an approximation of commercial farms. In 1971,
farms of this size accounted for only 24 per cent of all
farms but 65 per cent of all agricultural sales. The
analysis was carried out over the multi-year 1971-74
period to reduce the effect of yearly fluctuations and
because that time period provided a reasonable
representation of long-run farm income, with both
low- and high-income years.

The sample farms were classified by 1/ size of
farm, 2/ type of farm, and 3/ geographic region in
Ontario. Size was based on gross sales, divided into
three categories: $15,000 — $24,999; $25,000 -
$49,999; and over $50,000. There were five farm
types, based on the principal commodity sold (50 per
cent or more of gross sales) — namely, dairy, cattle,
hog, crop, and mixed farms. After cross-classificat-
ion, the sample farms were weighted to give the same
distribution of farm numbers by size, type, and
location that existed for all commercial farms in
Ontario, based on the 1971 Census of Agriculture.
Characteristics of the sample farms are given in
Tables 4-1 and 4-2.

Summary of Sample Data from CANFARM Records, 1971-74

Number of farms Average gross sales

Average net farm Income! Average farm equity?

1971 194 39,746
1972 194 48,878
1973 194 62,646
1974 194 75,938

{Dollars)

9,149 108,911
13,792 121,083
26,522 141,063
14,567 172,719

1 Excluding income in kind.

2 Equity values have been adjusted to reflect current market values of real estate.

SOURCE George L. Brinkman and Jack A. Gellner, “Relative Rates of Resource Returns for Ontario Commercial Farms - A Farm to Nonfarm Comparison,
1971-1974", Canadian Journal of Agricultural Economics (July 1977).
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Table 4-2

Summary of Sample Data from Mail Survey, 1974

Average Proportion of Average

Average education Average hours work hours devoted number

Number age (grade) of work/yr. to management of acres
Farms 194 5 = - 216
Farm operators!? 273 42 12 2,844 15 -
Unpaid family members 225 23 662 0 -

1 Farms are defined in terms of the business unit and may include more than one operator.

SOURCE Same as for Table 4-1.

Two comparisons of farm/nonfarm returns were
made. In each, four return components were exam-
ined: the labour return, the management return, the
investment return, and capital appreciation. All
nonfarm labour and management returns were
adjusted for differences in age, sex, and schooling,
and they were calculated on the basis of long-run
opportunity costs — i.e. as though the farmer had
initially entered a nonfarm profession instead of
farming. In addition, each comparison standard was
developed as a consistent set of nonfarm earning
opportunities, in which control over resources was
maintained by the individual operator.

The first comparison was based on a self-employ-
ment standard of nonfarm earnings. This standard
measured nonfarm earnings in terms of the amount
that resources similar to those used by commercial
farmers could earn in nonfarm unincorporated small
businesses — i.e. the amount that nonfarm, self-
employed businessmen whose age, sex, and school-
ing were similar to those of the farmer would earn
with the farmer’s resources and hours of work. The
self-employment comparison is summarized as:

4
T FY; + K; + FA,
1

4
T OE; + FaL; + BA,
1

where farm returns consisted of

FY = net farm income, as reported from CAN-
FARM records,

K = farm income in kind (food and imputed
house rent),

capital appreciation on farm real estate,
and

i = year1(1971) to year 4 (1974);
and comparable nonfarm earnings consisted of

FA

Il

OE

I

potential nonfarm labour, management,
and investment earnings of farm opera-
tors, jointly measured by the earnings of
self-employed, unincorporated business-
men,

potential nonfarm labour earnings of
unpaid family workers, measured by the
earnings of nonfarm wage-earning and
salaried workers,

potential nonfarm capital appreciation,
measured by the rates of capital
appreciation on assets employed in
nonfarm manufacturing businesses.

The self-employment standard developed in this
study is a more conceptually valid measure for
comparing farm and nonfarm returns than the meas-
ures in previous studies because it measures potential
nonfarm returns under conditions resembling as
much as possible those found in agriculture. Previous
studies [e.g. U.S. Senate, 1967] calculated nonfarm
returns to management and labour in terms of wage
earners and salaried management personnel. By
using the earnings of nonfarm self-employed busi-
nessmen in the standard, the monetary returns of
both farmers and nonfarm self-employed operators
can be measured as a joint management, labour, and
investment return, hence not requiring an arbitrary
allocation of total income to each factor. Both
farmers and nonfarm businessmen also primarily
invest in their own businesses rather than external
capitai markets. In addition, psychic incomes tend to
be similar, as they are derived from similar conditions
of business freedom and independence. Although the
levels of risk between farmers and nonfarm business-
men may not be strictly comparable, they should
provide a reasonable comparison. Furthermore, the
hours of work and conditions of employment are
likely quite comparable.

Fal

BA

The second comparison was based on a wage-
earner/stockholder standard for measuring compa-
rable nonfarm earnings. This standard measured




nonfarm returns to management and labour in terms
of nonfarm wage earnings and salary, and it mea-
sured returns to capital in terms of earnings in the
stock market. Although this comparison is not as
valid conceptually as the self-employment compari-
son, it provides a useful alternative measurement:

4
T FY, + K, + FA;
1

4
T OL, + OM, + FaL; + I, + SA,
1

where FYj, K;, and FA; are as defined for the self-
employment comparison, and comparable nonfarm
earnings consist of

OL = potential nonfarm labour earnings of
farm operators, measured by the earn-
ings of nonfarm wage earners;

potential nonfarm management earnings
of farm operators, measured by nonfarm
earnings of full-time, full-year managers
in Ontario;

potential nonfarm labour earnings of
unpaid family members, measured by
the earnings of nonfarm wage-earning
and salaried workers;

| = potential investment returns to capital,
measured as dividend yields to common
stock;

potential nonfarm capital appreciation,
measured as capital appreciation on
common stock.

oM =

Fal

SA

Table 4-3
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Ratios of the actual farm returns to the potential
nonfarm returns were calculated from the above
formulas to measure the returns position of the
resources used in farming. A ratio greater than 1.0
would indicate that resources in agriculture were
earning returns in excess of comparable nonfarm
returns, while a ratio of less than 1.0 would indicate
that farm returns were less than comparable nonfarm
returns. For example, a returns ratio of 0.96 would
indicate that resources in agriculture were earning
96 per cent of the returns to similar resources in the
nonfarm sector. Comparisons were also made
excluding the capital appreciation component to
measure the relative importance of capital apprecia-
tion. Since ratios were used to compare the farm and
nonfarm returns in the same time period, no adjust-
ments for inflation were necessary.

The Findings on Relative Returns to
Commercial Agriculture in Ontario

Average yearly farm and potential nonfarm returns,
and the returns ratios, are given in Table 4-3. Total
farm returns, including capital appreciation, averaged
$26,749 per year over the sample period, while
comparable potential nonfarm returns averaged
$27,943 and $28,705 for the self-employment and
wage-earner/stockholder standards, respectively.
The returns ratios under the two standards were 0.96
and 0.93, indicating that rates of return to resources
used in commercial agriculture in Ontario during
1971-74 were generally very close to what similar
resources could expect in the nonfarm sector (96 or
93 per cent).

Average Farm and Potential Nonfarm Returns and Returns Ratios for Resources in Commercial Agriculture,

Ontario, 1971-741

Potential nonfarm returns

Returns ratio

Self- Wage/ Self- Wage/
Farm returns employment? stock3 employment stock
(Dollars)
Total return 26,749 27,943 28,705 0.96 0.93
Labour, management and
investment return 17,500 21,141 24,946 0.83 0.70
Capital appreciation 9,249 6,802 3,759 1.36 2.46

1 The levels of farm and nonfarm returns are expressed as a one-year average of the current-dollar values for the four years in the sample period.

2 Hours of work are limited to a maximum of 60 per week for farm and nonfarm self-employed individuals and to a maximum of 50 per week for unpaid
family fabour. Adjustments have been made for differences in the average levels of investment in farm and nonfarm businesses.

3 Wage/stock is used as an abbreviation for wage-earner/stockholder standard. Hours of work are limited to a maximum of 50 per week for farm

operators and unpaid family labour for this returns standard.

SOURCE Same as for Table 4-1.
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Return ratios close to 1.0, while indicating quite
similar rates of return in total, do not necessarily
mean that all resources are earning similar returns.
For Ontario, farm labour and investment returns were
only 83 and 70 per cent of the nonfarm returns under
the self-employment and wage-earner/stockholder
standards, respectively, but capital appreciation on
farmland values was high enough to compensate in
large part for these differences. Capital appreciation
in agriculture averaged $9,249 per year per sample
farm from 1971 to 1974 and accounted for 35 per
cent of total returns. Capital appreciation under the
self-employment standard was 25 per cent of total
returns, and only 13 per cent under the wage-
earner/stockholder standard. The difference between
the two nonfarm standards was due largely to the
downturn in stock prices in 1974.

It is interesting to note that the returns ratios for
labour and investment alone were higher for the self-
employment standard than for the wage-
earner/stockholder standard — i.e. 0.83 compared
with 0.70. This is due to lower potential nonfarm
earnings excluding capital appreciation under the
self-employment standard than under the wage-
earner/stockholder standard ($21,141 compared
with $24,946), possibly reflecting the fact that the
self-employment standard may include certain non-
monetary returns that are not included in the wage-
earner/stockholder standard. These psychic returns
may compensate the self-employed individuals for
lower monetary returns.

Variations between Farm Groups — A comparison
of average farm/nonfarm potential returns ratios is
given in Table 4-4 for farms of different sizes, product
types, and geographic regions. Because of the small
sample size, each category of farms was analysed
separately, and no cross-classifications were carried
out. From Table 4-4 it can be noted that the returns
ratios based on total returns increased significantly
with increases in farm size. More specifically, the
ratios for total returns (including capital appreciation)
for the self-employment and wage-earner/stock-
holder standards were considerably less than 1.00 for
farms with sales of $15,000 — $24,999 (0.73 and
0.70, respectively) and significantly greater than 1.00
under both standards (1.19 and 1.25) for farms with
sales over $50,000. The total returns ratios for farms
with sales of $25,000 — $49,999 were 1.00 and 0.94.
When capital appreciation was excluded, the gap
between small and large farms widened; i.e. the
returns ratios for the smallest farms were 0.53 and
0.46 under the two standards, while they were 1.21
and 1.06 for the largest farms. Even without capital
appreciation the larger commercial farms had returns

ratios greater than 1.00. Capital appreciation repre-
sented 43 per cent of total returns for the small
commercial farms but only 32 and 31 per cent of
total returns for the medium-sized and largest farms.

Table 4-4

Ratio of Farm to Potential Nonfarm Returns for
Commercial Farms, by Farm Size, Farm Type,
and Region, Ontario, 1971-74

Self- Wage-earner/
employment stockholder
standard standard
A B A B
(Ratios)
All farms 0.96 0.83 0.93 0.70
Farm size based on
gross sales ($)
15,000 - 24,999 0.73 0.53 0.70 0.46
25,000 - 49,999 1.00 0.89 0.94 0.72
50,000 and over 1.19 1.21 1.25 1.06
Farm type
Dairy 0.98 0.81 0.92 0.67
Cattle 0.88 0.72 0.90 0.66
Hog 1.03 0.88 1.01 0.77
Crop 1.00 0.97 0.98 0.80
Mixed 0.86 0.66 0.80 0.50
Region
Southern 1.02 0.93 1.00 0.79
Western 0.93 0.80 0.93 0.71
Central 0.92 0.71 0.91 0.59
Eastern 0.85 0.73 0.79 0.60
Northern 0.81 0.57 0.64 0.41

A-Including capital appreciation.
B - Excluding capital appreciation.

SOURCE Same as for Table 4-1.

Hog, crop, and dairy farms had total returns ratios
that were close to 1.00 over the sample period, while
cattle and mixed farms had somewhat lower ratios. It
must be recognized, however, that the returns
comparisons reflect the market situations that existed
for the particular commodities only during the four-
year sample period. By region, farms in Southern
Ontario had the highest total returns ratios (1.02 and
1.00 for the two standards), while farms in Northern
Ontario had the lowest total returns ratios (0.81 and
0.64). These differences between regions for the
most part reflect the comparative advantages of
agricultural production in the various areas — e.g.
climatic conditions, soil quality, nearness to markets,
and nearness to metropolitan centres (which affects
urban demand for land).




Variations within Farm Groups — The variability of
returns ratios for individual farms within farm groups
is measured by the coefficient of variation, defined as
the standard deviation of the returns ratio divided by
the average returns ratio over the composite four-
year sample period. Table 4-5 provides a comparison
of the coefficients of variation for the sample farms
collectively and grouped by farm size, farm type, and
region. Large coefficients indicate high levels of
variability among individual farms.

Table 4-5

Variability in Returns Ratios, by Farm Size,
Farm Type, and Region, Ontario, 1971-74

Coefficient of variation

Self-
employment Wage/stock
standard standard
A B A B
(Per cent)
All farms 59 75 55 72
Farm size, based on
gross sales ($)
15,000 - 24,999 60 89 53 79
25,000 - 49,999 55 67 48 60
50,000 and over 62 69 50 59
Type
Dairy 44 54 44 53
Cattle 64 98 63 99
Hog 68 100 66 91
Crops 86 92 71 82
Mixed 63 47 51 47
Region
Southern 59 69 57 67
Western 60 84 58 79
Central 68 98 52 86
Eastern 47 55 48 57
Northern 57 59 54 65

A- Including capital appreciation.
B- Excluding capital appreciation.

SOURCE Same as for Table 4-1.

Table 4-5 indicates tremendous variability in
relative rates of return among individual commercial
farms in Ontario. The coefficients of variation in total
returns for all farms combined were 59 and 55 per
cent of the average 0.96 and 0.93 returns ratios
under the self-employment and wage-earner/stock-
holder standards, respectively. This means that the
interval of returns ratios containing one standard
deviation (approximately two-thirds of the observed
farms) under the self-employment standard was 0.96
+ 0.57 (0.96 + 0.59 x 0.96), or a range of return
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ratios of 0.39 to 1.53. Under the wage-earner/stock-
holder standard, the range was 0.42 to 1.44. When
capital appreciation was excluded, the coefficients of
variation increased significantly to 0.75 and 0.72,
indicating that current farm income was more
unstable than total returns. As an additional indica-
tion of variability, the individual farm total returns
ratios for the self-employment standard ranged from
a low of -0.35 to a high of 3.34.

Table 4-5 further reveals high variability within all
size groups, farm types, and geographic regions over
the complete four-year period. This variability is
somewhat expected in light of the high overall
variability, however, since each size category con-
tains farms of different types, and each farm type
group consists of farms of different sizes, and so on.
With the lone exception of mixed farms, every farm
size, type, and regional category also had greater
variability in current returns (excluding capital
appreciation) than for total returns. For example, the
coefficients for the self-employment standard,
excluding capital appreciation, were 89, 67, and
69 per cent for the small, medium-sized, and large
farms, respectively. Dairy and mixed farms had the
lowest coefficients of variation (54 and 47 per cent
for the self-employment standard, exciuding capital
appreciation), while cattle, hog, and crop farms had
extremely high coefficients of variation (98, 100, and
92 per cent, respectively). This reflects to some
degree the greater vulnerability to market uncertain-
ties of crop, cattle, and hog producers than mixed
farmers, who achieve greater stability through
diversification, or dairy farmers, who operate under
administered prices and quotas. Differences by
region for the most part reflected the predominance
of certain farm types in each area.

This finding of such high variability among farmers,
even within the same farm size and commodity type,
is extremely important. In particular, it means that
there is really no typical average group of farmers,
but a very wide range of efficiency and relative
resource returns on otherwise similar farms. This
poses great problems for commodity programs, as
providing comparable rates of returns to even all the
commercial farmers studied (excluding limited-
resource operators and hobby farmers) would require
very high levels of subsidization. For example, the
profitability in farming would have had to have been
almost three times as high just to assure at least
comparable returns to the top five-sixths of the
commercial operators in the study.

Sensitivity Adjustments — In the preceding calcula-
tions, the returns ratios were based on a maximum of
60 hours per week for farm operators under the self-
employment standard and 50 hours under the wage-
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earner/stockholder standard. In addition, hourly
earnings were calculated as long-term expected
returns, and farm income included the value of
income in kind. In this section, adjustments are made
to these conditions to determine their effect on the
returns ratios. These effects are reported in Table 4-6
for total returns (including capital appreciation).

Adjusting the aflowable weekly maximum hours
under the self-employed standard from 55 to no limit
causes the returns ratios to change from 0.99 to
0.90. Under the wage-earner/stockholder standard,
adjusting the allowable maximum hours from 45 to 60
per week decreases the returns ratios from 0.98 to
0.87. Estimating the short-term earnings opportuni-
ties of farmers (if they switched jobs today) at 20 per
cent less than the long-term potential earnings (which
were used in the study) increased the returns ratios to
1.20 and 1.16, respectively, indicating that many
farmers now contemplating leaving agriculture might
be better off staying. Income in kind from net house
rent and from food was found to affect the ratios by
0.07 and 0.02, respectively. The after-tax value of net
house rent (assuming a 30 per cent marginal tax rate)
would increase the ratios by 0.03 to 0.04.

Table 4-6

Since farm organizations have contended that
rates of return on farm resources have been too low,
they may argue that the calculations used in this
study have overstated the income of farmers or
understated the potential nonfarm income, thereby
overestimating the returns ratios. The evidence
presented here, however, tends to support the
opposite conclusion that returns ratios may have
been underestimated, particularly for farmers cur-
rently considering leaving agriculture.

Some concerns may be expressed that limits on
weekly hours unrealistically limit potential nonfarm
income. Using all the work hours reported by farmers,
however, would not be appropriate because some of
the farmers sampled appear to have overstated their
productive hours.' Furthermore, the nonfarm hourly
rates under the self-employment standard were
based on a 60-hour maximum, and most farmers
could not find nonfarm jobs allowing them to work as
many hours as they wanted, when they wanted. Also,
nonfarm hourly rates do not reflect business failures
and unemployment in these sectors. Calculating
hourly earnings as long-term opportunity costs also
gives farmers the benefit of highest nonfarm earnings,
as any farmers now leaving agriculture must consider

Sensitivity of Overall Returns Ratios to Adjustments for Hours of Work, Expected Short-Term Nonfarm

Earnings for Labour, and Income in Kind, Ontario, 1971-74

Returns standard
(including capital appreciation)

Self-employment Wage/stock

ratio ratio
Effect of maximum hours of work per week for operators:!
No weekly maximum of hours (2,778) 0.90 -
Weekly maximum of 60 hours (2,518) 0.962 0.87
Weekly maximum of 55 hours (2,386) 0.99 0.90
Weekly maximum of 50 hours (2,210) = 0.932
Weekly maximum of 45 hours (2,056) = 0.98
Effect of expected short-term nonfarm earnings:
Long-term earnings 0.962 0.932
Short-term earnings? 1.20 1.16
Effect of income in kind:
Including total income in kind 0.962 0.932
Excluding net house rent 0.89 0.86
Excluding net house rent and produce consumed 0.87 0.84
Total income in kind, with net house rent valued after tax 0.99 0.97

1 Hours with no weekly maximum represent actual hours reported. Average yearly hours of work calculated under the different weekly maximums are
given in parentheses. The nonfarm earnings of unpaid family members are based on a maximum of 50 hours per week in all cases.

2 This weekly maximum of hours was used in the previous analysis (Table 4-3).

3 Expected short-term nonfarm earnings for labour are assumed to be 20 per cent lower than expected long-term earnings.

SOURCE Same as for Table 4-1.




short-term earning opportunities. Using short-term
opportunity costs would substantially increase the
returns ratios and more than offset the impact of
restricting nonfarm working hours.

Farmers may argue that excluding the ‘“‘goodwill”
value of nonfarm businesses from capital apprecia-
tion underestimates the comparable nonfarm return.
Unfortunately, however, about 85 per cent of all
nonfarm businesses fail within five years. Including
the loss of value of any original “‘goodwill’”” for these
businesses with the capital appreciation from “‘good-
will” of the 15 per cent that are successful would
result in a net capital depreciation in the nonfarm
small business sector and a much greater relative
rate of return for farmers than reported here.

Finally, the overall effect of taxation also was not
examined. The example of the impact of after-tax
imputed house rent (Table 4-6) illustrates how
important these considerations can be. The differ-
ences in average tax advantages between farmers
and nonfarm, self-employed businessmen are not as
great as between farmers and wage-earning and
salaried workers (see the previous subsection on
Taxation Benefits and Table 3-22), so after-tax
considerations would not increase the self-employ-
ment standard comparison (likely 6 to 7 per cent) as
much as the wage-earner/stockholder comparison
(likely over 10 per cent). A detailed examination of
the impact of relative tax rates on relative rates of
return, however, was outside the scope of this study.

Applicability of the Ontario
Study to All of Canada

This study indicates that when full account is taken
of the various components of income (including
capital appreciation in both the farm and nonfarm
sectors), operators of commercial farms in Ontario
have not been underpaid, at least in the 1971-74
period. They have been receiving rates of return that,
on average, are about as good as could be expected
from similar quantities of comparable resources used
in nonfarm occupations. Farms with gross sales of
$50,000 in 1971 were doing even better than the
rates of return that their resources could earn in
alternative uses. In using these findings to draw
broader conclusions, however, three questions must
be addressed. First, can the results from the 1971-74
period be extended to the rest of the 1970s; can
results from Ontario be extended to other provinces
within Canada; and are these results applicable to all
farmers?

The question of extending these findings to later
years in the 1970s is easy to address because there
is good evidence that farm incomes have improved
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commensurately with nonfarm incomes, maintaining
at least a comparable relative rate of return for
agricultural resources throughout the entire decade.
For example, farm operating incomes in Ontario,
including net house rent, averaged $614 million in
total during the 1971-74 period, and about $950
million between 1875 and 1979. This represents
about a 55 per cent increase, compared with around
a 33 per cent increase for nonfarm, self-employed
business income.? Furthermore, farm land and
building capital values continued to appreciate at a
rapid rate, amounting to a simple average rate of
about 22 per cent during 1975 to 1979 compared
with around 15 per cent in the 1971-74 period (see
Table 3-12). This rate of increase is typically far
greater than that obtainable from nonfarm assets in
the same period. Furthermore, the appreciation in
house values and increases in interest rates in recent
years have meant that the income in kind from the
net house rent component of income will continue to
provide a significantly greater advantage to farmers.
The increase in value from income in kind in Ontario
increased 33 per cent from 1974 to 1975 alone.

The improvement in agricultural incomes across
Canada would suggest that these continued income
improvements for farmers are not limited to Ontario.
Total annual Canadian net farm income, including net
house rent, was 54 per cent higher in the 1975-79
period than from 1971 to 1974, and real capital
appreciation on fand and buildings (in current dollars)
was 74 per cent higher. When one considers that
appreciation in quota values has aiso represented an
additional increase in wealth equivalent to around
10 per cent of the net farm operating income, it
seems reasonable to conclude that the relative
position of commercial farmers at least has been
maintained throughout the entire decade.

The second question of applicability to all prov-
inces is much more difficult to address because
specific studies are not available for other provinces.
Given the relatively higher farm and total incomes in
British Columbia, Alberta, Saskatchewan, and
Ontario, it would seem likely that commercial pro-
ducers in these provinces would be earning rates of
return comparable to, or better than, what they could
earn in the nonfarm sector. Commercial farmers in
other provinces may be earning smaller incomes, but
their rates of return may be quite similar to those of
their provincial nonfarm counterparts, where nonfarm
earning opportunities are also lower.

Finally, since these relative rates of return are for
commercial farmers only, they would not represent
the rate of return on all resources used in farming.
The Ontario study did not examine farmers grossing
under $15,000 in 1971 (typically limited-resource or
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Table 4-7

Ratio of Farm to Nonfarm Returns, by Farm Size, United States, 1966

Landlord standard? Stockholder standard?

Number of
farms A B A B
(Thousands) (Ratios)

All farms 3,252 0.79 0.81 0.82 0.96
Farms with sales of:

$20,000 and over 527 1.07 1.29 1.12 1.67
$10,000 - $19,999 510 0.81 0.85 0.84 0.98
$5,000 - $9,999 446 0.65 0.62 0.67 0.70
Under $5,000 1,769 0.43 0.31 0.43 0.35

A - Including capital appreciation.
B - Excluding capital appreciation.

1 Thereturns to capital invested in farming under the landlord standard were computed as a percentage of the returnthat could be realized from renting
out the farm, at approximately 6 per cent. Under the stockholder standard, the returns to capital were computed as a percentage of the return from
investment in common stock. The returns to labour were calcutated under both the tandlord and stockholder standards as a percentage of the wages
that could have been earned in manufacturing, with adjustments for age, education, and sex.

Source U.S. Senate, Parity Returns Position of Farmers, Senate Document No. 44, 30th Congress, 1st sess. (Washington: U.S. Government Printing

Office, August 1967), Table 8, p. 22.

hobby tarmers), but the relative rates of return for the
smaller farmers would likely be much lower than
those of commercial farmers because they are much
less efticient (or farming for non-income reasons).
This conclusion is substantiated by differences in
relative rates of return by farms of different size even
within the commercial category in Ontario, and by
evidence from a similar study in the United States in
the 1960s [U.S. Senate, 1967] .

The results of the U.S. study are given in Table 4-7
for 1966. In this table, 1966 gross sales of $20,000
would be roughly equivalent to $25,000 in the
Ontario study, and gross sales of $5,000 would be
equivalent to around $6,000. The study shows
roughly the same picture as in Ontario for commercial

farmers but also points out that U.S. farmers with less
than $5,000 in gross sales in 1966 only averaged
relative rates of resource returns in the neighbour-
hood of 31 to 43 per cent (of the average in the
nonfarm sector). Since most of these farmers are
poor managers and inefficient farmers, however, they
cannot be expected to receive a comparable rate of
return, particularly since they produce only about
2 per cent of the produce marketed. Goals of compa-
rable rates of return are much more applicable to
commercial farmers, who are fully committed to
agriculture, than to limited-resource or hobby farm-
ers. Average profitability in agriculture in total would
have to be 2.5 to 3.0 times higher to ensure these
producers, on average, a comparable nonfarm return
on their approximately 2 per cent of total farm sales.




5 Income Instability over Time

Income instability from one year to another is a Variations in output and demand often cause wide
prominent characteristic of the agricultural industry. fluctuations in agricultural prices and gross revenues.
Given this instability and the rapidly rising input prices
in recent years, individual farm incomes and profit

Figure 5-1 : A

margins per unit of commodity have been even more
Annual Aggregate Net Farm Income,’ and unstable. As a result, stabilization of farm returns (as
Nominal and Real Current Dollar Capital well as support) has emerged as an integral part of
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1 Excluding net house rent. 72-206; and farm income, from Table 3-1.
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the instability of income for the entire farm sector.
Figure 5-1 graphs the Statistics Canada series of
annual total aggregate net farm income, excluding
net house rent, together with nominal and real capital
appreciation. Total aggregate net farm income by
itself is very unstable; when it is combined with
capital appreciation, however, the overall instability is
tremendous. Figure 5-1 also shows the relationship
between net farm income and capital appreciation,
as the expected future increases (decreases) in
earnings from farming following a high- (low-) income
year are reflected in appreciating (depreciating) land
values. As a result, farmers tend to benefit twice from
large product price and profitability increases and are
doubly penalized by price declines and cost increases
ieading to decreased profitability.

Figure 5-2 provides a comparison between net
farm income, excluding net house rent, nonfarm
unincorporated business earnings, and the average
manufacturing wage rate. Of the three measures,
farm income is the least stable, particularly since the
instability in wage rates and aggregate unincorpo-
rated small business earnings is reflected in a rela-
tively smooth upward trend.

Measures of Income Instability
for Individual Farmers

The best information on year-to-year income
instability in agriculture in recent years is provided in
an Agriculture Canada working paper [McClatchy,

Table 5-1

Leblanc-Cooke, and Bollman, forthcoming] . Through
use of the “10 percent sample longitudinal farm
taxfiler file”” of Statistics Canada, these researchers
were able to derive empirical estimates of individual
income instability over the 1967-76 period. Among
other conclusions they found that the average
variation in individual incomes over time is consider-
ably greater than the variation in the annual average
per farm share of aggregate net farm income, indicat-
ing that previous studies based on vyear-to-year
changes in the average per-farm share of aggregate
net farm income have greatly underestimated the
instability of incomes in agriculture. The authors also
found that overall year-to-year instability is much
greater for farmers, in both their major source of
business income {farming) and total income, than it is
for nonfarm unincorporated small businessmen.
Comparisons with nonfarm wage-earning and sala-
ried workers were not reported, but these compari-
sons undoubtedly would have shown even far greater
relative instability between farmers and wage earners
than the comparisons with small businessmen.

Evidence for the first conclusion is provided in
Tables 5-1 and 5-2. Table 5-1 provides annual
estimates of average provincial and total net farm
income per farm in Canada, as well as the mean,
standard deviations, and coefficients of variation
(standard deviation divided by the mean) of these
provincial and Canada averages over the 10-year
period. Table 5-2 provides a comparison of the
standard deviations and coefficients of variation for

Variability in Average Net Income from Farming Operations per Farm, Canada by Province, 1967-76

Average real net farm income per farm

Coefficient of
Standard variation

Mean deviation (mean-+ standard

1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1967-76 1967-76 deviation)
(Constant 1971 dollars)
Prince Edward Island 1,239 1,962 2,215 3,185 1,063 2,713 6,390 9,256 4,059 9,251 4,133 2,944 0.71
Nova Scotia 1,831 2,041 3,070 3,215 2,578 3,517 4,798 3,551 3,543 3,840 3,198 832 0.26
New Brunswick 1,716 2,356 2,570 3,742 2,862 3,345 7,398 9,121 3317 6,009 3,536 2,312 0.65
Quebec 3,062 3,467 3,842 3,679 3,288 4275 5681 5739 6,405 5,021 4,446 1,121 0.25
Ontario 4,070 4,463 4,733 4,635 3,868 5,054 6,895 7,709 8,017 6,740 5,623 1,476 0.26
Manitoba 4,918 5,258 3,864 2,734 4,888 5207 9,832 8,190 9,538 7,532 6,196 2,297 0.37
Saskatchewan 4,967 6,553 5,964 3,160 6,199 5,233 10,744 12,430 15,049 13,438 8,374 3,934 0.47
Alberta 4,883 6,193 4,718 3,984 4,402 5599 9,602 10,243 10,493 8,054 6,817 2417 0.35
British Columbia 4,667 5,487 4,429 4,783 4,742 4657 7,032 6,712 6,464 6,954 5593 1,020 0.18
Canada 4,171 4,996 4,627 3,833 4,425 4,973 8,239 8,800 9,565 8,181 6,181 2,108 0.34

Consumer price
index 86.5 90.0 94.1 97.2 100.0 104.8 112.7 125.0 138.5 148.9

Source D. MgCIatchy, J. Leplanc-Cooke, and Ray D. Boliman, “Agricultural Stabilization Programs and the Variability of Farm Taxfilers’ Net Incomes,”
Working Paper, Agriculture Canada, Policy, Planning, and Economics Branch, Ottawa, forthcoming.
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Comparisons over the 1967-76 Period of Instability in the Yearly Average Per-Farm Share of Aggregate
Net Farm Income and the Average Instability in the Net Farm Income of Individual Farm Tax Filers,

Canada by Province, 1967-76

Instability in the yearly
average per-farm share of
aggregate net farm income?

Average instability in
the net farm income of
individual farm tax filers?

Standard Coefficient of Average standard Coefficient of
deviation variation deviation variation (4) = (2)
1 (2 3) (4) (5)
(Constant 1971 §) (Constant 1971 §)
Prince Edward Island 2,944 0.71 2,069 1.01 1.42
Nova Scotia 832 0.26 2,122 1.15 442
New Brunswick 2,312 0.65 2,868 1.37 2.1
Quebec 1,121 0.25 1,414 0.54 2.16
Ontario 1,476 0.26 2,870 111 4.27
Manitoba 2,297 0.37 3,083 0.99 2.68
Saskatchewan 3,934 0.47 4,259 0.86 1.83
Alberta 2,417 0.35 3,762 113 3.23
British Columbia 1,020 0.18 3,094 1.34 7.44
Canada 2,108 0.34 3,409 0.98 2.88

1 Aggregate net farm income divided by the number of census farms.

2 Instability of income of individual farm tax filers who reported net farm income continuously over the entire 1967-76 period, as an average of all such

farm tax filers studied.

SOURCE Same as for Table 5-1.

net farm income calculated from the annual provincial
and total Canadian average income per farm esti-
mates in Table 5-1 with the average standard devia-
tion and coefficient of variation for individual farmers
over the 10-year period (the same farmer was exam-
ined each year) for each province and for Canada as
a whole.’ In all provinces except Prince Edward
Island, the mean standard deviation for individual
farmers was greater than the standard deviation of
provincial annual average per farm shares of aggre-
gate net farm income, and the coefficient of variation
for individual farmers in all provinces was from about
1.5 to 7.5 times as large as the coefficient for provin-
cial annual average per farm share of aggregate net
farm income (Table 5-2, col. 5). For Canada as a
whole, the coefficient of variation for the farm
incomes of individual farmers was nearly triple (2.88
times) that for the national average per farm share of
aggregate net farm income. On a provincial basis,
farmers in Quebec (with a relatively high proportion of
dairy farm income) had the lowest instability (Table
5-2, col. 4).

Comparisons between farmers and nonfarm
businessmen are provided in Tables 5-3 and 5-4. In
these tables only farmers and self-employed busi-
nessmen earning at least 50 per cent of their income
from their respective businesses are compared, to
better indicate the relative degree of instability facing

those farmers and businessmen whose major
dependence is on their business. These tables reveal
that in Canada ‘‘farm-oriented’” farmers had consid-
erably greater average business and total income
instability per person than ‘“business-oriented”
nonfarm businessmen. (The difference in average
individual instability between all farmers and all
businessmen for net farm or business income was
even greater than for those earning at least 50 per
cent of their income from their business, while the
differences in instability in total income were slightly
less.)

in interpreting these figures, one caution should be
expressed. Since the measurements are for the entire
1967-76 period, they include the large upward shift in
farm incomes that occurred in 1973. Measurements
of instability up until 1973 and from 1973 onward
would likely show a lower level of instability in farm
incomes, although it would most likely still exceed the
instability facing nonfarm businessmen.

Instability in Relative
Rates of Return

Instability in relative rates of return is represented
by additional data from the Ontario study [Brinkman
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Table 5-3

Average Standard Deviation of the Incomes of Individual Self-Employed Farm or Business Tax Filers,’
Canada? by Province, 1967-76

Average standard deviation of income

Farm tax filers Business tax filers
Net farm Nonfarm Total net Net business Nonbusiness Total net
income income income income income income
(Constant 1971 dollars)

Newfoundland 2,169 431 2,171 1,965 556 2,068
Prince Edward Island 2,286 615 2,385 1,844 809 1,854
Nova Scotia 21416 711 2,914 1,857 718 1,804
New Brunswick 3,260 908 3,506 2,331 812 2,430
Quebec 1,500 741 1,729 2,332 954 2,449
Ontario 3,362 882 3,567 2,654 992 2,734
Manitoba 3,432 921 3,770 2,294 994 2,315
Saskatchewan 4,561 1,087 5,070 2,760 1,051 2,978
Alberta 4,283 1,056 4,621 3,053 1,363 3,112
British Columbia 4,345 1,402 4,473 2,806 1,033 2,798
Canada? 3,884 995 4,241 2,546 996 2,628

1 Atax filer in this table is one who reports some (unincorporated) self-employment farm or business income for each year from 1967 to 1976 and whose
average net farm or business income is greater than one-half of average total net income.
2 Figures cover Yukon and Northwest Territories, nonresidents, and multiple jurisdiction.

SOURCE Same as for Table 5-1; and Statistics Canada, longitudinal taxation sampte. Table prepared by J. D. Forbes.

Table 5-4

Coefficients of Variation! of the Incomes of Individual Self-Employed Farm or Business Tax Filers,?
Canada by Province, 1967-76

Coefficient of variation of income (constant 1971 dollars)

Farm tax filers Business tax filers

Net farm Nonfarm Total net Net business Nonbusiness Total net

income income income income income income
Newfoundland 0.7 1.2 0.6 05 0.7 04
Prince Edward Island 0.7 1.0 0.6 0.5 1.0 0.4
Nova Scotia 0.7 0.7 0.6 0.4 1.0 0.3
New Brunswick 0.8 1.1 0.7 0.4 1.0 0.4
Quebec 0.4 1.0 04 0.4 1.0 0.3
Ontario 0.7 1.0 0.6 0.4 1.0 0.4
Manitoba 0.8 il 0.7 0.5 1.2 0.4
Saskatchewan 0.8 1.0 O 0.5 1.3 0.4
Alberta 0.8 11 0.8 0.5 1.4 0.4
British Columbia 0.7 il 4l 0.6 0.5 1.1 0.4
Canada? 0.8 1.0 0.7 0.4 1.1 0.4

1 The coefficient of variation is the ratio of the standard deviation divided by the mean and represents the degree of variation when compared with the
mean. For example, the mean net farm income of all farm tax filers for this table was $5,074. In Table 5-3 the average standard deviation was $3,884.
Therefore, $3,884/$5,074 = 0.8.

2 As defined in footnote 1 of Table 5-3.

3 Figures cover Yukon and Northwest Territories, nonresidents, and multiple jurisdiction.

SOURCE Same as for Table 5-1; and Statistics Canada, longitudinal taxation sample. Table prepared by J. D. Forbes.




and Gellner, 1977], which examined relative rates of
return. The instability of the relative rates of return
over time is examined by comparing average ratios
for all farmers in the sample for each year under the
self-employment standard. Table 5-5 provides these
comparisons for 1971 to 1974 and reveals a high
degree of annual instability for all farms collectively,
for all sizes and types of farms, and for farms in all
regions. The returns ratios for 1971 to 1974 for all
farms, including capital appreciation, were 0.26,
0.99, 1.47 and 0.80; and excluding capital apprecia-
tion they were 0.52, 0.73, 1.29 and 0.72. Returns
ratios measuring only current income, excluding
capital appreciation, ranged from 0.36 to 0.82 for the
small farms and from 0.52 to 1.38 and 0.74 to 1.91
for the medium-sized and large farms, respectively.
Thus, while the returns ratios were higher for the

Table 5-5
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larger farms, they also exhibited a higher degree of
absolute variation over time. Yearly instability, by
farm type, followed a pattern similar to that of the
variations among individual farms within these groups
over the entire period; dairy and mixed farms had the
lowest instability over time (excluding capital
appreciation), while hog, crop, and cattle farms had
high annual variations. High yearly instability was to
be expected, however, since the 4-year period from
1971 to 1974 included years of very low and high
farm incomes and was probably the most unstable in
recent decades. The returns comparisons therefore
likely overstate the long-term instability of farm
returns. The difference between rates of return ratios
with and without capital appreciation also illustrates
the destabilizing effect of including capital apprecia-
tion.

Average Yearly Returns Ratios under the Self-Employment Standard, by Farm Size and Type, and by Region,

Ontario, 1971-74

1971 1972 1973 1974
A B A B A B A B

All farms 0.26 0.52 0.99 0.73 1.47 1.29 0.80 0.72
Farm size, based on gross sales ($)

15,000 - 24,999 0.20 0.36 0.82 0.53 1.17 0.82 0.54 0.39

25,000 - 49,999 0.30 0.52 1.10 0.81 1.47 1.38 0.86 0.78

50,000 and over 0.30 0.74 1.09 0.94 1.89 1.91 1.08 1.17
Type

Dairy 0.38 0.63 1.1 0.77 1.43 1.04 0.70 0.75

Cattle 0.33 0.62 1.15 0.80 1.46 1.22 0.39 0.32

Hogs 0.24 0.30 1.12 0.90 1.72 1.64 0.71 0.62

Crops 0.1 0.40 0.71 0.58 1.44 1.58 1.32 1.18

Mixed 0.18 0.44 0.77 0.70 1.36 0.91 1.04 0.54
Region

Southern 0.11 0.51 0.77 0.71 1.49 1.36 1.24 1.05

Western 0.17 0.52 1.35 0.86 1.56 1.34 0.44 0.48

Central 0.51 0.49 0.94 0.69 1.65 1.31 0.47 0.36

Eastern 0.75 0.62 1.00 0.55 0.84 0.88 0.72 0.81

Northern 0.58 0.18 0.74 0.48 1.30 1.05 0.41 0.47

A - Including capital appreciation.
B - Excluding capital appreciation.

SOURCE Same as for Table 4-1.

Additional Data on Instability
over Time, by Commodity

The McClatchy, Leblanc-Cooke, and Boliman
study also provides measurements of the instability
over the 1967-76 period in farm cash receipts for
different commodities (Figure 5-3). From this figure
and the listed coefficients of variation, it can be seen

that among commodities small grains receipts have
been the most unstable, while dairy and poultry/eggs
have been the most stable. These results led the
authors to conclude that 1/ the evidence on grains
instability strongly reinforced the propriety of the
federal government in introducing the Western Grains
Stabilization Program in 1976, and 2/ no significant
problem of income instability existed in the dairy
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sector relative to most other commodities in the
1967-76 period. Besides the authors’ conclusions,
the degree of instability in most other commodities
should raise concerns about the effectiveness of the
Agricultural Stabilization Act and provincial stabiliza-
tion programs with regard to their stabilization
function during 1967-76,2 as well as since that time

Figure 5-3

Variation in Farm Cash Receipts from
the Sale of Farm Products, by Major
Commodity Grouping, Canada, 1966-76

Coefficient of
variation, 1966-76

-— Wheat, oats and barley 2.9
------- Oilseeds 0.66
- = Cattle and calves 0.50
-omm Hogs 0.50
=~ +e=Dairy products 0.35
====Poultry and eggs 0.33

(Millions of constant dollars)
) S

0

1966 1970 1975

Source D. McClatchy, J. Leblanc-Cooke, and Ray D.
Bollman, “Agricuitural Stabilization Programs and
the Variability of Farm Taxfilers' Net Incomes,”
Working Paper, Agriculture Canada, Policy Plan-
ning, and Economics Branch, Ottawa (forth-
coming).

(the worst instability for cattie and hogs occurred
after 1976 and is not shown in Figure 5-3). Overall,
the evidence of instability over time in the returns for
different commodities and in both farm and total
incomes of individual farmers would justify the
concern throughout Canada regarding year-to-year
income instability in agriculture.




6 Government Expenditures

Canada, like most developed countries, has extensive
public involvement in the agricultural sector. This
involvement ranges from research and extension to
direct output subsidies and from public market
information to complete pricing and supply regulation
by governments or their legislatively sanctioned
agencies. Collectively, these measures have tremen-
dous potential for affecting farm incomes and rates of
return. This chapter provides an overview primarily of
federal government expenditures in recent years, to
indicate the degree of public involvement in different
aspects of agriculture. More specific policy analyses,
by commodity, are being undertaken in other related
studies prepared for the Economic Council of Canada
and will not be duplicated here.

Table 6-1

Table 6-1 summarizes federal government expendi-
tures oriented towards agriculture. These expendi-
tures are primarily by Agriculture Canada, but
agriculture-oriented expenditures are also made by
the Departments of Industry, Trade and Commerce;
Regional and Economic Expansion; External Affairs;
and others. Overall, federal agricultural expenditures
amounted to $1.37 billion in fiscal year 1978/79, or
about the equivalent of one-third of the net farm
income in 1979. Total federal expenditures on
agriculture increased very rapidly from about $0.57
billion in 1970/71 to $1.52 billion in 1977/78 before
dropping to $1.37 billion in 1978/79.

Net Expenditures by Federal Government for Specific Policy/Programs, Canada,

1965/66 and 1870/71 to 1978/79!

1965/66 1970/71 1971/72 1972/73 1973/74 1974/75  1975/76  1976/77  1977/78  1978/79
{Thousands of dollars)
Type of expenditure (and department)
Direct payments through commodity
programs:
- Direct subsidy on milk (Ag.) 19,210 125,000 109,000 107,400 143,400 251,100 275,000 233,118 293,580 271,524
- Deficiency payments (Ag.) 39,407 1,470 12,988 11,184 97 46,474 25,989 28,749 70,531 47,069
- Price support - Agricultural
Products Board (Ag.) 1,619 398 520 419 5 98 415 1,122 35 107
- Quality premium on hog and lamb
carcasses (Ag.) 8,650 1,379 n/a n/a n/a n/a n/a n/a n/a n/a
- Premium on high-quality cheese
(Ag.) 1,505 n/a n/a n/a n/a n/a n/a n/a n/a n/a
- Subsidies on fluid milk and powder
(Ag.) n/a n/a a n/a 51,474 74,621 14,453 13,080 12,952 563
- Lower Inventory for Tomorrow (Ag.) n/a 57,588 5,678 n/a n/a n/a n/a n/a n/a n/a
- Grassland Incentive Payments (Ag.) n/a n/a 9,807 15,618 16,770 14,944 n/a n/a n/a n/a
- Two-price wheat (1T&C) n/a n/a n/a 63,173 69,386 81,230 188,698 65,303 21,860 43,826
- Western Grain Stabilization
Program (1T&C) n/a n/a n/a n/a n/a n/a n/a 61,801 57,980 53,157
- Payments to wheat producers to
increase minimum return {IT&C) n/a n/a n/a n/a n/a n/a n/a n/a 4,500 405
- Compensation for losses due to
Migratory Waterfow! (Ag.) n/a n/a n/a n/a n/a n/a n/a n/a n/a 1,500
- Write-off of CDC Milk Powder
Export Subsidy Detficit (Ag.) n/a n/a n/a n/a n/a n/a n/a n/a 159,718 n/a
Subtotal 70,391 185,835 137,993 197,795 281,132 468,467 504,555 403,173 621,156 418,151
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Table 6-1 (cont'd)

1965/66 1970/7t 1971/72 1972/73 1973/74 1974/75 1975/76  1976/77  1977/78  1978/79
(Thousands of dollars)
Direct payments through social
programs:
- Canada West Foundation (IRC) n/a n/a n/a n/a n/a n/a n/a n/a n/a 75
- Exhibition contributions (Ag.) 919 1,342 1,359 1,378 1,405 1,411 1,470 1,596 1,651 2,021
- Agricultural Museum contributions
(Ag.) 6 21 24 24 24 24 30 31 k)l 31
- Federated Women's Institutes of
Canada (Ag.) 10 10 10 10 10 10 10 10 10 10
- 4-H Club assistance (Ag.) 160 191 193 198 208 196 208 212 216 221
+ Small Farm Development
adjustment (Ag.) n/a n/a n/a 638 6,102 8,653 7.318 6,548 2,628 n/a
- Farm Labour Pool (Ma1) n/a n/a n/a n/a n/a 1,489 3,462 3,438 3,879 3,811
- Agriculture for Young Canadians
(Ma&1) n/a n/a n/a n/a n/a 50 n/a n/a n/a n/a
- Student summer employment and
activities (Ag.) n/a n/a n/a n/a n/a n/a n/a n/a 682 908
Subtotal 1,095 1,564 1,586 2,248 7,749 11,833 12,498 11,835 9,097 7,077
Crop insurance:
- Contributions to provinces - Crop
Insurance Act (Ag.) 631 2,898 3,158 4,144 15,182 31,140 48,276 56,457 72,812 74,965
- Contribution to province of Quebec
(Ag.) n/a 920 877 1,070 1,473 96 n/a n/a n/a n/a
Subtotal 631 3818 4,035 5214 16,655 31,236 48,276 56,457 72,812 74,965
Assistance in producer financing:
+ Farm Credit Corporation net loss
(Ag.) 1,105 8,603 8,885 8,446 6,808 4716 3,514 2,400 1,700 -1,700
- Grants to provinces in accordance
with terms and conditions
prescribed by Minister of
Agriculture (Ag.) 9,751 n/a n/a 12,250 2,021 795 1,404 2,599 354 772
- Pesticide Residue Compensation
(Ag.) 180 n/a n/a n/a n/a 13 1 n/a n/a n/a
- Cheese Improvement Act (Ag.) 207 n/a n/a n/a n/a n/a n/a n/a n/a n/a
- Prairie Grain Provisional Payments
(IT&C) n/a 63 21 10 8 42 n/a n/a n/a n/a
~ Prairie Grain Advance Payments
(IT&C) 669 11,614 3513 1,036 1,645 3,058 1,011 2,550 3,478 5,193
- Deficit Pool Accounts (IT&C) n/a 18,295 11,210 3,870 n/a n/a n/a n/a n/a n/a
- Deletion from the accounts of
advances made to Saskatchewan
to provide seed grain loans to
farmers (Fin.) n/a n/a n/a n/a n/a 74 n/a n/a n/a n/a
Subtotal 11,912 38,575 23629 25612 10,482 8,698 5,930 7,549 5,532 4,265
Storage and/or freight assistance:
+ Canadian Livestock Feed Board
(Ag.) n/a 20,773 20,563 21,381 22,737 21,921 20,709 12,730 11,773 14,155
- Freight or livestock shipment to
Royal Winter Fair (Ag.) 38 46 63 61 40 28 65 114 64 99
+ Canadian Government elevator
operations (Ag.) 1,684 2,478 3,132 3,671 4,050 6,357 8,126 7,968 9,435 606
- Contributions towards the cost of
transportation of fodder and
silage (Ag.) 278 n/a n/a 580 820 944 n/a n/a n/a 402
- Contributions to producer groups
towards the cost of construction
of storage (Ag.) 50 n/a n/a n/a 367 1,218 1,292 893 1,645 1,808
- Payments on temporary wheat
reserves (1T&C) 36,807 23,650 85,281 21,918 5,833 n/a n/a n/a n/a n/a
- Payments to Canadian Wheat Board
for the purchase of hopper cars to
facilitate the movement of
Canadian grain exports (IT&C) n/a n/a n/a 46,091 n/a n/a 40,639 167,341 2,343 838
- Contribution to cNand cPre-leasing
railway cars {IT&C) n/a n/a n/a 1,300 n/a 3,430 n/a n/a n/a n/a
- Contribution to Wheat Board to
cover carrying charges on reserve
stocks of feed grains (17&4C) n/a n/a n/a n/a n/a 1,849 3.215 2,743 2,994 2,200
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1965/66 1970/71 1971/72 1972/73 1973/74 1974/75 1975/76 1976/77 1977/78 1978/79
(Thousands of dollars)
- Contribution to Railways under
Section 258 of Railway Act (T.) n/a n/a 33,282 22,884' 25248 85,505' 108,685' 104,419 67,022 98,854
- Maritime Freight Rates Act (T.) n/a 13,999 13,111 13,000 14,088 15,060 16,020 17,103 15,986 15,379
- Atlantic Region Freight Assistance
Act (T.) n/a 2,822 6,937 11,422 16,972 21,748 23,692 27,070 29,907 41,283
- Assistance to Rapeseed Processing
Freight (iT&C) n/a n/a n/a n/a n/a n/a n/a 500 2,500 3,839
- Feed Freight Assistance Adjustment
Fund (Ag.) n/a n/a n/a n/a n/a n/a n/a n/a 4,996 11,749
- Canadian Co-operative Implements
Ltd. (Ag.) n/a n/a n/a n/a n/a n/a n/a n/a 8,000 n/a
- Assistance to UCO Grain Terminal
(Ag.) n/a n/a n/a n/a n/a n/a n/a 500 8,000 n/a
- Rehabilitation of Box-cars {1T&C) n/a n/a n/a n/a n/a n/a n/a n/a n/a 2,911
- Rehabilitation of Prairie Branch
Railway Lines (T.) n/a n/a n/a n/a n/a n/a n/a n/a 30,000 70,000
Subtotal 38,857 63,768 162,369 142309 89,155 158,000 222,443 341,348 194,665 264,123
Research programs:
+ Animal Contagious Diseases (Ag.) 14,995 7725 9,483 10,902 12,750 17,247 23,554 27,580 27,747 24,770
+ Animal Pathology Programs (Ag.) 3,628 4,027 4,435 5,409 6,417 10,275 9,045 9,916 11,967
+ Research activities (Ag.) 32,593 47,753 50,726 54,310 62,959 74,335 95,633 95,744 104,380 113,872
- Livestock improvement (Ag.} 10 22 21 16 33 33 50 91 121 113
- New Crop Development Fund (Ag.) n/a n/a n/a n/a n/a 100 521 759 913 737
- CDC Research (Ag.) n/a n/a n/a n/a n/a n/a n/a n/a 577 817
Subtotal 47,598 59,128 64,257 69,663 81,151 98,132 130,033 133,219 143,654 152,276
Extension and information services:
+ Economics and CANFARM (Ag.) 979 3,940 6,706 7,080 7,819 8,850 9,833 10,499 13,118 6,481
+ Information (Ag.) 685 1,472 1,852 2,299 2,202 2,679 2,765 3,263 3,422 4,105
+ Elevator and Grain Documentation
{Ag.) n/a 708 905 1,029 1,117 1,303 1,407 1,604 1,722 1,850
- Canadian Nationai Lifestock
Records (Ag.) 45 50 50 50 65 50 50 50 50 50
Subtotal 1,709 6,170 9,613 10,458 11,203 12,882 14,055 15,416 18,312 12,486
Testing services:
+ Agricultural pest and disease
control (Ag.) n/a 1,731 1,892 2,182 2,324 2,645 2,813 3,163 3,807 n/a
+ Meat inspection (Ag.) n/a 12,697 14,583 16,591 17,965 21,625 24,805 29,779 32,507 35,742
+ Grain inspection (Ag.) 5,2602 4,024 4,861 5,824 5,921 6,601 7,886 8,190 8,213 9,137
+ Grain testing and research (Ag.) n/a 928 1,080 1,336 1,682 1,997 2,058 2,224 2,743 2,747
+ Grain weighing (Ag.) n/a 2,147 2,581 2,702 2,541 2,724 3,539 3,635 3,727 5,065
Subtotal 5,260 21,527 25,007 28,635 30,433 35,592 41,101 46,991 50,997 52,691
Technical and food aid:
- World Food Program (Ext. Aff.) n/a n/a n/a n/a n/a n/a n/a n/a 10,000 10,000
- International Food Aid Program
(Ext. Aff.} 34,539 100,141 75,529 94,272 66,274 106,991 222,537 237,511 221,519 175,916
- FAO (Ext. Aff.) 979 1,226 1,538 1,528 2,142 2,141 3,324 3,878 4,331 4,630
- Mennonite Central Committee Food
Bank (Ext. Aff.) n/a n/a n/a n/a n/a n/a n/a n/a 500 1,000
Subtotal 35,518 101,367 78,067 95,800 68,416 109,122 225,861 240,884 236,350 191,546
Trade promotion:
+ Marketing and promotion (Ag.} 2,360 7,579 8,725 10,065 11,441 13,482 16,364! 18,378 20,659 21,605
- Rapeseed utilization assistance
(1T&C) n/a 200 200 300 300 300 300 325 325 350
- Grains export credit ({T&C) n/a 1,599 2,291 2,106 5,946 11,904 10,070 7,743 7,218 12,399
- Grains and oilseeds marketing a
incentives (IT&c) n/a n/a n/a 726 318 412 390 635 979 840
- Contribution to the Canadian
International Grains institute
(1T&C) n/a n/a n/a n/a 564 355 443 529 619 686
- Payments to western millers re stop
off charges (1T&C) n/a n/a n/a n/a 139 133 200 725 850 983
+ Marketing (1T&C) n/a n/a n/a T,097. 1,418 1,569 3,343 5,799 3,780 2,747
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Table 6-1 (concl'd)

1965/66 1970/71 1971/72 1972/73 1973/74 1974/75  1975/76  1976/77  1977/78  1978/79

(Thousands of dollars)

- Milk promotion by CDC (Ag.) n/a n/a n/a n/a n/a n/a n/a 500 2,379 3,800
Subtotal 2,360 9,378 11,216 14,314 20,126 28,155 31,110 34,634 36,809 43,410

Social adjustment and rural economic
development

-~ ARDA (DREE) 28,3832 18,088 n/a n/a n/a n/a n/a n/a n/a n/a

- Rural Area Development (DREE) n/a 35,012 n/a n/a n/a n/a n/a n/a n/a n/a

- Canada Land Inventory (DREE) n/a 4,016 n/a n/a n/a n/a n/a n/a n/a n/a
+ Social Adjustment and Rural

Economic Development (DREE) n/a n/a 88,223 101,551 109,863 123,861 117,342 99,696 74,390 66,089

+ Lands Inventory (&C) n/a n/a n/a 4,445 n/a n/a n/a n/a n/a n/a

Subtotal 28,383 57,116 88,223 105,996 109,863 123,861 117,342 99,696 74,390 66,089

Administration and miscellaneous?®

+ Administration (Ag.) 15,476 16,612 17,181 20,518 29,836 38,500 41,461 50,196 52,601 81,231
+ Miscellaneous (Ag.) 68 7 6 8 25 39 33 88 125 163
+ Canadian Dairy Commission (Ag.) n/a 453 535 656 752 895 1,062 1,348 1,666 1,980

Subtotal 15,544 17,072 17,722 21,182 30,613 39,434 42,556 51,632 54,392 83,374
Grand total 269,258 565,318 623,717 718,253 785377 1,171,826 1,346,419 1,442,834 1,518,166 1,370,453

- Grants, contributions, or transfer payments only.

+ Including operating capital and grants.

n/a Not applicable or not available.

1 Revised.

2 Fiscal year April 1-March 31.

3 Administration expenditures in Agriculture Canada only, inciuding contributions to superannuation accounts, operating and capital expenditures
less revenue and receipts credited to vote. Miscellaneous includes membership fees and contributions to international and domestic organizations,
and so on.

SOURCE Revised 1965/66-1975/76 data from Agriculture Canada, Orientation of Canadian Agricuiture, vol. |1, Table 2, 1977; data on contribution to
railway from Canadian Transport Commission; 1976/77 to 1978/79 data from Receiver General of Canada, Public Accounts of Canada.

Table 6-2

Aggregate Net Farm Income, Direct Government Payments through Commodity Programs, Federal Income
and Marketing Subsidies, and Payments and Subsidies as a Proportion of Aggregate Net Farm Income,
Canada, 1965 and 1970-78.

Direct Proportion of aggregate net farm income
payments
through Direct Direct
Aggregate net commodity Federal payments plus Direct payments plus
farm income’ programs? subsidies? subsidies payments Subsidies subsidies
{Thousands of dollars) (Per cent)
1965 1,484,854 70,391 53,760 124,151 4.7 3.6 8.4
1970 1,275,635 185,835 115,539 301,374 14.6 9.1 23.6
1971 1,425,960 137,993 201,249 339,242 9.7 141 23.8
1972 1,633,947 197,795 187,449 385,244 121 11.5 23.6
1973 3,219,940 283,220 136,418 419,638 8.8 42 13.0
1974 3,580,193 482,518 226,149 708,667 13.5 6.3 19.8
1975 4,135,894 554,349 307,759 862,108 13.4 7.4 20.8
1976 3,376,881 486,167 439,988 926,155 144 13.0 27.4
1977 2,899,211 740,637 309,819 1,050,456 25.5 10.7 36.2
1978 3,266,174 442,660 386,763 829,423 13.6 11.8 25.4

1 Excluding net house rent but including income in kind from food produced and consumed on the farm.
2 Includes provincial income stabilization programs (1973 onward).
3 Crop insurance, producer financing, storage and freight assistance, and trade promotion.

SOuRCE Income and provincial commodity program payments data from Statistics Canada, Farm Net Income Reference Book, December 1979; federal
government expenditures from Table 6-1.




Federal government funds are spent on a wide
variety of agricultural programs. The largest expendi-
ture categories are for direct payments through
commodity programs and for storage and freight
assistance. Research programs and technical food
aid also require major expenditures. Milk subsidies
represent the single largest item, amounting to $271
million in 1978/79 from direct price subsidies on
manufacturing milk and to $453 million in 1977/78
from direct price subsidies and the one-time write-off
of the milk powder export subsidy deficit. It is inter-
esting to note that less money ($47 million in
1978/79) is spent on deficiency payments from all
federal government stabilization programs, excluding
milk, than on crop insurance ($75 million in
1978/79). In addition to these figures, sizeable
expenditures are also made by provincial govern-
ments. Not all expenditures in agriculture are
designed primarily to help the farmer, however. Many
of the benefits of public expenditures in agriculture
are passed on to consumers through more efficient
food production and lower prices.

Table 6-2 provides an indication of the impact of
governmental expenditures on net farm income. In
this table, direct government payments through
commodity programs from both the federal and
provincial governments are examined, along with
federal input and marketing subsidies. Together,
these direct and indirect subsidies to agricuiture
averaged 23.7 per cent of net farm income, excluding
net house rent, during the 1970-78 period (see Figure
6-1). They also increased steadily from about $301
million in 1970 to $1,050 million in 1977, before
dropping to $829 million in 1978. In 1973 these
expenditures dropped to only 13 per cent of net farm
income, primarily because of the big increase in
incomes that year (the absolute level of expenditure
was still higher than in previous years). From 1974 to
1977, however, these government expenditures also
increased as a percentage of total income, resulting
in a similar average percentage from 1973 to 1978 as
occurred from 1970 to 1972 (despite substantiaily
higher incomes in the 1973-78 period). Direct govern-
ment payments from the provincial and federal
governments represented from 9 to over 25 per cent
of net farm income in the 1970-78 period, and
indirect input and marketing subsidies represented 4
to 14 per cent.

Since this study has emphasized the necessity of
looking at different categories of farms, especially as
they are differentiated by economic size, it would also
be appropriate to examine the distribution of govern-
ment payments by farm size. Unfortunately, data are
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Figure 6-1

Net Farm Income,! Direct Government
Payments through Commodity Programs,
and Federal Input and Marketing
Subsidies, Canada, 1970-78

Net farm income

____ Direct government payments through commodity
programs

— -— Federal input and marketing subsidies

Direct government payments plus federal input
and marketing subsidies

(Billions of dollars)
4—

0

| | i | | I I 1
1970 1975 1978

1 Including food produced and consumed on the farm, but
excluding net house rent.

SOURCE Table 6-2.

not available to permit this investigation in Canada. In
the United States, where appropriate data are
available, the benefits of government programs are
heavily skewed towards larger farms that produce
most of the product. For example, the top 20 per
cent of the farms (in size), which produce about
80 per cent of the output, typically receive over two-
thirds of all government support payments [U.S.
Department of Agriculture, annually]. This distribu-
tion of benefits occurs because most programs
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benefits are per unit of production, so that the larger
farmers who produce more also benefit more.

To a great extent this situation also holds for
Canada. While the distribution of benefits would not
be quite as skewed as in the United States because
of a lower concentration of production on large farms
and because of limits on the eligible payments in
some programs (e.g. a maximum of $45,000 in 1981
in gross receipts can be covered by the Western
Grains Stabilization Program), nevertheless there

would be considerable concentration of benefits
among the larger farms. If the pattern is similar to
that found in the United States, we could expect the
30 per cent of the largest farms which constitute the
main commercial producers (as opposed to 20 per
cent in the United States) to receive about two-thirds
of direct government payments. The 40 per cent of
farmers who comprise the group of limited-resource
farmers are likely to receive around 20 to 22 per cent;
and hobby farmers (about 30 per cent of the total),
10 to 11 per cent.




7 Conclusions and Policy Implications

This study has attempted to update information on
agricultural incomes and introduce new data (where
necessary) to provide a more comprehensive analysis
of the economic situation in agriculture, particularly
with respect to conditions existing during the 1973 to
1979 period. The information presented here strongly
indicates that average incomes for farmers are
sufficient to provide decent living standards, particu-
larly when all components of income are considered.
The larger commercial farmers, who receive most of
the benefits from current policies and programs, have
on average very good incomes and have
accumulated substantial wealth from capital
appreciation on land and buildings in recent years.
Limited-resource and hobby farmers typically have
lower overall incomes, but these too are on average
quite adequate, especially for farmers with off-farm
employment.

Unfortunately, there are Canadian farm families
with inadequate incomes from all sources, but the
incidence of poverty in agriculture has been greatly
reduced in recent years. For some who endure
poverty, the evidence would suggest that their
problems stem more from individual human limita-
tions than from farm production and marketing
conditions [Blackburn, Brinkman, and Driver, 1978].
As T. K. Warley has stated,

The fact that a majority of census farms are too small
to provide adequate family incomes by themselves
may be a source of regret to those who would prefer to
see a more homogeneous and specialized industry
composed of full-time farm businesses that would
generate adequate incomes for their operators
primarily from farm sources. But this is not how
agriculture is structured in @ modern society, and to
move to this structure would require a drastic reduction
in the numbers of persons who farm. As it is, the
present heterogeneous structure of farming, in which
there is a mix of commercial and noncommercial full-
time and part-time farmers and in which off-farm
income is at least as important a source of income as
farm income for many farm families, seems to result in
overall standards of living for many who tarm that are
on a par with those of Canadians who derive their

incomes entirely from other occupations [Warley,
1980a] .

The evidence presently available on the rate of
return on human and capital resources committed to
farming is equally encouraging. Data on relative rates
of return are not available for all of Canada, but the
data available for Ontario indicate that commercial
farmers earn rates of return on their resources that
are quite comparable to the rates earned by similar
resources in the nonfarm sector. Again, smaller farm
businesses earn lower relative rates of return than
larger operations, but this is to be expected since
economies of size and indivisibilities in some
resources exist in farming as in other occupations.
Limited-resource and hobby farmers likely earn rates
of return on their resources that are far below compa-
rable rates in the nonfarm sector, but this does not
necessarily mean they are underpaid in agriculture.
Many simply are very poor managers or are farming
for reasons other than profit.

Finally, farmers were shown to face far greater
year-to-year income instability than nonfarm, unincor-
porated, self-employed businessmen, indicating that
farmers may have greater income instability than
nearly all other major groups in Canadian society.
This high degree of income instability over time was
apparent for both farm and total (farm and nonfarm)
operating income, and for full-time and part-time
farmers.

These results have definite implications for agricul-
tural programs and policies. First, as many current
programs appear more oriented towards achieving
“fair’’ rates of return than alleviating low or poverty
incomes, the existence of current rates of return
comparable to nonfarm rates would indicate that
commercial farmers are earning about the right level
of income; i.e. they are neither overpaid nor under-
paid. Since the comparability of returns on agricul-
tural resources in Ontario was observed primarily
during a period recently when government programs
had helped to transfer income to farmers on a
substantial scale, these results do not invalidate the
rationale for government intervention to achieve fair
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returns to farmers. At the same time, as some degree
of economic and social comparability appears to
have been achieved, there would seem to be little
justification, in the absence of substantial deteriora-
tion in agricultural conditions, for expanding these
programs in order to further bolster farm returns.

Different policy approaches may also be needed
for different groups of farms, particularly for farms of
different sizes. Most current agricultural programs
provide support on a per-unit-of-output basis (stabili-
zation payments of so many dollars or cents per
bushel or animal unit), so that total benefits are tied
to total production. This means that large farms,
which produce a high proportion of the total sales,
receive the largest proportion of benefits from
commodity programs supporting agricultural prices.
To the extent that the purpose of price support and
stabilization programs is to compensate for chronic
or spasmodic inadequacy in the returns to agricul-
tural resources, it may be appropriate that returns be
supplemented in proportion to output. If the pro-
grams are justified on the basis of low-income
farmers and/or designed to alleviate problems of
poverty in agriculture, however, the output-directed
stabilization programs will fail. Small commercial
farmers, and limited-resource farmers in particular,
may have sales volumes that are too small to benefit
sufficiently from commodity-based programs. Many
hobby farmers, on the other hand, really have no
legitimate claim to assistance from agriculture on low-
income grounds, and the lack of assistance through
output-oriented programs would seem appropriate in
their case.

Throughout agriculture, low-income farmers may
face the most inadequate assistance, even from
ministries of agriculture. In previous years there have
been some programs designed to deal specifically
with low-income farmers, to help them to adjust. With
the termination (as with the Small Farm Development
Program) or reduced scope (the low profile of ARDA
programs in many provinces) of these programs in
recent years, however, it would appear that ministries
of agriculture are not particularly committed to
providing special assistance to this group. This lack
of special programs can be of particular concern,
because existing support programs for *‘all farmers’’
are tied to output and are not very effective for the
low-income group.

For serious farmers with limited resources, special-
ized programs may need to be continued or rein-
stituted to help them expand and take advantage of
economies of size in agriculture and to improve their
management. Programs to help share risk might also
be effective, as many of these farmers are very
security-conscious and reluctant to undertake

profitable improvements because of strong risk
discounting [Driver, Brinkman, and Blackburn,
1979]. At the same time it may be necessary to
assist in the transfer of some resources out of agricul-
ture or to provide direct income support for those
resources that cannot be transferred easily. In some
cases the responsibility for assisting the limited-
resource farmer may lie outside ministries of agricul-
ture, but the large redirection away from the limited-
resource farmer, in recent years, in favour of more-
general assistance programs that are more appropri-
ate to commercial farmers, would appear to reduce
the long-run potential for many small farmers to
become commercial farmers. In fact, programs in
many provinces discriminate against the farmer who
wishes to farm “‘part time'' in order to increase total
family income and even generate farm capital from
nonfarm sources, particularly in consideration of
credit assistance. Consequently, one of the routes to
higher incomes for limited-resource farmers — i.e.
multiple job holding — is being stifled.

The great differences in relative rates of return
among individual farms in the Ontario study [Brink-
man and Gellner, 1977], even within similar catego-
ries of farm size, type, and region, have two major
implications. First, they demonstrate a need for
extension programs, particularly in the area of farm
management, to help bring the rates of return for less
efficient farmers closer to the potential demonstrated
by the better farmers. Second, they demonstrate the
dilemma of commodity programs, as given programs
yield substantially different benefits for different
farmers. To provide adequate rates of return to all
farmers would require very high levels of subsidiza-
tion, which in turn would not only encourage inef-
ficient farmers to remain in the industry but necessi-
tate large transfers of public tax funds to support
agriculture.

Capital appreciation in agriculture undoubtedly
represents a very important component of farm
returns. In effect, farmers may be compensated for
low current investment returns by high future returns
in the form of capital appreciation. To many farmers
this may be an entirely acceptable situation because
of favourable tax treatments. On the other hand, high
capital appreciation may reflect a situation where
farmers accumulate a large proportion of their returns
in the form of assets; i.e. farmers “live poor and die
rich.”” Accordingly, programs that help farmers to
transform their capital appreciation into productive
capital may be necessary — e.g. refinancing and
education in financial management to assist farmers
in recognizing and managing more-complex financing
opportunities. It is also possible that high capital
appreciation may result from increased competition




for land from the nonfarm sector, which touches upon
guestions of land use.

Capital appreciation also presents a problem in
terms of income security. Although a strong case has
been made here for including capital appreciation as
part of the returns to farming, it is also recognized
that a large part of the appreciation may be a “‘paper
gain,”” subject sometimes to large changes in the real
value of the stock of farm capital in land and build-
ings over time. The capitalization of expected future
profits into the price of land further increases the
instability of farm returns, as farmers tend to benefit
doubly when prices and profitability increase (from
higher current income plus capital appreciation) and
face double jeopardy when prices fall. The problem
of capital appreciation is further compounded by the
fact that most of the gain is taken out of agriculture,
as people sell their farms and leave for the city. This
in effect requires the agriculture sector to generate
and refinance its capital stock about every 40 years.

Because of the growing importance of capital
appreciation and its recent overshadowing, in real
terms, of aggregate net farm income, far greater
attention should be directed at this aspect of agricul-
ture. Although many might claim that land is far
overvalued in terms of its earning capability in agricul-
ture, essentially it has been “‘overvalued” for most of
the years in the 1970s and may very well continue to
appreciate as a long-run trend. Most of the “over-
valued” purchases in the 1970s were made by
farmers themselves, indicating that they likely derive
substantial nonmonetary benefits from land owner-
ship and inherently accept capital appreciation as a
genuine return. By international standards, farmland
in Canada is very cheap. Its potential attractiveness is
accentuated by Canada’s current low exchange rate,
stable economic system, past record of large
appreciation in the value of farmland and a much
closer ratio of earnings to cost ratio than is found in
Europe, where land for farming is selling at over
$25,000 per acre (e.g. in Holland). If farmland prices
reverse and fall in the future, particularly in response
to high interest rates in 1980 and 1981, increased
attention to capital appreciation would still be mer-
ited, as comparable rates of return on resources have
been achieved in recent years primarily through the
additional boost to incomes from capital apprecia-
tion.

The recent high interest rates must be a major
concern as well. The comparable rates of return and
adequate income levels reported here were achieved
in a period of lower interest rates, so that great
changes in the cost of farm financing could affect
future returns. The increasing interest rates hurt
farmers in several ways. The first and most obvious is
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through higher costs. Another impact stems from the
fact that strengthening the exchange rate through the
interest rate, although it helps some segments of
society, generally worsens the relative position of
producers. Agriculiture's relative position is worsened
because of its dependence on export markets to set,
at least partially, the prices for grains, beef, hogs, and
imported (competing) vegetables. High interest rates
also reduce capital appreciation or may even cause
real depreciation in farm values for existing farmers,
as fewer people attempt to buy farms because they
cannot afford the interest for purchases made on
credit.

As interest rates have escalated in 1980 and 1981,
their burden has been felt the hardest by new farm-
ers, those requiring substantial purchased inventories
and inputs (like beef feed lot operators), and opera-
tors undertaking sizeable capital improvements to
make their operations more efficient. Farmers with
little borrowed capital, on the other hand, have not
been affected greatly. As a consequence, high
interest rates often have had an inverse effect on
farm efficiency, penalizing progressive farmers more
than older, unreceptive ones, who are often using
outdated (but paid for) technology and have very
high percentages of equity in their farms. Current
high interest rates, if they continue for long periods of
time, should also necessitate changes in our thinking
about what constitutes an efficient operation. Tradi-
tionally, farmers have substituted capital for labour,
but at 1981 interest rates some resubstitution of
labour for capital may be economical. At current
rates some farmers would appear to be overcommit-
ted in their outlays of capital relative to labour in
order to achieve their least cost production. Further-
more, high capital costs may impose effective eco-
nomic limits to farm size below the scale currently
used by some of the largest farmers, particularly if
additional labour is unavailable.

Capital appreciation and high interest rates aiso
have strong implications for entry into farming. With
the rapid appreciation of farm values in all parts of
Canada it has become very difficult for many young
farmers to accumulate the $200,000 to $250,000 in
capital that is now required to buy a minimally viable
commercial operation. With such large capital
outlays, beginning farmers who manage to get
funding may encounter cash flow problems because
a large part of their earnings must go towards paying
off their farm debt. If interest rates remain at their
current very high levels or if they fall, with an accom-
panying appreciation in farm values, this problem
likely will become progressively more severe through-
out the 1980s. In some cases, special attention by
ministries of agriculture may be merited. Farm leaders
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sometimes have used the plight of beginning farmers
as justification for greater levels of support to the
entire agricultural sector. Since these farmers consti-
tute only 10 to 15 per cent of all farmers, however, a
more appropriate approach would be to design
special policies to aid in farm transfer and purchase,
and/or to improve tenancy provisions. Such policies
for new owners could include longer-term loans and
deferrals of both principal and interest until later
years to give the farmer time to build up his cash
flow. Tenants could be helped by longer-term leasing
arrangements. If the problem of cash flow for begin-
ning farmers is as serious as farmers claim it is, it
could be solved within agriculture by establishing a
special farm capital gains tax, with the tax proceeds
to be used to assist new farmers. This would solve
the problem of helping new farmers get started,
eliminate some of the capital drain from agriculture as
farmers retire outside of the sector, and tax some-
thing that many farmers claim cannot be counted as
value anyway.

The instability of incomes and rates of return from
one year to the next indicates the susceptibility of
farmers to fluctuations in income. This instability over
time may create difficulties for the long-term planning
of agricultural resources and increase farmer interest
in stabilization programs (current programs contain a
strong element of support in addition to stabilization).
Some instability in agriculture may be beneficial by
accelerating desirable adjustments, as periodic
periods of low returns may encourage inefficient
farmers to leave the industry or to improve their
production practices. From a policy viewpoint,
however, the evidence on instability in this study
indicates a need for programs that will prevent wide
fluctuations in incomes and rates of return in agricul-
ture, so as to facilitate better long-term planning and
production efficiency.

Hopefully the data in this study will also be useful in
addressing the long-term structural issues facing
agriculture. Currently, the United States is reassess-
ing its agricultural policy because it is concerned that
its policies have in fact generated an agricultural
structure that is increasingly dominated by larger-
than-family farms and those run by nonfamily corpo-
rations, with farm entry restricted often to the sons of
farmers and nonfarmers with very large capital
resources. Nonfamily corporate farms have not been
as prevalent in Canadian agriculture as in the United
States, but many of the questions about farm con-
centration, financing, entry, government benetfits, and
specialized treatment for agriculture are equally valid
here.' For example, are we creating two classes of
farmers: the sons of farmers with special privileges,
and others who must fend for themselves? Our tax

laws provide substantial benefits for farm transfers
within the family, and both the advantages of financ-
ing from an established base and discrimination in
credit against part-time farmers may in fact be
contributing to the creation of a landed class of
people in Canada.

With the scientific industrialization of agriculture,
the delineation of the economy into farm and non-
farm sectors is also becoming less distinct. With this
change also goes much of the justification for special
treatment of agriculture as a lifestyle instead of a
business. Politically, the idea that agriculture as an
industry, and farmers as a class, should be treated
differently — by product and input subsidies; in trade
matters; in taxation; in access to land, capital, and
energy; on environmental issues; under labour laws;
under the rules of competitive behaviour; and in the
institutions of government and education — is every-
where under attack and increasingly difficult to
sustain [Warley, 1980]. In the future, Canadians may
need to face squarely these guestions: Who should
be able to own land and/or farm; what kind of
benefits and governmental treatment should be
provided to agriculture; and what kind of farm struc-
ture should be promoted throughout the country?

Finally, this study provides evidence for farmers in
addressing conditions in their industry. New farmers
in particular must recognize agricuiture for what it is
and how it works. This recognition means carefully
evaluating the possibility of cash flow problems in
early years, accepting the fact that a large share ot
the returns will likely come from capital appreciation,
and being prepared to deal with year-to-year fluctua-
tions in income. If these conditions are found disa-
greeable, the would-be farmer should not go into
farming. He should examine these characteristics
carefully before entering the sector, rather than
complain later about not being able to change the
nature of agriculture to suit him. Even established
farmers are seldom trapped in agriculture today, as
high land values enable them to sell out at a very
good return if they want to leave agriculture.

Furthermore, farmers who complain about the
Canadian ‘‘cheap food policy” in comparison with
much higher European support levels must first
examine the two systems in their entirety and not just
compare support levels. In North America the agricul-
tural system has evolved on an efficiency basis,
whereby good producers could obtain resources at
reasonable costs and thereby increase their incomes
by expanding their production and lowering their
costs. The continental European system has taken a
different approach through higher prices. As prices
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have increased, however, their capitalization into land
values has made farm expansion much more difficult,
especially as public measures (e.g. long-term leasing
rights that can be transferred by renters from father
to son) have been developed to protect and thereby
maintain the small producer. These conditions greatly
impede adjustments in agriculture, so that continental
European farmers are typically restricted to small
farms and, therefore, generally earn less income than
Canadian producers. The more market-oriented
Canadian approach to adjustment has enabiled
farmers to earn higher incomes with lower prices,
because of their opportunities to adjust to a more
efficient operation. At the same time, Canadian
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consumers have also benefited from more efficient
production and cheaper food prices.

Finally, because of the recent improvements in
agriculture documented in this study, it seems time
for farmers to start cheering and to take credit for
their success. Commercial farmers, in particular, have
made substantial progress. They work hard and
manage large quantities of resources. When provided
the right conditions they can produce food quite
efficiently, by world standards, and still obtain good
returns. They deserve to be recognized as good
managers and as some of the most successful smalil
businessmen in Canada.
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Table A-1

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
Newfoundland, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average  farm farm off-farm and Business investment Other off-farm  Total
filers age income income income salaries income income income income income
(Dollars) (Doltars)
Gross farm income ($):
Nil {or no response) 45 44 0 -2,362 40 12,183 5,097 -1,981 2,294 17,593 15,231
1- 2,499 225 43 933  -1,202 215 10,242 1,572 572 1,792 14,177 12,975
2,500 - 4,999 85 44 3,597 -480 80 7,343 mm 774 1,919 10,807 10,327
5,000 - 7,499 55 42 6,156 402 55 3,359 198 1,954 1,820 7,332 7,734
7,500 - 9,999 30 40 8,836 -183 35 4,281 -63 768 2,381 7,366 7,183
10,000 - 12,499 15 46 11,374 721 15 2,061 755 2,563 1,391 6,770 7,490
12,500 - 14,999 25 43 13,709 1,199 20 2,473 786 778 825 4,861 6,061
15,000 - 17,499 10 45 16,022 1,164 10 821 877 138 1,635 3,472 4,635
17,500 - 19,999 10 52 18,823 2,349 10 1,746 98 1,618 1,439 4,902 7,250
20,000 - 22,499 10 51 20,906 2,255 10 12,923 492 1,587 725 15,728 17,983
22,500 - 24,999 10 46 23,899 5,625 10 2,599 645 1,181 870 5296 10,921
25,000 - 29,999 10 49 27,001 -1,050 10 4,688 1,262 2,670 578 9,199 8,148
30,000 - 34,999 5 42 32,810 5,648 10 458 0 163 1,206 1,828 7475
35,000 - 39,999 S 43 37,143 7,047 5 2,767 0 184 465 3,415 10,463
40,000 - 44,999 0 0 0 0 0 0 0 0 0 0
45,000 - 49,999 0 0 0 0 0 0 0 0 0 0
50,000 and over 115 45 147,933 8,307 100 1,856 413 873 652 3,793 12,100
Average, alt farm
tax filers (680) 44 30,818 1,264 (620) 6,426 1,135 712 1,538 9,811 11,075

SOURCE Statistics Canada data on farm tax filers.
Table A-2

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
Prince Edward Island, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm off-farm and Business investment Other off-farm  Total
filers age income income income salaries income income income income income
{Dollars) (Dollars)

Gross farm income ($):
Nil (or no response) 110 42 0o -1,719 110 10,873 1,441 2,728 1,851 16,893 15,174
1- 2,499 470 47 1,254  -1,501 465 7,934 1,696 1,622 1,650 12,902 11,401
2,500 - 4,999 355 47 3,710  -1,114 345 6,184 1,705 966 1,870 10,725 9,610
5,000 - 7,499 270 48 6,214 1 250 4,905 1,694 996 1,287 8,882 8,883
7,500 - 9,999 205 48 8,717 -70 185 5,053 1,116 1,073 1,553 8,796 8,726
10,000 - 12,499 170 48 11,345 184 155 4,771 590 972 1,192 7524 7,708
12,500 - 14,999 110 50 13,620 346 100 4,463 780 934 1,095 7,272 7618
15,000 - 17,499 120 48 16,349 S5l 105 3,467 1,402 1,130 1,046 7,045 7,602
17,500 - 19,999 100 48 18,763 1,659 95 2,511 294 901 1,357 5,063 6,722
20,000 - 22,499 95 47 21,299 2,682 80 2,523 781 740 534 4,578 7,260
22,500 - 24,999 75 49 23,626 2,429 60 2,433 461 1,221 908 5,024 7,452
25,000 - 29,999 165 47 27,429 3,601 140 2,395 650 1,216 799 5,059 8,660
30,000 - 34,999 120 45 32,362 4,571 105 2,785 31 912 1,233 4,961 9,532
35,000 - 39,999 110 43 37,433 4,661 100 2,108 54 1,090 661 3913 8,574
40,000 - 44,999 90 49 42,494 6,274 75 816 393 801 676 2,686 8,960
45,000 - 49,999 75 43 47,543 6,141 70 1,489 1,227 385 626 3727 9,867
50,000 and over 915 43 129,158 7,959 780 1,286 232 1,483 786 3,787 11,745

Average, all farm

tax filers (3,555) 46 43,311 2,629 (3,215) 4,006 902 1,250 1,181 7.338 9,967

SOURCE Statistics Canada data on farm tax filers.
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Table A-3

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
Nova Scotia, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average  farm farm off-farm and Business investment Other off-farm  Total
filers age income income income salaries income income income income income
(Dollars) (Dollars)
Gross farm income ($):
Nil {or no response) 330 44 0 -1708 330 12,944 2,516 1,682 1,879 19,020 17,312
1- 2,499 1,635 48 1,069 -1,346 1,620 10,065 1,522 1,316 1,836 14,739 13,393
2,500 - 4,999 690 49 3632 -1,031 665 7,801 1,154 1,877 1,714 12,547 11,516
5,000 - 7,499 480 50 6,142 -804 465 7,270 1,185 2,021 1,793 12,269 11,465
7.500 - 9,999 280 49 8,667 -1 265 6,749 921 1,245 1,606 10,522 10,511
10,000 - 12,499 210 48 11,056 623 205 6,949 457 1,591 1,613 10,610 11,233
12,500 ~ 14,999 165 49 13,729 382 155 6,121 286 1,546 1,316 9,269 9,651
15,000 - 17,499 110 48 16,254 838 105 5,505 1,514 1,026 1,552 9,598 10,436
17,500 - 19,999 100 51 18,730 1,890 90 3,907 837 1,652 1,024 7,419 9,309
20,000 - 22,499 80 48 21,282 1,797 75 3,108 1,068 1,914 1,809 7,900 9,697
22,500 -~ 24,999 65 47 23,716 1,533 65 3,630 2,216 1,891 1,073 8,811 10,343
25,000 - 29,999 125 49 27,293 2,769 120 4,798 475 2,405 1,244 8,922 11,691
30,000 - 34,999 95 48 32,295 3,639 90 2,354 266 1,873 1,237 5,730 9,369
35,000 - 39,999 80 48 37,560 4,605 80 4,437 148 1,498 1,181 7,264 11,869
40,000 - 44,999 90 46 42,373 3,536 90 3,827 453 1,822 1,116 7,220 10,755
45,000 - 49,999 65 48 47,339 7,310 60 579 102 2129 764 3574 10,884
50,000 and over 1,015 45 154,768 11,156 960 1,289 279 2,354 925 4846 16,002
Average, all farm
tax filers (5,640) 48 34,628 1,786 {5,440) 6,821 1,067 1,737 1,534 11,160 12,946
SOURCE Statistics Canada data on farm tax filers.
Table A-4
Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
New Brunswick, 1979
Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average  farm farm off-farm and Business investment Other off-farm  Total
filers age income income income  salaries income income income income income
(Doltars) (Dollars)
Gross farm income ($):
Nil (or no response) 250 45 0 -2283 245 12,217 2,801 1,870 1,994 18,882 16,598
1-2,499 1,180 46 1,087 -2,016 1,170 1,771 919 1,082 1,924 15,695 13,679
2,500 - 4,999 585 48 3,598 -1,671 580 9,643 868 1,442 1,590 13,561 11,890
5,000 - 7,499 295 50 6,115 -578 285 7.270 468 1,923 1,749 11,411 10,832
7,500 - 9,999 230 49 8,686 -495 210 6,532 1,040 1,450 1,221 10,244 9,749
10,000 - 12,499 175, 49 11,224 -97 165 5,941 511 1,589 1,353 9,394 9,297
12,500 - 14,999 125 50 13,668 532 125 4,084 370 1,730 1,165 7,349 7,881
15,000 - 17,499 90 51 16,263 1,178 85 4,074 513 1,452 1,119 7,158 8336
17,500 - 19,999 115 48 18,646 2,015 110 2,796 521 687 1,067 5,070 7,085
20,000 - 22,499 70 46 21,322 2,368 65 3,349 2,155 1,017 1,135 7,656 10,024
22,500 - 24,999 65 48 23,695 1,084 60 3,185 575 1,517 2,102 7,379 8,463
25,000 - 29,999 135 45 27,379 1,971 125 2,343 504 1,231 787 4,864 6,835
30,000 - 34,999 105 48 32,349 3,326 85 1,532 760 3,288 742 6,323 9,649
35,000 - 39,999 90 49 37,663 3,455 85 1,332 375 1,464 1,701 4,872 8,327
40,000 - 44,999 85 46 42,146 3,047 75 1,332 -478 859 831 2,543 5,590
45,000 - 49,999 75 45 47,281 4,844 75 2,924 43 1,456 756 5180 10,023
50,000 and over 805 45 115,102 6,689 720 1,183 262 1,612 908 3,964 10,653
Average, ali farm
tax filers (4,485) 47 28,499 748 (4,255) 6.878 775 1,449 1,455 10,557 11,305

SOURCE Statistics Canada data on farm tax filers.
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Table A-5

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
Quebec, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm of-farm and Business investment Other off-farm  Total
filers age income income  income  salaries  income income  income income income
(Dotlars) {Dollars)
Gross farm income ($):
Nit {or no response) 2,120 46 0 2,937 2,075 9,747 2,314 2,911 1,204 16,175 19,112
1- 2,499 6,390 48 1230 -2,799 6,345 12,875 2,179 1,986 1,642 18,682 15,883
2,500 ~ 4,999 3,650 48 3,631 -1,203 3,585 10,324 1,696 2,045 1,607 15,672 14,469
5,000 - 7,499 2,370 49 6,182 -590 2,305 7,931 1,406 1,968 1,669 12,973 12,383
7,500 - 9,999 1,705 49 8,701 474 1,640 7,608 1,264 2,293 1,269 12,433 12,907
10,000 - 12,499 1,470 49 11,217 1,31 1,415 5,687 688 1,816 1,356 9,546 10,857
12,500 - 14,999 1,275 49 13,724 2,056 1,205 5,197 733 1,969 1,202 9,102 11,157
15,000 - 17,499 1,290 49 16,243 2,980 1,235 3,942 717 1,841 1,173 7,672 10,652
17,500 - 19,999 1,205 48 18,736 3,244 1,145 3,982 466 1,827 1,056 7,331 10,576
20,000 - 22,499 1,225 48 21,269 3,973 1,160 2,873 594 1,545 1,034 6,045 10,018
22,500 - 24,999 1,150 47 23,725 4,791 1,105 2,574 413 1,213 806 5,006 9,797
25,000 - 29,999 2,150 47 27,475 5,504 2,045 1,960 371 1,409 845 4,585 10,090
30,000 - 34,999 2,035 45 32,490 6,441 1,930 2,016 297 2152 724 5189 11,630
35,000 - 39,999 1,930 45 37,480 7111 1,825 1,203 497 1,061 778 3,539 10,651
40,000 - 44,999 1,810 44 42,475 7,607 1,710 1,374 201 1,166 707 3,447 11,053
45,000 - 49,999 1,525 4 47,364 8,398 1,455 944 280 1,173 903 3,300 11,698
50,000 and over 11,285 42 102,248 10,976 10,585 998 243 1,433 785 3,458 14,434
Average, all farm
tax fiters (44,600) 46 37,723 4,377  (42,755) 5,148 920 1,737 1,118 8,924 13,301

SouURCE Statistics Canada data on farm tax filers.

Table A-6

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm income,
Ontario, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm off-farm and Business investment Other  off-farm Total
filers age income income income salaries income income income income income
{Dollars) (Dollars)

Gross farm income ($):
Nil (or no response) 3.950 45 0 -2,048 3,880 15406 2,223 3,647 1,775 23,051 21,003
1- 2499 16,850 50 1,148  -1,632 16,655 11,831 1,412 2,647 1,788 17,679 16,047
2,500 - 4,999 11,635 49 3728 -1417 11,345 10,850 1,361 2,433 1,590 16,234 14,817
5,000 - 7,499 8,175 49 6,166  -1,151 7,905 9,790 1,259 2,604 1,526 15,179 14,028
7,500 - 9,999 6,100 439 8,691 -607 5,840 9,461 1,106 3,128 1,438 15,133 14,526
10,000 - 12,499 4,705 49 11,205 -98 4,500 8,482 1,315 2,966 1,459 14,222 14,124
12,500 - 14,999 3,825 50 13,717 388 3,645 7,411 1,011 2,696 1,295 12,413 12,802
15,000 - 17,499 3325 49 16,224 881 3,155 7,127 991 2,974 1,344 12,435 13,316
17,500 - 19,999 2,890 50 18,721 1,080 2,715 7211 903 2,884 1,233 12,231 13,311
20,000 - 22,499 2,500 49 21,207 1,671 2,340 6,410 753 2,698 1,288 11,149 12,820
22,500 - 24,999 2,240 49 23,701 2,135 2,085 5,780 822 2,966 1,028 10,597 12,732
25,000 - 29,999 3,970 49 27,425 2,391 3,715 5511 652 2,375 1,069 9,607 11,998
30,000 - 34,999 3,540 48 32,490 3,520 3,275 4,495 741 2,416 1,087 8,738 12,258
35,000 - 39,999 3,035 48 37,437 4,176 2,780 3,511 534 2,576 933 7,554 11,730
40,000 - 44,999 2,830 47 42,493 4,582 2,565 3,499 461 2,565 948 7.473 12,055
45,000 - 49,999 2,635 47 47,469 5,588 2,340 2,986 466 2,054 765 6,271 11,859
50,000 and over 34,325 44 136,612 8,547 30,460 1,805 346 2,223 727 5,100 13,648

Average, all farm

tax filers (116,550) 48 49,406 2,631 (109,190) 6.815 913 2,560 1,226 11,513 14,144

SOURCE  Statistics Canada data on farm tax filers.
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Table A-7

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm income,

Manitoba, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm off-farm and Business investment Other  off-farm Total
filers age income income income salaries income income income income income
(Doilars) (Dollars)
Gross farm income ($):
Ni! (or no response) 2,410 38 0 2,474 2,005 5,643 881 811 772 8,108 10,582
1- 2499 5,685 49 1,137 -1173 5,525 8,872 758 1,832 1,551 13,012 11,839
2,500 - 4,999 3,915 49 3,726 -56 3,650 6,869 585 1,709 1,435 10,598 10,542
5,000 - 7,499 3,025 49 6,210 833 2,830 6,153 547 1,736 1,317 9,754 10,587
7,500 - 9,999 2,330 49 8,641 1,453 2,185 5111 344 1,737 1,341 8,532 9,985
10,000 - 12,499 1,870 49 11,207 1,598 1,745 4,939 508 1,898 1,231 8,576 10,173
12,500 - 14,999 1,615 49 13,730 2,251 1,460 4,200 431 2,066 1,229 7,926 10,177
15,000 - 17,499 1,445 49 16,217 2,795 1,330 3,698 504 1,936 1,110 7,249 10,043
17,500 - 19,999 1,345 48 18,777 3,421 1,235 3,270 98 1,815 971 6,153 9,574
20,000 - 22,499 1,140 48 21,206 3,813 1,040 2,957 381 2,034 1,003 6,375 10,188
22,500 - 24,999 1,145 48 23,766 4,484 1,040 2,505 236 1,953 918 5,612 10,085
25,000 - 29,999 2,015 48 27,464 4,778 1,840 2,329 306 1,887 909 5,431 10,209
30,000 - 34,999 1,730 47 32,428 5,270 1,585 2,012 566 1,502 793 4,874 10,143
35,000 - 39,999 1,445 47 37,475 6,193 1,330 1,671 191 1,634 917 4414 10,607
40,000 - 44,999 1,355 45 42,486 6,529 1,240 1,776 346 1,428 741 4,292 10,821
45,000 - 49,999 1,180 45 47,453 7,268 1,080 1,151 318 1,516 71 3,697 10,965
50,000 and over 9,780 44 112,394 10,634 9,020 1,087 261 1,558 851 ST 14,391
Average, all farm
tax filers (43,445) 47 36,411 4,118 (40,135) 4,108 453 1,675 1,083 7,330 11,447
SOURCE  Statistics Canada data on farm tax filers.
Table A-8
Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
Saskatchewan, 1979
Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm off-farm and Business investment Other off-farm  Total
filers age income income income salaries income income income income income
(Dollars) (Doltars)
Gross farm income ($):
Nil (or no response) 1,450 42 0 -796 1,045 10,549 1,470 2,005 1,407 15,431 14,635
1- 2,499 7,835 48 1,214 -319 7,620 7,634 811 2,167 1,707 12,318 11,999
2,500 - 4,999 6,885 49 3,714 701 6,640 6,689 754 2,096 1,581 11,120 11,821
5,000 - 7,499 5,700 50 6,202 1,751 5,390 5,692 561 2,157 1,492 9,901 11,653
7,500 - 9,999 4,940 50 8,691 2,515 4,645 5,206 502 2,326 1,475 8,510 12,025
10,000 - 12,499 4,305 50 LA 3,365 4,025 4,635 575 2,185 1,460 8,855 12,220
12,500 - 14,999 4,085 50 13,723 4,066 3,795 4,052 604 2,268 1,385 8309 12,375
15,000 - 17,499 CWAUS 50 16,229 4714 3,440 3,732 341 2,328 1,285 7,696 12,410
17,500 - 19,999 3,335 49 18,731 5,259 3,075 3,453 483 2,150 1,277 7,363 12,822
20,000 - 22,499 3,190 49 21,220 5,997 2,910 3,162 385 2,092 1,245 6,883 12,880
22,500 - 24,9989 3,000 48 23,744 7,071 2,765 2,527 258 2,138 1,110 6,034 13,104
25,000 - 29,999 5,575 48 27,432 7,630 5,150 2,375 405 2,116 1,081 5976 13,606
30,000 - 34,999 5170 48 32,466 9,220 4,785 1,790 323 2,235 1,030 5379 14,599
35,000 - 39,999 4,535 47 37,454 10,337 4190 1,489 an 2,104 912 4875 15212
40,000 - 44,999 3,985 47 42,459 11,737 3,705 1,320 231 2,157 979 4688 16,425
45,000 - 49,999 3,625 46 47,436 12,980 3,410 1,025 253 2,275 858 4,411 17,391
50,000 and over 22,160 45 112,196 17,686 20,870 894 209 2,394 866 4363 22,049
Average, all farm
tax filers (93,490) 48 40,618 8,053 (87,815) 3,390 441 2,230 1,199 7260 15313

SOURCE  Statistics Canada data on farm tax filers.




Appendix 69
Table A-9

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
Alberta, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm off-farm and Business investment Other off-farm  Total
filers age income income income salaries income income income income income
(Doliars) (Dollars}

Gross farm income ($):
Nil (or no response) 3,645 41 0 -2805 3,610 17,360 1,462 3,058 1,844 23,724 20,918
1- 2499 12,920 46 1176  -1,872 12,730 13,415 1,255 2,411 1516 18,597 16,725
2,500 - 4,999 8,780 47 3,657 -1,202 8,535 11,253 1,069 2471 1,468 16,260 15,059
5,000 - 7,499 6,240 48 6,185 -383 6,000 10,359 637 2,685 1,523 15205 14,822
7,500 - 9,999 4,615 49 8,695 193 4,415 8,646 834 2,741 1,470 13,691 13,884
10,000 - 12,499 3,965 48 11,201 310 3,740 8,358 782 2,962 1,277 13,379 13,689
12,500 - 14,999 3,330 48 13,703 1,062 3,135 7,437 899 2,503 1,366 12,205 13,267
15,000 - 17,499 2875 48 16,199 1,653 2,695 7,070 633 3,120 1,326 12,149 13,802
17,500 - 19,999 2,760 48 18,687 2,452 2,595 6,308 611 2,899 1,409 11,228 13,680
20,000 - 22,499 2,240 48 21,228 2,793 2,075 5,963 562 2,791 1,153 10,470 13,263
22,500 - 24,999 2,005 48 23,752 3,929 1,860 5,297 761 2,754 1,262 10,074 14,003
25,000 - 29,999 3,740 48 27,436 4128 3470 4,527 646 2,465 1,070 8,708 12,836
30,000 - 34,999 3,200 47 32,498 5272 2,950 4317 650 2,228 1,060 8,256 13,528
35,000 - 39,999 2,835 48 37,421 6,199 2,620 3,559 746 2,545 950 7,800 13,999
40,000 - 44,999 2,460 47 42,485 6,847 2,255 3174 206 2,437 990 6,808 13,654
45,000 - 49,999 2,260 47 47,423 8,329 2,075 2,460 540 2,211 919 6,130 14,459
50,000 and over 20,595 45 196,936 12,720 19,050 2,166 70 3,007 983 6,175 18,896

Average, all farm

tax filers (88.480) 46 56,398 3,747 (83,805) 7.430 689 2,698 1,275 12,092 15,839

SOURCE  Statistics Canada data on farm tax filers.
Table A-10

Average Net Income of Farm Tax Filers, by Source and by Level of Gross Farm Income,
British Columbia, 1979

Number of
farm tax
filers
Number of Gross Net reporting  Wages Rental and Total
farm tax  Average farm farm off-farm and Business investment Other off-farm  Total
tilers age income income income salaries income income income income income
(Dollars) (Dollars)

Gross farm income ($):
Nit (or no response) 1,885 43 0 -3,267 1,870 15,956 4,656 2,277 1,773 24,662 21,395
1- 2,499 6,525 47 1,204 -2,275 6,475 14,269 1,808 2,596 1,669 20,342 18,067
2,500 - 4,999 3,670 48 3,595 -2,622 3,620 12,704 1,689 2,579 1,597 18,568 15,946
5,000 - 7,499 2,035 49 6,122 -1,636 1,985 12,080 1,684 3,333 1,603 18,710 17,074
7.500 - 9,999 1,435 48 8,691 -1,323 1,400 10,496 1,528 2,987 1,671 16,683 15,359
10,000 - 12,499 1,130 49 11,194 -943 1,100 10,316 1,441 3,107 1,562 16,425 15,482
12,500 - 14,999 815 49 13,723 -389 785 9,041 1,685 2,616 1,484 14,827 14,437
15,000 - 17,499 685 49 16,178 469 655 7,764 1,962 3,188 1,946 14,859 13,327
17,500 - 19,999 590 48 18,698 372 565 8,176 1,690 2,656 1,374 13,897 14,269
20,000 - 22,499 500 48 21,327 1,107 475 6,997 1,241 2,158 1,351 11,747 12,854
22,500 - 24,999 440 47 23,744 1,559 430 6,238 1,738 3,759 1,179 12,914 14,473
25,000 - 29,999 675 47 27,367 2,342 640 5,954 1,478 3,341 1,307 12,080 14,422
30,000 - 34,999 570 47 32,434 3,394 535 5,337 863 3,094 1,046 10,340 13,733
35,000 - 39,999 455 47 37,428 4,078 425 5,528 868 2,875 977 10,248 14,325
40,000 - 44,999 385 47 42,292 5,398 365 4,720 1,199 2,503 1,333 9,755 15,153
45,000 - 49,999 375 46 47,408 5,248 350 4,577 766 3,741 1,011 10,094 15,343
50,000 and over 4,080 46 146,163 10,495 3,805 3,765 278 3,197 1,096 8,336 18,831

Average, all farm

tax filers (26,260 47 30,363 639 (25,475 10,413 1,634 2,843 1,499 16,389 17,028

SOURCE Statistics Canada data on farm tax filers.




Notes

CHAPTER 1

1

This is due to the small proportion of the value of many
processed food items that is made up of raw farm
products, to the greater use of constant retail-value
markups than percentage-value markups, and to the
relatively large additional fixed (buildings) and semi-
fixed (labour) costs involved in food retailing.

CHAPTER 2

1

Although gross sales are not as good a measure of
economic size as value added and could be misleading
for a farm buying and selling a lot of products, studies
in the United States indicate a strong relationship, on
average, between gross sales and value added. Data
on value added by different farms are not readily
available for Canada.

Because the gross sales in the categories in Table 2-1
are not changed each year to account for inflation,
some of the decline in the numbers of farmers in low
gross sales categories and the increase of those in the
higher gross sales categories may be due to increases
in agricultural product prices rather than greater
physical production. Furthermore, the farm tax filer
data used in Table 2-1 consider each partner in a
formal partnership an individuat tax filer. Although each
partner reports only his share of income from the farm
as his personal net farm income, the income figures are
included in the gross farm sales category, based on
the total sales of the farm rather than on a share of
total sales for each partner. Consequently, in addition
to inflation, some of the large increases in 1978 and
1979 in the numbers of farm tax filers operating farms
with gross sales of $50,000 and over may be the resuit
of more partners in larger farm operations than before,
rather than increased farm size. Nevertheless, large
farms have been increasing in size and numbers, and
small farms have been decreasing in numbers, even
after accounting for inflation and partnerships. These
changes are not as pronounced as Table 2-1 might
indicate, however. Because of the effect of inflation on
gross sales, care should be taken in comparing the
number of farmers in each gross sales category over
long periods of time.

The income figures in Table 2-1 report net farm income
for taxation purposes only; this income is referred to in
this study as ‘‘farm net operating income.” This
measure of income essentially represents receipts

minus operating expenses and depreciation, and it
excludes income in kind derived from net house rent
and most food produced and consumed on the farm
(even though the expenses generally have been used
as expense deductions from income), as well as capital
appreciation. For a more complete discussion of how
this measure of income is calculated, see the subsec-
tion on Farm Net Operating Income and Income in
Kind.

Although total family income from all famity members
is the most appropriate measure of poverty, total
operating income per farm tax filer is often a good
measure of total family income for limited-resource
farmers because many of the spouses and other famity
members of these farmers earn little or no additional
income.

CHAPTER 3

1

For a more complete discussion of the tax treatment
afforded farm houses, see the subsection on taxation
benefits.

Although both the income and the operating expense
components of imputed net house rent have been
excluded from net income in the revised aggregate
farm income series, farmers have still received sub-
stantial benefits in excess of their expenses in recent
years when current annual house rental values are
considered.

The relative sizes (percentages) of the low-income
cutoffs for cities of different sizes are as follows:
500,000 population or more (110 per cent), 100,000 —
499,999 (103 per cent), 30,000 — 99,999 (100 per
cent), 1,000 — 29,999 (92 per cent), and rural farm and
nonfarm (80 per cent).

The low-income cutoffs tor rural (farm and nonfarm)
families of different sizes in 1979 are as follows: one
member ($3,841), two ($5,574), three ($7,111), four
($8,454), five ($9,454), six ($10,375), and seven or
more members ($11,376).

It is impossible to identify the precise reasons for the
large decline in the number of low-income farmers.
Most likely, the reduction resulted from a combination
of factors, including: a/ improved farm incomes among
low-income farmers; b/ increased nonfarm earnings;
¢/ a shift in the majority share of hours worked in
nonfarm occupations, resulting in low-income farmers



72

10

11

12

13

14

15

16

17

18

Farm Incomes in Canada

being reclassified under another occupation; d/ the
number of low-income farmers selling their farms in
periods of high land prices and leaving agriculture; and
e/ the natural death rate of older farmers, many of
whom had low incomes.

The ‘'maintenance-state with unreceptive attitudes”
subgroup and the “‘traditional farmers'’ subgroup
represented 39 and 20 per cent, respectively, of the
limited-resource farmers surveyed in the follow-up
study. This study surveyed only the limited-resource
farmers under age 65 who intended to stay in agricul-
ture.

Derived from the Statistics Canada value of land and
buildings series, which values only land and buildings
currently used in agriculture. Since there has been a
net transfer of land out of agriculture, which is
deducted annually from the total capital value even
though it typically appreciated while in agriculture,
these figures likely underestimate the value of capital
appreciation in agriculture.

The precise percentage of farmland owned by farmers
is not known, but it is estimated informally by officials
of Agriculture Canada at about 90 to 94 per cent.

The capital appreciation on farms comprising the 6 to
10 per cent of farmland not owned by farmers would
not be considered as returns received by farmers.

In some cases (British Columbia), banks may lend a
higher percentage of the farm cost for farms producing
supply-managed commodities than for other farms, but
lending agencies typically do not accept quotas as
collateral.

At a discount rate of 10 per cent the value in current
dollars (net present value) of a $100,000 tax, deferred
for 30 years, is only $5,730 (5.73 per cent); i.e. $5,730
put in the bank at 10 per cent interest for 30 years
would be worth $100,000. At a 12 per cent discount
rate, the present value is only $3,340 (3.34 per cent).

The ability to pay wages to a spouse for work on a
farm or in another small business and to claim these
wages as a deductible expense was introduced by the
federal government for the 1980 taxation year.

In some cases the farmer may be able to depreciate up
to one-fourth of his house (the ‘‘farm-use maximum’’)
and still keep it as a personal residence for taxation
purposes.

Rough estimate derived from unpublished Statistics
Canada data.

At the rates of appreciation experienced in the 1970s,
it would require only about sixteen years for a $50,000
farm to appreciate to over $400,000.

This rate is considerably below current rates but
consistent with interest over the last decade.

Current net house rental values would be closer to
between $3,000 and $4,000.

Benefits to commercial farmers over nonfarm business-
men are estimated to be $177 from cash accounting
(cA), $543 from tax deferrals on capital gains in
parent-to-child farm transfers (FT), $300 from the
50 per cent exemption on capital gains subject to tax

19

20

(ca), $1,000 from income in kind (iK), $0 from special
business deductions (BD), $500 from property tax
reductions/rebates (PTR), and $244 from succession
duties (sD). The totals with and without sD equal
$2,520 and $2,764, respectively.

Benefits to smalt farmers over nonfarm businessmen
are estimated to be $100, cA; $400, rT; $100, cg;
$900, k; -$100, BD; $300, PTR; and $180, sp. The
totals with and without sb equal $1,700 and $1,880,
respectively.

Benefits to commercial farmers over wage-earning and
salaried employees are estimated to be $177, ca;
$543, F1; $700, cG; $1,100, IK; $500, BD; $500, PTR;
and $244, sp. Totals with and without sp equal $3,520
and $3,764, respectively.

Benefits to small farmers over wage-earning and
salaried employees are estimated to be $100, CA;
$400, FT; $500, ca; $1,000, ik; $400, BD; $300, PTR;
and $180, sp. Totals with and without sD equal $2,700
and $2,880, respectively.

The difference in tax benefits between commercial and
smaller-scaie farmers is less than the difference in
income because many of the taxation benefits are
directed towards assets. Commercial farmers have a
much higher ratio of income to assets than limited-
resource or hobby farmers.

It should be noted, however, that a significant number
of serious farmers in the limited-resource category
would have little cash income if they did not have any
of these taxation advantages.

Gini ratios measure the degree of concentration or
“inequality’’ of income within a population on a 0.0 to
1.0 basis. The closer the ratio is to 1.0, the greater the
degree of inequality (most of the income earned by
only a few individuals).

CHAPTER 4

1

On the mailed questionnaire, individual farmers
reported as many as 5,460 hours per year. This
represents the equivalent of working from 6 a.m. to
11 p.m. every day of the year, allowing two hours for
meals, but not allowing any time for days off, church,
sickness, shopping, visiting with friends, vacations, or
even days when work was restricted by weather
conditions.

Average Ontario manufacturing wages during 1975-79
were 65 per cent higher than during 197 1-74, but rates
of capital appreciation for wage earners would still be
far below capital appreciation in agriculture.

CHAPTER 5

1

Calculations for the annual variability in the per farm
share of aggregate net farm income were made by first
dividing the aggregate net farm income by the number
of census farm operators to obtain average annual net
farm income per farm. The standard deviation over ten
years was then calculated and divided by the 10-year
average income per farm to obtain the coefficient of




variation. In contrast, coefficients of variation for
individual farmers were calculated by first selecting
farm tax filers who reported net farm income contin-
uously for the 10-year period. The standard deviation
of net farm income over the 10-year period was
calculated for each farm tax filer and then averaged for
all farm tax filers studied. Finally the average standard
deviation was then divided by the average net farm
income over the 10-year period of ail farm tax filers
studied, to obtain the coefficient of variation.

These programs also provided income support by
serving as stop-loss assistance. In order to become
more responsive to price changes, the Agricultural
Stabilization Act was amended in 1975 to change the
support price from one based on 80 per cent of a 10-
year moving price average to one based on 90 per
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cent of a 5-year moving price average, indexed to
changes in variable cash costs.

CHAPTER 7

1

The data in this study may help to provide some of the
required answers, but additional information and
measurements will likely be needed. More extensive
information on relative rates of return across provinces
is critically absent. Statistical data on farm size should
also be provided for much larger farm-size breakdowns
than ““$50,000 and over,”” as the commercial farmer of
the 1980s could easily be producing a minimum of
$100,000 in gross sales if current inflation rates
continue.
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