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ABSTRACT
Considerations Involved In Developing A Valid

Comparison Of Farm And Non-Farm Incomes
In Canada, 1926-1961.

Surendra Nath Kulshreshtha
University of Manitoba, 1965

A knowledge of the relative differences between farm and non-rfarm
incomes is basic for agricultural policy formulation. For Canada, in par-
ticular, no objective evidence on this topic is available. It is custom-
ary for Canadian investigators and policy formulators to rely on ratios
derived by certain unrefined techniques. In many instances such tech-
niques do not furnish realistic incomes in the farm and non-farm sectors.
The present investigation was undertaken with a view to satisfying this
deficiency. liore specifically the objectives of the study are to measure
the size of the differential between farm and non-~farm incomes, to identify
the major problems of farm incomes, and to evaluate the relationship be-
tween farm and non-farm incomes.

In this study, the methodological framework for the comparison of
farm and non-farm incomes was gulded by the objectives of agricultural
policy formulation. The whole sebt of comparisons of the two incomes was
divided into two parts: Comparisons which reflect the efficiency of re-
source use in the two sectors, and those which compare the relative level
of well-being of the individuals.

The analysis of the farm and non-farm income differential is made

by dividing the non-farm sector into five industrial groups. In order to
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investigate the nature of the intra-agricultural. income disparity, the
farm sector is studied by classifying it according to provinces, size of
farm business, and type of enterprises. ILabor force in a sector is div-
ided into two major categories: Wage earners, and self-employed workers.
Size of labor force in the two sectors is adjusted for the differences in
age structure, proportion of female workers, and hours of work in a work-
week.

The study reveals three major problems of farm incomes: (1) Farm
incomes tend to remain at a low level relative to non-farm incomes,

(2) That a wide income disparity within the agricultural industry exists,
and (3) Agricultural incomes are more unstable intertemporally.

The tendency of farm incomes to be low, even in the long run,
differs according to accounting technique used to estimate the incomes of
farm and non-farm sectors. For the period 1951-60 the ratio of Farm:Non-
farm incomes (expressed as percentage) varied between 25.0 percent and
110.0 percent. Relative farm incomes when measured from efficiency point
of view were lower than when they were measured from welfare point of view.
The study indicates that the employment of workers and the relative price
movement of products prices for the two sectors are responsible for a con-
siderable part of the disparity between these incomes. Capital investment
in various provinces, and the extent to which farmers supplement farm in-
comes with income from other sources explain the intra—agricultﬁral income
disparity. While meking comparisons of relative welfare of persons many
non-economic factors are found to interact with the income levels. Capital

accumulation on Tarms, lower cost of living, sociological and psychological




factors are indicated to be relevant factors which interact on the indiv-

iduals along with the level of incomes.
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CHAPTER T
INTRODUCTION

I% is believed that people in various occupaticns should have
the opportunity to earn incomes comparablel to people in other parts
of society. A long standing issue in Canada is whether farm people
enjoy & reasonable level of incomes relative to that in the rest of
the economy. Two opinions, almost diametrically opposed, have been
put forward. Some observers believe that relatively speaking, farmers
are poor; others present arguments which imply the opposite. Opinions
also differ on the issues relagted to regional differences in agricul-
ture. Too frequently national policies are biased by certain local
and regional issuess

Many lengthy discussions have taken place on the issue of
farmers! relative position in Canada, but, so far, no unanimous
and widely accepted conclusions have emerged. It lesves one with a
suspicion that perhaps previous attempts have not been completely
objective, and a new study on this issue should be underteken.

A study of income comparisons provides the basic framework

within which the agricultural industry can be orgenized on & sound
and progressive basis. Better knowledge of comparative incomes in
various occupations facilitates the resource adjustment process of

agriculture and, in turn, that of the whole economy. Formulation of

T - . . -
Tn economic theory this term "comparable" is used to desig-
nate rewards accruing to persons having similar efforts and skillso
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policies consistent with resource mobility demands that it must be based
on a knowledge of sectoral incomes, evaluated comparably.

A comparison of farm and non-farm incomes also provides some

indication: of the strategies which should be adopted in maintaining the
level of economic growth. The relative level of incomes, which can serve
as a basis of comparing the existing level of efficiency in various sect-
ors of the economy, will thereby suggest the possible areas where adjust-

ment of resources will lead to a higher gross national products

Finally, income comparisons will also suggest the path thnough which
general equilibrium in an economy can be approached.

The present investigations are aimed at providing a sound
basis for developing agricultural income policies suitable for the
resource adjustment process of the industry. Its specific objectives
are five~fold: (l) to suggest an objective basis for income compar-
isons; (2) to estimate the extent of existing disparities in farm and

non-farm incomes; (3) to examine the various factors associated with

this income disparity; (4) to isolate the crucial farm income problem

that requires policy considerations; (5) to examine the basic prop-

osition that farmers have not received a fair share of the increasing
economic prosperity in Canadae

In this study an analysis was made of labor income in the farm

and non-farm sectors. Then a detalled examination was conducted of
he farm income derived from farming and all other sources. In
addition, intangible income lssues were studied to determine whether

o fair relationship exists between the incomes of the two sectorss
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An analysis of non-ferm incomes was also made by dividing the sector into

five industrial sub groups.

Several concepitual and empirical problems were encountered in

establishing a valid basis for the income comparisons which were developed
in this study. However, such a basis is necessary for guiding agricul~

tural policies in Canada.




CHAPTER II
NATUR® AND SCOPE OF THE PROBLEM

The contention that the agricultural industry in Cenada is at
a disadvantageous position relative to other sectors of the economy
iz of interest to economists as well as to farmers and their organiz-
ations. Some observers have argued that the incomes of farm people
are relatively 1ow}, others have even proceeded as far as to say that
farm people are generally regarded as second class citn‘.zens,:L and that
farming fails to give status to the individual in the eyes of other
people,2 It is also very frequently advocated that farmers are not in
a position to get a fair share of the national income, and, as they are
entitled to such a share, some action should be taken to improve thelr
relative situation in the national economy. The notion of equality for
agriculture has influenced policy mekers to place a major emphasis on
agricultural support programs. Séhultz pointed out that the major
heliefs in the U.S.A with respect to agricultural policies are that:

", . .agriculture is at a considerable disadvantage in the way

a modern economy develops, that it is burdened somewhat by
monopoly elements in business and in labor; that it bears

1This view has been expressed to the effect that the occupation
does not enjoy +the respect accorded to other pursuits.

“H, DeGraff,"Notes on Can a Fair Relationship be Established
Between Agricultural and Non-Agricultural Incomes?" The Report of the
first Canadian Agricultural Economics Society Workshop, Guelph, 1956.
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an undue share of the 'Coste of Rearing''the youth of the country
and, for these and other reasons, agriculture has certain wmoral
claims on the rest of the national commumity."3

In Cenada, the Royal Commission on Canada's Economic Prospects, observed,

with respect of the farm income situation, that:
T...the real incomes (goods and services procured from production
either directly or by exchange) of those engaged in agriculture,
have, over the long run, tended to be low in comparison with
incomes earned in other occupations; that in recent years farm .
incomes have been falling while other incomes have been riging... "

This wide—spread differential in the inccmes of perscns on farms
and those in the non-farm sector, has been one of the most imporitant
reasons why many policies have been developed for the agricultural
industry. In Canada, the major premises for such policies are that a

stable agriculture is in the interests of the national economy, and

that farmers, as a group, are entitled to a fair share of the national

—

income.” Boulding's analysis of the farm income problem, however,

indicates a clear opposition to such policies. According to him, too
many agricultural policies in the past have been based on an essentially
6
false argumentation. His logic can be demonstrated as follows:
"The major premise, with which most of us would agree, is
that the poor should be helped. However, the minor premise

N iy ~ . g
3T, W. Schultz, Production and Welfare of Agriculture (New York
The MacMillan Company, 1950) p. 10.

4oy

i
i

. Drummond and ¥W. MacKenzie, Progress and Prospects of
Aericulture, Royal Commission on Canada's Economic Prospects,
Printer, p. 352.

°

Lanadian
Queen's

5Dominion Burcau of Statistics, Canada Yesr Book, 1962, Ottaws,

“~
°K. . Boulding, "Economic Analysis end Public Policy”, Canedian




and the conclusion ~ farmers are DOOT,; therefore, Tarmers

should be helped ~ are open to searching questions. The truth
ia that some Tarmers are pooT, and we might well conclude from
this that some farmers should be nelped. But some miners and
some garment workers and some retailers and some unemployed
workers are poor also, while some farmers are by no means poor.”

On the basis of thisg logic, Boulding concluded that:

"one canmot help suspecting that great deal of so called 'Aid to
agriculture' is, in fact, a great political pluff engineered by
the wealthisr farmers, who are, of course, the more politically
active. They obtain general support for the policy on the grounds
thst farmers are poor, put the assistance goes not specifically to
the poor farmers but to all, indeed in many instances it has goune
to the rich farmer rather than to the poor,“8

The contention that the equality of farm and non~farm incomes should
be the basis for public policies, in order to obtain a state of economic
justice in tihe economy, has been viewed differently by various groups.

Tor farmers and farm politicians it is a matter of justice in distribution,
i.e., demand for a fair share of the national income. In o recent memoran-—
dum submitted by the Canadian Tederation of Asriculture to the Government of
Canada, the farmers' viewpoint on this matter was presented as follows:
m...it is the general view of farmers that they continue to be
1 S

,
h
disadvantaged, and indeed are increasingly disadvantaged; that
tl b o
the struggle for a living is hard and unrewarding fto the farmer,

gete]
I

though rewarding to the consumer and the economys

Journal of Bconomics and Political Science, Vol. 13, lo. 3 (August, 1947)
Edited by H. G. Halcrow: Contemporary Readings in Agricultural Economics,
(Hew York, Prentice-Hall, Tnc.) 1955, pp. 195-202.

Ibid.

BIbid, p. 196,

Q
)Canadian Tederation of Agriculture Vemorandum, Farmers Income
Pogition and Farm Policy. (Sept. 23, 1964), Ottawa.




Later on in the same memorandum, the Federation suggested that:

¢

"The basi exoectation of people in this country, fully justified,
that t \rai <s\ incomes will regularly increase in real
terms., n..Farmers have not been realizing this justified level of

expectation, but 1t is one of the theses of this document that
"n*elslve examination of farm income experience, including the
igtribution of income is the best road to congtructive policy.”

Apparently, what the Canadian Federation is proposing for Canadian farmers,

4

is an agricultural policy which would entitle them to a fair share of total

national income over a period of time.

A somevwhat different approach to this problem of relatively low

107

farm incomes is advocated by politicians.

l

m

he problem of farm incomes as
posed by many politicisns is not only that of its low level. Rather, it
is expressed in a very peculiar blend of low incomes and certain local
issues. It has resulted in a major stress on the tendency of regionalism
in sgricultural policies in Cansda. 3Such ideas can be demongtrated with

the help of the following discussion on the farm income situetion in Canada

"This House regrets the fallure of the government to take affective
s to eastern agriculture and in particular with
grain for eastern Canads and British Columbia so

as to provide: (1) Stebility of Cavadian supply and price, and,

(2) Opportunity for expansion of eastern production of feed grain.

If there are any Varitime members they would agree that a definite
regional policy should be evolved and put Torward in the house %o
help the people in Maritimes and to meet the problems of declining

House of Commons Debates, Vol. 108, No. 67, First
iament, Officizl Report, Monday, October 14th, 186
1 el

g




It is obvious that the demand in this case is not only for a policy for
sgriculture but a policy for a particular region which the member is
inclined to accept as the most needy reglon.

The economist, on the olther hand, recognizes the problem of unequal

incomes Ffor various occupabions in & completely different form, He does

not agree that the problem of low incomes is only that of The agricultural

O

industry. According vo him, many reasons can be advanced ag to why the

agricultural industry is at & relative dicadvantage in a growing economy,

Tor example, one of these causes, in the long run, rests on the continual

jon

lecli

]_J

ne

®
O
e

technical revolution. Since a higher s

- . , 12 ., .
need for movement of resources out of agriculture, 1T is necesgary

a
in order that such adjustment of resources cen take place, that the decline
o PR o rs A3
ing industry be less attractive,
A simple evaluation of the views of farmers, ferm politicians, and

L] kR

aconomists, can easily lead one to conclude that the issue of relatively

o

low fern incomes is very controversial. Almost contradictory solutions

i

12, o .
¥ogt of the ftechnical progress in

saving innovations. It mesns that, as an in
echnically advanced, less and les s laoor w'
24 sl product, If the deman
e 1o cowpcrsc’~ for this resource I
sulu in 1 S8 potential employme:

of resource allocetion, 1
urces should move out.

'L 3
s Be Ulu of the © (Torowuo:
Irwin and “omvﬁﬂJ I 124,




to correct the agriculture's disadvantageous pogition have been proposad
r Parmers snd economists. Farmers hold that agricultural support programs
sare the best solutions; whereas neny economists suggest the movement of

resources out of agriculture, in order to attain an optimum combination

- e 14 . .
of resources in the economys. If an optimum state of resource use among
different occupations is to be attained, a prersquisite of su h adjustment

will be a relatively low level of incomes in the declining indus

N

would also obviocusly follow, as a direct consequence of this statement,
that equal income opporfunitiss in all the occupations will impede the
process of adjustment of resources, in the case where a malallocation of
15 o Ay o 1 e} <} O
regources exists in the economy If the farmer's demand for a falr
chare of the national income is accepted, it would mean that rewards of

1 7

PR}
oe Tne

However, Cochran's point of supply management cannot be disvegarded.
But from the p io:mu 01 view of solving the farm problem, both these argu-

15 v .. ~

If the incomes generated by the natural functioning of {fe
economy are lower in any occupation, and, if by certain unnatural measures,
incomes in all the occupations are equalized, then the resource owner in

the naturally disadvantaged occupation will not like to transfer himgelf
to another job, even though it is desirable from the point of view of
income maximization in the economyo

5,

Feonomic progress has conventionally been defined as the rate of
progress or 1an°aue in the domestic product in an economy. BOuliing in
his Principles of Economic Policy (Prvhulco Hall, 4n510woods,, has defined
this term to mean the discovery and applications of hetter ways of doing
things to satisfy our wants. The progress ig at its maximum when rescurces
are combined among various production processes in an optimum manner.

=5 by
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case under optimum allocation of resources. The guestion is really one
of meking a compromise between retarding the rate of economic progress
for the sake of equitable distribution of incomes, as against the one in

. , ) . s . - . 17 .
which the economy enjoys the benefits of an optimum allocation of
resources. 1In such & case, a decision has to be made about the ratio of
form and non-farm income which should be maintained in the economy at a
particular point of time.

E 118 ) S 4 . ~ oo

Bellerby  has put forward the argument that the ratio of farm and
non-farm incomes can be used as an instrument of policy. He stated that:

"When any vleoning authority has reached a decision on the
optimum size of agriculture, it must determine what income
ratio between agriculture and industry will favor the attain-
ment of the optimum.”

Bellerby's argument implies that a complete equality of monetary
incomes in an economy should not always be accepted as a basic premise
for policy formulation, rather a certain ratio between farm and non-farm
incomes, which will bring about a desired change in the economy, can be
set as the goal of sgricultural policies. Such & ratio would be governed
by the stage of economic progress which the economy has attained, the

degree of maladjustment of resources, and other factors related to

regource allocation.

] . ~ -

7Tne term optimum can only be defined in the light of a certain
objective function. The optimum is said to be attained when the value
for the objective function is maximum.

laJoR. Bellerby, Agriculture and Industry Relative Incomes.
(London: Macmillan and Co., 1956)p. 10.

13
1144, .p. 10
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Before any such policy can be initiated, the existing disparity
between the farm and non-farm incomes must be known. It is amazing to
note that in Canads, many lengthy discussions have continued on this topic
with very little objective knowledge of the existing sitiation of farm
and non-farm income differentials. Furthermore, most of the existing
evidence differs widely in terms of definitions and measurements used.
Black feels that the common methods of reducing the total income to a
ver capita basis in the farm and non-farm sectors, is not a valid approach20
and, if such methods are employed as an indicator of adjustments needed
in the economy, no results will be fruitful. It was recognized by 2
working group of the 1963 (anadian Agricultural Economics Society Work—
shop, that the commonly used methods of income comparisons tend to
Lot A A3 commad A . . . . 21
overstate the disparity and thus scome refinements should be introduced.
The core of the matter revolves arocund the questions of how the farm and
non-farm sectors in an economy should be compared so that the comparison
may lead to a basis Tor proper policy formulations.
Initiation of any agricultural poliecy requires that certain
criteria for the justification of such programs have to be devised., In

the case of income policies, these criteria can be deduced from the role

2OJu D. Black, Societal Obligations to and of Agriculture,
Problems and Policies of American Agriculture, (Ames: Iowa 3tate
University Press, 1959) pp. 63-79.

1o . o . . .
The Economic Growth of Canadian Agriculture, Eighth Annual
Workshop Report, Canadian Agricultural Zconomics Society, (Bdmontons

TT.

University of Mverta) p. 8l.
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of incomes in the economy. Income in an economy has two important roles to
perform; first that of giving incentives to resource owners to ex cert them—
selves in production processes; second, as & tool of purchasing power in
the hands of families, leading to their well-being. These two functions
nave been developed further as the criteria for public policy. The first
role, i.c., income as a source of motivation to. resource owners, helps the

economy in its resource adjustment process, and can be termed as an

o

fmed

efficiency criterion for public policy. The other role, as it eads o
people, may be referred to as the welfare criterion. The
distinction between the efficiency and welfare criterion for agricultural
policies can be easily drawn torough a description of the functiocning of
sn economic system. Assuming a very elementary model; where there is no
government interference and no foreign trade; exigtence of two prominent
sectors——personal and business--cen be visualiged. The business sector is
the sole contributor to the economy!s national product, using economy's
resources. The main source of these resources exists in the personal

sector. When any resource is hired by the business sector, its owner is

rewarded, This remuneration, under purely competitive conditions, is
2 & 2 §

o]

ecided by the contribution of the factor to the in dustryfs product, and
can be called the personal income. The income earned by the personal

i

e articles produced by the business

oy

sector becomes a means of purchasing tf
sector. Thus, this income, which was previously earned from the business
sector, returns to its point of origination.

Tn this circular flow of money, two distinet sireams of money pay-

ments can be identified; one where money is paid to the different resource

o
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owners by the business sector, and the other where the persons spend this
money on their consumption goods. Any policy measure which shows its

concern for resource owners in an economy can be termed as the one justified

on efficiency criterion. On the other hand, if the sole concern of the
program rests on the persons as consumers, its Jjustification has to be on
welfare criterion.

Theoretically, different policies initiated in +the past can be

Justified on either one or the other of these criteria, but in practice

such Justification is not so simple. For agricultural policies in

particular, a good deal of overlapping is encountered with respect +to the

@]

riterion on which they can be vindicated. It has mainly happened, as
o 22 . . P s s s . o
Schultz™~ pointed out, because of the belief that the increase in efficiency
is correlated with that of welfare. Similarly, the income comparisons
have also been colored by such a blend of these two criteria that, at
times, it is very difficult to detect the policy criterion which +the
b4 o Exy
comparison suggests. Mogst of the time a comparison is made with a certain

criterion in view, but its conclusions imply an overlapping concern.
9 £

In a study of the comparison of incomes and policy for the income

equality for the farm and non-farm sectors, major emphasis should be laid
' v 9 1

on the differences in the nature of the two sectors. To the extent that

monopoly control methods are successful in non-farm sectors, egqualization

43n

of returns may be a questioneble base for the public policy in the first

instance and, secondly, in the real world it may be difficult to attain,

To W. Schultg, Production and Welfare of Aegriculiture, op. cit. p.ll.
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Even the nature of the income changes in the two sectors has been described

as being different. In agriculture a decline in money income is brought

about almost completely by a decline in the prices, whereas in manufacturing

much of the decline in money incomes is brought sbout by a decline in

Z

N . . . Iy J
employment and output, while prices stay up or decline to a s degree. ~
The unfavorable position of farmers in the face of cyclical changes, both

upward and downward, is attributable largely to the fact that they have very

‘

1ittle ability to adjust outvut to shifts in demand, and very litt

- . 24 .
bargaining power in the market. The farmers are exploited on one hand by

the market from which they buy their resource requirements and, on the
other hand, by the market where their produce is sold. To what extent are

these unfavorable terms of trade responsible for the disadvantageous

situation of the agricultural industry? Heady has argued that,

"if 211 other industries were put under the same degree of

empirical scrutiny as has been done for agriculture, equal

or large maladjustments would be found stemming frow imperfect

merkets, monopolistic competition, labor organizatlons

industrial concentration, tariff concession, lack of knowledge
for people in cne way of life when they would be more produc—

tive in others, etc.."2D

jal
o
I

23}{c B. Boulding, Does Absence of Monopoly Power in Agriculture
Influence the qtabilit* end Levels of Farm Incomes? Policy for
Commercial Asriculture, U. S. Congress Joint Econdmic Committee, 85th
Congress, I session, 1957, pp. 42«-909

24 - o )

D. Lo MacFarlans, The Position of the Farm Industry in Pe
Inflation. Mimeo (Montreal: MacDonald College, MeGill University

5.0

ad
American *@rlcul

rg

(,’)
Q
[

eri
ady, Feasible Criteria and Program. Problem and Policies
ture. op. ¢ite., p. 207

o
L
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Given these theoretical impediments in the path of the comparison

of farm and non-farm incomes, one can easily anticipate the major problem

=

area of this study: How should a comparison be planned so that it will

provide a valid base for public policy decisions? It requires answers to
guestions such as: Is one single comparison enoﬁgh to furnish the necessary
evidence for the initiation of a particular income policy? What should
the concepts of the farm and non-farm sectors be in a study like this? How
should the income of the persons be measured Tor the farm and non—farﬁ
sectors so a tendency of equivalency between them may be retained? In the
empirical setting of comparison of incomes, it must also be recognized that
published statistics of incomes accruing to the agricultural sector tend
to under-estimate the total income received by the sector's labor force026
Comperison of income can be made at the macro level and at the micro
level. At the macro level the interest is meinly in comparing the
average income of a ceriain group of individuals with those in other
occupations; whereas, at the micro level, the income of a particular

~

person is compared with that of smnother individual under an eguivalent

situation. Aggregate analysis, per se, bas certain limitationsz, e.g..,

o

many propostions which are claimed to be true for individuals or small

-

or the aggregate. Turthermore, aggregates

o

groups, turn out to be false

may be regarded as consisting of homogeneous units, without even doubting

s . 27
their internal compositions and structure.

If the individual units are not

¥o Bo Boulding, Bconomic Analysis, Rev. Edition, (London: Hamish
ton, 1955) D. 238
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airly homogeneous in their structure, the macro-level apvroach might not

lead to any practical solutions. In Canada, where regional cheracteris

riculture are so diverse, and where at the political level, so much

o

of a

fey

gl
emphasis is placed on the regional agricultural policies, an analysis of
he agriculturel industry will hardly serve the purpose of providing a

base Ffor sound agricultural policieg. Although micro-level comparisons

will suggest better guide-lines for the resource adjustment of an

individual, they require a great deal of empirical work. IEven when it

has been recognized that the micro-level approach is better than the
macro-level approach, the load of work involved hasg been one of the
major factors responsible for the uvnpopulerity of its use. Such compar—
isons can be of manageable size if the number of cases to be studied is
fairly swmall, but, when the number of such cases incresses, more and more
reliance has to be placed upon the macro-level, aggregate income comparisons.
In & study of income comparisons, some decision on the optimum level of
aggregation of the data has to be undertaken. The choice of the cptimum
would be governed mainly, on one hand, by the amount of empirical work
involved and, on the other hand, by a desire 1o develop a suitable guide

for public policies,

When a comparison is made for vpolicies related to welfare, t

possess obvious limitations. PFurthermore, it ig very difficult to measure

equivalence of the standards of living on and off farms, and there is sonme

question whether average farm and non-farm standards of living would be



17

o
¢

expected to be eguivalent when both groups are so different and diverse.
Clash income, in many instances, and particularly in the case of farmers,
would only be a partial indicator of the farmer's well being; the value of

non-monetary items snould also be taken into account. Farmers consume farm—

e

grown products; occupy & farm dwelling which is charged to the farm business.

A city worker, on the other hand, may have to drive long distances to reacn
his place of employment, his occup tion may require more exwensive clothes,

or he may receive some fringe benefi
evaluated correctly, the problem of evalua the intangible items
sssociated with the different occupations still remains. This will range
from freedom of work and the independence of farming, to such things as
nearness to recrestion and medical centers associated with urban employment.
At the micro-level, the measurement of all these items may not raise any

te

er to es correctly the share of these

p,

insvrmountable problem. In oxd bima

Fal

velues in terms of welfare at the macro-level, many difficulties will have
to be overcome,
In a developing economy, the agricultural industry is confronted with

very oeculiar problems related to incomes; e.g. the paradox involved with

the existence of uneconomic holdings and agricultural product suvrpluses.
The problem of farm and aon—Ffarm incomes, on one hand, is accentuated by
the existence of many marginal and sub-marginal I farms in Canada; whereas

any drive to increase incomes through greater production efficiency, causes

g problem of surplus and lower prices. Gilson felt that:

28

¢, Shepherd, R.H. Beneke, and W. A. Fuller, Alternste Parity
Formulas for AgrlchlturV9 Policy for Commercial Agriculture, 0D. cite

ppo 526"‘5)
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"iany of the farm families in Canadian Agriculbure neither
share fully in the economic and social progress of the
nation, nor contrivute their pagt to the-efficient production
of the agricultural industryo”ZJ

The existence of such sub-marginal units in agriculture drags the average

ircome of the group down. Hany of these farms rate falrly low in incomes

relative to other persons in similar occupations. It is especially true

for the basic unit of ferming in Canada--the family farm. According to

Gilson, the family farm does not appear to rate favorably when one

o2}

tatue of workers in agriculture with those in

e

comperes the income

L

similar occupations.

Wnen farm incomes are compared with non-farm incomes, it might
turn out that farmers are at a disadventageous position; even when

incomes are adjusted for non-monetary benefits. It is interesting to

note, however, that, despite these low incomes, an average farmer

manages to accumulate a substential amount of capital assets. Thus, in
the farm sector, one faces the situation where an individual has a
relatively low income but a large expected amount of accumulated capital;

whereas, in the non-farm sector, the situation is that of having a high

o}

current income, with very little, if any, amou t of accumulated capital.

How should these two sets of incomes be made comparable? I an

is current income ig low, is expecting to

individual, even though

accumulate a larger amount of capital on his farm as his retirement fund,
29 ri 1S - BT ey A > L, T o A .0 T P
J. Co Gilson, Nature and Implications of Sub-marginal Farms,
Asriculturel Institute Review, Vol. 13, Noo 2. March~ipril, 1958,
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income meximizztion no longer remaing his primery objective, and, under

these circumsitonces, simple income comparisons may be fallaclous. & farmer

= i 0

tle, if any, emphasis on the incomes in

171 TNLS case may

The net worth of the individval farm operator

: 51

O S e ey e TR P e
of adjustments he may PUrsue.

Thus, the whole field of income comparisons, ag one can eagily

envisage, is replele with problems. The nalture of these provlems ranges
from being theoretical on one side to methodological and empirical on the

other. The field is not purely economic in nature; it involves, as well,

sociological and psychological attitudes of individuals,

1 a

The problematic situation, as described sbove, indicates the
following areas where emplricel research should be undertaken:

the existing disparity in the incomes of farm people

2. What ig the nalture of th
/1> Is the income dis Rox srent magnitude when
comparisons are made £ a 2 S licy crite“ a?

\ii) Hos the status of
digparity?
(iii) What is the regional pattern of income disparity?

%. What is the nature of the farm income problem in Canada? Is the
main problem of the farm incomes that of being lower Than those
in the non«farm sector; or could the digparity of incomes within
agriculture be regarded as even more severe than the inter-
Oﬂcupdtloﬂal income disparity?

4, What are the main factors responsible for the disadvantageous
position of agriculture, if positive evidence to objective

D

21 ,
“"L. J. Connor, et. al., Farn and Hon-Farm Incomes of Farm Pamilies

Lo
in Western Oklshoma, Oklshoms State University Bull, Ho. B ~552, March, 1960,

Do 175
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number 1 is obtained? To what extent are the unfavourable terms
of trade for agriculbure responsible for this situation? How
far can present capital investment explain the income disparity
within agriculture?

5. What other economic and non-economic factors are attached 7" ..
with the incomes in the two sectors? Is there any evidence
that farmers, because of their non—economic benefits, feel
themselves to be at an equal level to non-farm people?

6. What has to be the major policy base for the agricultural income
policies in Canada? Is a state of income equality for farm and
non~farm sectors desirable?

Research on income comparisoné can, therefore, be very helpful for
public policy formulation. It can be used to devise the most suitable
measure to be adopted in order to attain an efficient pattern of resource
use in the economy, and, thereby, to increase the levels of incomes of
the persons on farms. It can also tell the nature of adjustments needed in
the economy in order to bring about this efficient pattern of resource use.

One of the central aims of such a study would be to devise the best
nethodology for comparing the farm and non-farm incomes. How should & giv—
en get of incomes I the farm and non-famm sectors be made comparable for
proper policy formulation. A thorough investigation of non-economic factors
associlated with the economic ones, is vital.

The present study pertains to Canada and the provinces (excluding
Newfoundland) for the period 1926-61. The selection of the period was
governed mainly by the availability of statistical data. Though all the
information needed for the study was not available for this period, many

important series have been collected during this time. The study has been

confined to the macro level. Most of the micro level relationship have been




21

indicated at pertinent places. While most of the discussion in this study
centres around the monetary and economic factors in comparing the two
sectors, the intangible factors associated with incomes have also been

recognized in many parts of the investigation.



CHAPTER ITT

REVIEW OF THE LITERATURE

The wide-spread interest of economists in agriculture's disadvan-—
tageous positionl may be noted in the great number of studies which have
been conducted on the issue of farm and non-farm income comperisons. 4

review of such studies, particularly with respect to the methodology used

to estimate farmers' relative incomes, is very helpful in developing a
refined technique of comparison between these incomes. With this objective
in view, an attempt has been made in this chapter to critically evaluate
these studies.
I. REVIEW OF THE METHODOLOGY

One of the pioneering studies in the field of income comparisons was
made by Bellerby.2 This study was a follow-up of the research conducted by
E.M. Ojala, namely, "Should the size of the world agriculture be increased°"3
Bellerby in his study concentrated on a related issue, what income ratio
between agriculture and industry will favour the attainment of the optimum
size of agriculture in an economy? He developed this topic by first
measuring the existing ratio of fhe two incomes. His measure of income
disparity was based on a farm and non-farm incentive income ratio. Farm

incentive incomes, in this study, were estimated by deducting aggregate wages,

1'I‘his interest was indicated in Chapter II of this manuscript.

2J° R. Bellerby, Agriculture and Industry Relative Incomes, op. cit.

3Ibid, Do Lo
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imputed interest on the value of equipment and livestock, and imputed net
rent on land and farm dwelling from the total net income of the farm sector.
This estimale also included an adjustment for the retail valuation of farm
incomes in kindo4 Non-farm incentive incomes, on the other gide, were
derived by adding together the wages and salaries, and incomes of entre—
rreneurs. The total incentive income in a sector was divided by the adjusted
number of workers. The adjustment was made for the number of young and
woman workers, by assuming a youth to earn 0.75 and a woman to earn 0.66
as much as a man.

For the period 1926-45, Bellerby found that, on an average, farm
incomeé were about 44 percent of the non-farm incomes. (TABIE I) The
average farm income during this period was $580 per man-year as compared

TABLE I

FARM AND NON-FARM INCENTIVE INCOME RATIOS,
CANADA, 1926-45

Farm Income Non-Farm

Period per man-— income per Ratio ﬁ%_
year man~year
Dollars A Percent
1926-30 613 1,249 49
1931-35 164 835 20
19%36-40 452 1,018 44
1941~45 1,090 1,676 64
Average ’ 580 1,192 44

Source: Derived from the data supplied in J.R. Bellerby, op. cit., p. 98

4
‘It is the adjustment made in the value of farm prerquisites as they,

because of being valued at the farm prices, impart an underestimating bias to
the farm incomes.,
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er man year in the non-farm sector. The ratio, with the exception
2 4

a slight drop during early dspression years, increased during this

period; the highest was attained during 1940-45,

of incentive income has been recognized as a valid onse
by many economists. However, in the field of income comparisons, it

needs some modifications in order to preserve its validity for public

lie]

omes has to be used in a policy

F
(e}
th
)
i
Q

policy formulation. If a concep

formulation, a prereguisite is that it should sugg est & certain policy

oriteriono5 The concept of incentive incomes, when examined on this basis,

XL

did not suggest a clean—cut policy criterion. It cannot be used for the

e

ssource use because it included supplementery payments

.
. . ~ . O

and adjustments in the valuve of farm incomes 1n kind. At the same times

Because of f~Farn earnings have been excluded from this estimate, it cannot

be nsed for comparing income of the two sectors for welfare purposes.
Turthermore, the non-farm incentive incomes had an upward bias to the
ne incorporsted

extent that they included the share of capital in

business income. The method of adjusting the labor force in the ftwo
sectors was alsc very crudee
.

. T s - Lok
Colin Clark' estimated the relative income per worker by dividing

he whole economy into six major industrial sectors, and obtained the

ot

regults as oresented in Table IT.

2T+ was mentioned in Chapter IT that income comparison can
suggest twe policy critverias Tfficiency of resource use and wellare
of peoples

~

O’ L 5 Eal - ..L -

Supplementary payments are transier paymentis and have no
relation with the value of product added by the indust;yg

-3

Colin Clark, Conditions of Bconomic Progress, (Londomz
v Company, 1940) p. 522.
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TABLE 1T

RELATIVE INCOME PER WORKER IN 1952, CANADA, BY INDUSTRIES

Industry % of total % of total Relative inyome
net incoms labor force per worker

Agriculture 16.2 1867 0.87
Mining 4.0 2.0 2.00
Construction 5.7 6.6 0.87
Transportation and

Communication 1C.6 T8 1.%6
Venufacturing 30:3 27.4 1.10
Commerce and finaunce 14.2 16,5 0.86

Source: Colin Clark, op. cit. p. 522.

a/ . . . P
—/Tne relative income per worker nas been calculated by dividing
the percentage of total net income by the percentage of the total labor
force in an indusiry.

In the study no direct attempt was made to compare the income
disparity, but, on the basis of the data in this teble, agricultural
versus manufacturing industries' relative income per worker was calculated,
which was 0.79 in 1952, MNoreover, the method used in calculating the
relative income was very crude, and, in fact, does not provide a relisble
base for the policy formulation.

a3 , . - . .

Anderson- compared the net product per unit of labor in agricule—

tural and non-sgricultural sectors, Productivity was defined in his

study es:

=

e - .. - . . .

W.J. Anderson, "Productivity of Labor in Canadian Agriculture”,
c

g, Vol., 21, 1955, p

o

Po

b
Nenadian Journal of Zconomics and Political Scien
226--234,

e




"The value of the incrementsal product resulting from the
addition of one unit of labor to a fixed guantity of other
factors, given the demand to a product, the inherent ability
of the workers and the nature of production function,”d

h:)

uring 1942-53%, he found that the productivity of agricultural

labor was almost one half that of the non-agricultural labor. (Table III)

PRODUCTIVITY PER UNIT OF LABOR, —-AGRICULTURAL
TND

[DUSTRIES IN Ci

Net Product per Unit

of labor in Ratio AG.
Period Agric. Non-Agric. N, AG.
Dollars Per Cent
1942~45 858 1869 46
1946-50 1119 2323 a7
1951-5% 1761 %0%2 ' 58
average 1192 2349 51

Source: W. J. Anderson, op. cit. p. 235

The productivity of lebor was calculated as follows:

The D. B. S. series of net farm income of farm operators was

adjusted by (1) deducting 5 per cent of the value of land and
A oo e / A

other capitals (2 ] id by farmers, (b) rent

pa

X

43
vL

and interest paid by farmers, si: ne conurwbublom of land
and other capital has been allowed for in ( L3 and () adjust%ng
for changes in inventories held by the Canadian Wheat Board.~

To obtain the size of the labor force in agriculture, Anderscon
divided the total weekly hours worked in agriculture by the average hours

in the work week of the non—agricultural labor force, which resulted in

a figure which was 1.15 times as large as that of the Dominion Bureau of

Ibid. p. 228

Wi

Thid. pe 230




Statistics.

The non-agricultural labor product was estimated by adding together
the wages, salaries, and supplementary labor income, and the net income
of non-farm unincoriorated business. Twenty-five per cent of the net
income of the non~farm unincorporated business was deducted as the share
of +the capital., This figure was divided by the adjusted size of non-
agricultural labor, to arrive at the net product per unit of labor.

The concept of income and it
study to measure the productivity o
the technique adopted to measure the

by an amount equal to the depreciation on rented buildings, the repair:

s computation, as used in Anderson's
f labor, is questionable. First,

farm labor product over-estimated it

om

11

£ buildings undertaken by the landlord, and taxes paid by the landlord.
the net farm income of farm operators included supplementary
payments, which have no relation with the productivity of the labor force;
which has atitached an udward bias to the estimate of the agricultural
labor product,

The estimate of the non-agricultural labor product was also biased
because; in this case, the apportionment of total income of unincorpor—
oted business to labor and capital shares was done simply by deducting 25
per cent of this income as the use for capital, with the rest sttributed
to labor. Although this ratio can be justified on a theoretical basis,

1L . — . N .

While calculating the net income, deprsc
owned buildings only is taken into account, apart
zctual rent paid is edded back to net incomes for
to the over—estimation of labor procuct. However,
it is slmost impossible to adjust for this upwerd
size of this bias will not be very large, and can be dis
12, - ! P o aryt
See footnote © of this cnaptier.
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Canadian sconomy. Some aggregstion was also made in the conversion o

tios were based on

IS

=N

he dats o

=

the labor force to equivelent units. The ra

manufacturing ind ieg, and were used to convert the labor force in

the whole non~ag In the case of the agricultural labor
size as well, some degree of over-estimation was present. The procedure
timate These lebor units was on the basis of hours of work per
week of an agricultural laborer. It has been indicated by Johnsoal) that,
in Canade, off-farm incomes of farm operators was 50 per cent of the to
net income from farming. This implies that a "Man Year” based on the
hours of work is not a correct measure of labor units, as a good deal of
time is spent off the farm. Thus, Anderson's figures as a basis of
comparing farm and non~farm lsbor productivity, are unsatisfactorys

The Royel Commission on Agriculture and Rural Life, comparad the

farm end non-farm per capita income in constant (1935~59) iollars, for

the period 1926-54, and obteined the results presented in Teble IV.

13.. - ; o " .
3U° Gtale Johnson, Income and Resource Effects of Camadian and

United States Farm Policies; 4 Comparison. (Chicagog University
Chicago, Office of Agri. Economics Reseaﬁch) D. 25,

14 .. . . - - .,
"Royal Commission of Agriculture and Rural ILife, Report No. 13,
Farm Income, Govermment of Saskatchewan, (ue gina: Queen's Printers,

1957) p. 27.
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AVERAGE ANNUAL PER -
CAPITA INCOME IN Ratio %ﬁ
Period Farm Non-Farm o
Dollars Per cent
1926-28 199 178 42
1929-41 104 455 23
1942-53 %22 753 43
1954 220 748 2]
average 263 591 35

Source: Royal Commission of Agriculture and Rural
Life, Saskatchewan, op. cit. p. 27

The Commission compared the incomes by grouping the years of

farm people in depression year

during prosperity. However,

was consgiderable even during
was not possible, because no explicit mention was made about the tech-
niques adopted. However, it seems that the fechnique used for comparing

these farm and non-farm incomes by the Commission was not perfect.

h

his study the incomes of farm people

K

L - <
in the two sectors,

workers; thus income concepts for

v and depression separately. On this basis it was concluded that
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Drummond and Mackenzie 15 compared the net income and off-farm
income per non-paid farm worker, and labor income per non-farm worker,
for the period 1935-55, and found that the farm workers' income was
73 per cent of the non-farm incomes during this period. During the
years 1951-55, it wes revealed that farm workers' income was almost
at a par with its counterpart. (Table V).

TABLE V

NET FARM INCOME AND OFF=-FARM INCOME PER NON-PAID FARM WORKER
AND LABOR INCOME PBR NON-FARM WORKER IN CANADA TN CONSTANT (1949)
DOLLARS, 1935-55

il

Per worker Income at ; N

Period farm non-farm fat10 g

Dollars Per cent
1935 606 1685 36
1936-40 78l 1826 I3
1941-U5 1758 2092 8L
19h6~50 2006 2213 9L
1951-55 2477 21,98 09
average 1595 219k 73

Source: Drummond and Mackenzie, Op. Cit. p. 302

For the farm sector, the concept of income included the return
for (1) non-contractual labor, i.e., non-paid labor of the operator
and other workers, (2) management, (3) use of capital, and (L) off-farm
work of the farm operator and his labor force. In the non-farm sector,

on the other hand, the lebor income only included the labor income.

15 . .. s . .
Sw, 1. Drummond and W. Mackenzie, Progress and Prospects of
Canadien Agriculture, op.cit. pp. 3L0-3L3.
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Like the other methods, this bechnigue is not ideal in all respects.
Tts moin limitetion lies in the fact that it does not measure the ecguiva-
lent incomes for the two sectors., For the farm sector, the laber income

EaNy

rrom

cannot be regarded equivalent to that of labor management, and capital.
Secondly, the size of the labor force in the two sectors was not made
fully comparaeble due Lo the fact that the differences in the age structure

and the proportion of female workers in the to
sectors were not adjusted.
16
Mackenzie in 1961, again computed the
worker, 0%

tal labor Fforce of the two

ratio of laber income per
the period of 1926-58, as

Ghecm@ﬁaﬁ@nofa@ﬁmﬂhmﬁ_ummsgMzﬁﬁscmw,wms&meby

to the resligzed net income of farm, wages of hired labor, net
rent paid, and interest on capital., The allowance for capital invested
was made at 5 per cent and 2.5 per cent and, to this figure, a figure vas
added to bring up the farm value of perquisites, o retail prices. The
non—agricultural labor income ineluded only the wages and salaries of

workers; the income of unincorporated business was excluded because it
was not possible to meke a caleulation of +thet part of their income which
is to return to capital.
16, . - . e v a \ A
W, 1. Mackengie, "The Terms of Trade, Productivity, and Income
of Cansdian Agriculture™, Canadian Journal of Asricultural Economics,
25

Vol. IX, No. 1961, pp. 1-13%.
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R WORKER IN AGRICULITURE
ﬂ CANADA, 1926-58

. AG
Ratio 7
Period HAE
el L
Doliars per cent

1926 626 1230 51
1929-33 264 1167 23
193943 681 1416 48
194448 1214 1874
1949-53 1742 2621
1954-58 1499 3375

gy O
(SR

N
S

Source: W, Mackenzie, op. cit. p. 10

_/ The figure for the agricultural lsbor income were coO omputed by
allowlnb 2 rates of capital interest. The figures shown over here are the
ones which were obtained by Geducﬁ*ng 5% on the capitel invested in

*;cultur@a

The concept of income for the farm sector as used in this study was

"

almost analogous to that developed by Bellerby. But for the non-farm

sector the method deviated from his approach. This technique like the

other ones suffers from a few weaknesses. For exemple, the profit

o

class was excluded only from the non-farm sector and not from both farm and

-

S non—farm sectors. It implies that the labor incomes in the two sectors no




two sectors,

time workers may completely distort the
17 - .
Rourke™ in 1963 while assessing

tors, computed a comparable

Inclusion of part-time workers in the farm

4]
)
@]
=
O
H
W
[4]

income differential,

the relationship between farm and

the two sectors. The results obtained almost supported the conclusion of
low agricultural incomes. (Table VII).
TABLE VII
INCOME PER NON- %GRTCUL”U?AL JORKER AND INCOME PER
AGRICULTURAL WORKER FROM FARMING SOURCES IN CANADA, 1947-61
Income from Income per
farm sources member of non~agri, A
. o . . AG
per member of labor force in Ratio e
Period agri. lab, 1949 dollars. s
force in 1949
dollarse.
per cent
1947-50 1384 2802 49
195155 1629 3093 53
1956-60 1518 3474 4%
1961 1238 3579 35
Average 1500 3175 47
Source: B. E. Rourke, op. cite
The real perscnal income per member of the farm and non-farm

sectoral labor force was derived by

17, -

Dodlie

"Rela

dividing the total personal income

~
3

tionship between the Agricultural and non—

Rourkse,
a~fzcuLuural sectors of the Canadian

neonomy

,H

Unpublished # thesis,

N\ b

Universit

(RSN

PR
of Toronto, Ontario Agriculitural uollbgeg Guelph, 19673,

=
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of the sector by its labor force and the index of living cost. The

B 3

concept of income, in the two sectors, was not sitrictly comparable in

is study. For the agricultural sector, i

farmers from non~farm sources, while for the non-farm sector it included
the incomes which were not earned by its labor

ments, investment incomes, other transfer paymen

On the bagis of this evaluation of the existing studies it can

easily be noted that these methods of income comparisons differ widely,
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At the same time, it may also be note
the criterion of wvalidity. Thus, in order to developr a valid

comparison of farm and non~farm incomes, these approaches should be

above mentioned studies reveals that none of the
studies is a perfect study, narticularly with respect to the methodology

adopted to compare farm and non-farm incomes. The following points can

be listed which need further improvement in order to achieve a valid
comparison of the incomes:
1. The concept of the income measurement in the twoe sectors has not
bheen fully comparable and at times does not specify the purpose
underlying the income comparison.

suming population has

2. The labor force size of the cons g POT
not been treated on equivalent terms Tor the two sectors and in
any it is not in full agreement with the concept of

%, The relative differences in the earning capacities of women
workers in some studiss were not adjusted for the two sectors’
lsbor force. Rven when in some cases the adjustment was made,
the method was not very satisfactory.




4, Wost of the comparisons have been made by treating Canedian
agriculture as homogeneous entity, and no mention was mede of
the regional differences within agriculture.

()
o

M o 1 C
farn sources. At the seme Time, no adjustment in the size of
sgriculiural labor force, with respect to time spent off-fearm,

6, Non-monetary i
i

been ignored

7. In most of these studies certain considerations which nay
partially justify the existence of a large gap between farm and
non-farm incomes have not been recognized. A list of such
congideration may include factors like the difference in the cost
of living, accumulation of capital on Tarms, and S0 on.

Thus teo coreclude,

neasure the real disvarity between farm and non—Tarm

s dialy k J

ations must be taken into account before a valid comp

Tn +the following chapters, a discussion of theoretical
siderations involved in comparing the ferm inceme and

- 4t A
be prosenteds




CHAPTER IV
THECRETICAL CONSIDERATICNS

The conventional theory of distributionl is concerned with the
distribution of total output, produced by a given set of resources
during a specified period of time, among different input factors en-
gaged in its production. The share received by various resources
constitutes the income of persons in the economyo2 Depending upon the
distribution mechanism in different sectors of the economy, various
levels of income will be generated for different types of resource
owners., In order to develop a valid comparison of incomes, a study of
the distributing mechanism in various sectors of the economy is basic,
because it will facilitate the selection of a suitable base for
comparisons. This chapter deals with the theories and postulates
concerning the determination of income and its distribution in an
economic system.

I. THEORY OF INCOME DISTRIBUTION
The theory of income distribution is in a highly unsatisfactory

. 3 . . . .
and controversial state.” Various theories concerning income

lThe term conventional has been used to denote the theories of
distribution, as developed by the Classical economists such as Ricardo,
Adam Smith, Marx, Marshall, etc,

2It implies that each of these resources is owned by persons and
the payments made by the business sector to the input factors are
received by their owners.

3

T. Scitovsky, A Survey of Some Theories of Income Distribution.,
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distribution cover one or the other of the following subject areas:
(1) The levels and changes in the level of incomes earned in present
occupations, (2) Changes in the distribution of personal income by
size, (3) Punctional distribution of income among the owners of
different factors of production, and, (L) The relative size and
changes in the relative size of the various components of the official
perscnal income accounts,,Z+ A majority of the theories in the field
have dealt with the functional distribution of income, and very little
theorizing has been made on the other three areas.

The functional distribution of income is involved primarily with
the allocation of resources, and can almost be regarded as a general
equilibrium problem., General equilibrium theory seeks to account for
the prices of input factors. Since the theory of distribution deals
implicitly with the determination of prices of input factors, it be-
comes an integral part of the general equilibrium problem,

In the traditional theory, three productive services have been
recognized: land, lsbor, and capital, The term labor - usually refers
to people involved in production. The term 'land', as a factor or
production is used to denote natural resources as a group. Similarly,
the term ‘'capital', specifies the group of capital goods, representing
a specilal class of commodities, produced for use in the production of

further commodities or services., Capital has not usually been accepted

Studies in Income and Wealth. Vol. 27, Report of the National Bureau
of Eonomic Research, Inc.,, (Princeton: University Press, 1964, )
D. 15,

AIbid, p. 15,
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as a separate factor; it is classed with other commodities as the output
or embodiment of the basic resources- land, and labor; therefore, its

5 The

status as an additional factor of production has not been claimed.
distributive shares received by these factors are: Wages to labor, rent
for land, and interest for capital. Interest as return on capital is
only recognized in the long run; in the short run capital has been regard-
ed as earning ‘q_uasi--rents'o6 In addition to rent, wages, and interest,
under short-run conditions, one also encounters a distributive share-
profit, which goes to the factor 'enterprise!. This share is usuvally a
sum left with the entrepreneurs, after paying for the costs of labor,
land, and capital. Under general equilibrium conditions, profit should
represent mainly a return to artificial or non-competitive restriction of
output, as no 'productive! function is rendered in return for it.

The discussion in this chapter has not been presented in this
traditional way; the topic is discussed in a general manner, So simple a
breakdown has long been out of fashion; each of these categories includes

7

within it such a great variety of heterogeneous elements,’ that the tradi~

tional classification of factors of production is no longer applicable,

5J. S. Bain, Pricing, Distribution and employment-~Economics of an
Enterprise System, (New York: Henry, Holt, and Company, 1949.) p. 271.

6The concept of 'quasi-rent! was developed by Marshall, For
discussion see, A, Marshall, Principles of Economics, (New York: The
Macmillan Company, VIIT edition, 1963,) p. 341.

7§‘ Jo Baumol, Bconomic Theory and Operational Analysis,
(Englewood Cliffs: Prentice Hall Inc., 1961,) p. 276.
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In an economic system, the monetary payments follow a path of
circular flowk8 The main feature in such a system is that the aggregate
total cost of producing the output, which is the aggregate money pay-
ments to the resource owners (it can also be referred to as aggregate
supply price), is closely interdependent on the aggregate demand price,
The latter is the aggregate receipts of all the enterprises obtained as
money payments for the sale of their outputs. In actual functioning of
such a system the demand and supply price may not be equal, as hoarding
of money, changes in the value of stock and liabilities, and differences
in the inventories, etc, will account for a part of this difference., A
study of the determination of supply and demand prices is of prime import—
ance from the point of view of analyzing the incomes in different occupa~
tions. Any such study should obviously start with the circular flow of
money, The following discussion studies the factor share determination
under perfect and imperfect competitions., On the basis of the distribu-—
tive system under these two competitions, an analysis will also be made
with respect to its implications for income comparisons,

Factor Share Determination under Perfect Competition: The best place to

start in the circular flow of money, is the entrepreneur, One may think
of an entrepreneur, at the beginning of a production planning period, as

having certain fixed factors of production and access to a perfectly

8 . . . .
The circular flow of income has been discussed in chapter II
of this manuscript.
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competitive market” in which he can procure other variable factors needed
for a particular production, The demand for a factor of production under
such conditions is a derived demand; derived on the basis of the demand
for the product produced. The demand for the product is governed mainly
by the level of market pricesolo By assuming, for the sake of brevity,
that firm hires only one factor of production (Xl), its profit function
can be formulated. Given the technical conditions of the firmll and the
market prices for products and factors, the profit function of the firm
will be:s

=Py Y- (PXl‘oXl-’rF) cesss(l)

where ] is the profit of the firm, and F is the fixed cost.,

In order to maximize the profit two conditions must be fulfilled:

(1) am™ =0, and (2) d2’1T2 < 0.
Xm d Kl
?7
From the first condition, it can be deduced that PY = “1 or,
MP?Xl
MR, = MGy ceoesesa(2)
“1 1

which means that the absolute quantities of the factors employ-

ed by the firm depend upon the relation of the total money price of a

9"Perfect competition® has been described as being similar to pure
competition, except in the respect that it also includes perfect know-
ledge. The other necessary conditions for perfect competition are:
large no, of firms, freedom of entry and exit, and inability to affect
the prices by individual entrepreneurs.

lOThe other factors affecting the demand may be the income of the
consumer, price of the substitutes, taste, fashion, etc., But, moreover,
in the conventional theory, price has been accepted as the major factor
affecting the demand of a commoditys

11

The technical conditions of the firm can be expressed as:
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composite dose of factors, the money price of goods produced, and the
marginal productivity of the factors,.

When a shift from a single firm to an industry is made under
perfect competition, a new dimension - that of the interactions of the
competing firms for demand of the factors - is added to the problem,

In the short run, this competition, by limiting the hiring of factor
services, determines the contribution of individual firms to the total
output; whereas, in the long run, it is also responsible for the
absence of any profits for the entrepreneurs.

When the analysis 1s extended to consider the purchase of
factor services by a competing economy, the interaction of all the
buyers for all the factors must be taken into account, It leads to the
inclusion of 2 additional items in the analysis; first the supplies of
the various factors cannot be regarded as perfectly elastic to the econ-
omy as a whole, i,e., all the factors are scarce and relatively inelas-
tic in supply, and their prices are left to be determined; secondly, as
the payments received by these factors give rise to the demand for pro-
ducts, this relation must be made a part of the explanation of factor
pricing and employment.

Assuming that each factor is characterized by a perfectly inelas—

tic supply, it is easy to deduce that the money price of a factor would

Y =7 (Xl,/ Xz,,.,,xh,/’xh+l,o,sﬁx .) where, a decision has to be

taken about the level of X , factors ¥ ...X, are varlable but do not
enter into decision making process (by~assumption), and factors

Ayl

week are given at a fixed level,
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move in such a manner as to equalize the demand and supply of the factor,
consistent with a full employment level. This would be true of every
factor of production, The end result would be full employment in the
economy, along with the price-average cost equality for all the firms;
the equality of total money payments to factors; and the total flow of
sale receipts to the firms. Thus, the aggregate receipts of all the
enterprises are not independent of the aggregate money income payments
to the factors of production, Fach of them feeds the other in a perpet-—
ual circular flow through time, If aggregate money income demand for
goods continually exceeds the money income payments from which it is der-
ived, a stage of monetary expansion persists. It indicates the continued
upward adjustment of commodity prices, factor prices, and, to a limit,
that of output and employment. In such a situation, the attainment of
full employment, or at least no involuntary unemployment, is highly
probable., If, on the other hand, the aggregate money demand continually
falls short of money income payments to factors, a state of frictional
unemployment would tend to exist. As the entrepreneurs find a downwards
shift in the demand for their products, they individually tend to res-
trict their output, thus reduce the employment of the factors, If the
money factor prices are rigid, this downward shift may lead to a progress-—
ive accumulation of unemployment,

A good deal of theorizing on the determination of functional share
has been propounded during the last century. OUne of the earliest contri-
butions in this field was Ricardo's theory of wages, This theory asserts

that the wage rate always tends towards the subsistence level, because a
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higher wage will raise the birth rate and a lower one will raise the
death rate of workers, thereby increasing or diminishing the supply of
the labor, According to this theory, the supply of labor acts as a
major force in the adjustment of wages towards the subsistence level.
For the modern theories of wages, the beginning was made by Hicks, in
which he introduced the idea of induced technical change in an attempt
to account for the stability of factor share, The most satisfactory
explanation for the factor share stability is met in the articles of
Brown-Weber, and Kaldor,12 Brown and Weber explained the stability of
the share of capital in total income by a propensity of businessmen to
maintain, at least in the short run, a fixed proportional relationship
between prices and direct costs. Kaldor, in turn, gave the same argu-—
ments, worded a bit differently.

Factor share determination for individual firms can be explained
by the‘marginal productivity theory. According to this theory, the
demand of a firm for a specific factor is determined by the firm's prod-
uction function, the prices of the outputs it produced, and the prices
13 T

of the various factor services it uses or might use, he theory gives

satisfactory results only under the assumption of pure competition; which

lZE. H. Phelps Brown and B, Weber, Accumulation, Productivity and
Distribution in British Economy, 1870-1938, Economic Journal, Volume 63,
1953, N, Kaldor, A model of Economic Growth, Economic Journsl,
Volume 67, Dec., 1957.

13M° W. Reder, Alternate theories of Labor's share, edited by W,
Abramovitz, In the allocation of Economic Resources. Essays in the honor
of Bernard Francis Haley. (Stanford: Stanford University Press, 1959.)
p. 181,
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is an exceedingly convenient tool for simplifying the analysis; but
there is no reason to expect it to be fulfilled in the real world,

This group of theories also assumes the persistence of essentially
static conditions and has a notable effect of making possible a homo-
geneous theory of distribution, Furthermore, it tends either to dis—
miss the higgling of the market as a negligible disturbing element, not
capable of or worthy of receiving study; or to consider that it operates
within fairly narrow limits set by such strictly economic factors as

14

productivity. Some have even gone as far as to say that these theo-
ries are not an adequate basis for explaining the income determination
and distribution in an economic system; there is no close correlation
between the remuneration received by resource owners and the value of
marginal product or the marginal revenue product of the resources they
ownl5° However, marginal productivity theories offer certain criteria
for attaining an optimum pattern of resource use in an economy. The
optimum allocation of resources is reached when it is not possible, by
reshuffling the factors of production between different firms

(production units), to increase the output of any firm without diminish-

ing the output of any other firm,

lL”Ja M. Clark, Distribution. Readings in the theory of income
distribution., American Economic Association Series, (London: George
Allen and Unwin, Ltd., 1961.) pp. 58~71l.

15R, H, Leftwich, The Price System and Resource Allocation.
(New York: Rinehart and Winston, 1963.) p. 339
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The optimum in the Intra-industrial and/or inter-industrial
allocation of resources can be tested on the basls of the following three
conditions, The first condition deals with the optimum degree of special-
ization among firms and industries. It requires that the marginal rates
of transformation between any two products should be the same for any
two firms or industries that produce both. Mathematically the condition

can be stated as:

MPP, . MPP

(Al,o..,x )Yl (Xl,,ng,x ) T, vee(3)
MPP PP -

(Xi,,..,x ) Ygé 1 (Xl,o,e,x ) T, 5

The second condition deals with the optimum factor product
relationship among the firms, which requires that the marginal rate of
transformation between any factor and any product should be the same
between any two firms using the factor and producing the product, i.e,,

(aPpy v); = (PP ), ovoslls)

The last condition decides the optimum allocation of factors
among firms. It requires that the marginal technical rate of substitu~
tion between any pair of factors must be the same for any two firms
using both to produce the same product, or, mathematically,

MPP,

Aozz] -
WPy 1v | 1

Thus, in general, the rule for the optimum allocation of res-

PPy oy veea(5)

PPy 1v | 2

ources can be stated as- the factors should be allocated among all the
various lines of production in such a way that the value of their

marginal products are equal throughout the economy.
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Another set of theories explaining the income of the resource
ovners may be classified as Mark-Up Theories,16 These theories make
the distribution of the receipts of a firm, industry, group of industries;
or an entire economy, depend upon the relative prices of factors
services and products, but regard these prices as being independent of
relative quantities. According to these theories, the wage rate is
supposed to reflect union and employers' bargaining power rather than
the amount and significance of the excess demand for the labor.

The dearth of theories on the income earned in different occupa-
tions and sizes does not enable one to make any significant use of the
theory for income comparisons, and thus, a theory in these areas should
be formulated.

While extending the analysis to consider the purchase of factor -
services by a competitive economy, the second item to be included, was
to examine the effect of the payments received by factors on demand
for products, and indirectly on factor pricing. As the payments re-
ceived by factors become money incomes in the personal sector, money
incomes are mainly determined by the ovnership of resources and the price
received for their use. Most incomes are determined by the market
forces, and directly emerge as a consequence of the factor share deter—
mination. They are, of course, the wages and salaries, fees, commi~
ssions, rents, interests, and profits., Some incomes are also decided

upon and paid outside the realm of market forces; such as public

léM,'N, Reder, Alternate Theories, Op. cite.. Do 182,
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assistance, Assuming for simplicity purposes that all the incomes are
determined by the market prices, two questions need further analysiszs
The first one is how are the personal income distribution and the factor
share determination inter-related? The second question is, if market
prices are correct, can the resulting patbtern of income inequalities be
ethically justified?

In order to answer the first question, the analysis of consumer
behavior is necessary. The consumers assist in the distribution process
by transferring their income to entrepreneurs at various points in the
chain of supply through purchasing the products. The consumers, by
expressing their choice between different products, determine the flow
and pattern of the whole national product., Following any general rise
in the consumers' income, the new point of consumers' equilibrium shows
some changes — slight or great, in the demend for various products. In
the case of few products the increase in their budget outlay is more
than the increase in their incomes— indicating that the income elasticity
for these products is greater than one, and in the case of some, The
increase in outlay is proportionately lesss . This difference in the
consumers! behaviour for various products is, mainly, responsible for
the wide disparity in the incomes of persons engaged in various
industries,

The answer to the second question can only be devised in the
light of certain norms of income distribution. People visualize as an
ideal a kind of income distribution where everyone gets (1) an adequate

minimum of subsistence and above that living floor each gets (2) as
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much as he deserves according to his efforts and abilities, and his

17

contribution to the national production, Thus, only under strict con-

ditions of static equilibrium and perfect competition, it may be expect~-

ed that the resulting distribution would be ethically Justified. For
practical reasons, it is difficult to decide about the ethical evaluat-
ion of the resulting distribution, as personal value judgements and
other external factors are also responsible for the total welfare,

Lerner has suggesbed that if it is impossible on any division of income

to discover which of any two individuals has a higher marginal utility
of incomes, the probable value of total satisfaction is maximized by
dividing income evenly,l8 It is the usual theoretical support which has
been taken while arguing for the equal incomes for persons in various
industries,

Monopolistic Competition and Income Distribution:— From the discussion

of the functional and personal income distribution, it might appear that
for a whole economy pure competition would represent a relatively ideal
state of affairs. Under such condition the price system would function
automatically to effect satisfactory allocation of resources, distribution

of income, and efficiency of production, But at the same time, one should
2 &I 2

17

R, Schickle, Optimum Income Distribution as & goal of Public
Policy, American Journal of Economics and Sociology. April 1944,
ppe L53-L78,

1

“SA, P. Lerner, The Fconomics of Control, Principles of Welfare
Tconomics. (New Yorks The Macmillan Company, 194k4,) D. 29.
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also bear in mind that perfect competition is a theoretical ideal, and
its attainment in the economy, as a whole, may not be possible. There
are two main reasons for this lower probability of a perfectly competi-
tive economy., rirst, perfect competition requires a very large number
of firms, of fairly large size, in order to have the advantages of large
scale production. It is necessary, for the maintenance of any reason-

able approximation to perfect competition in an industry, that the

techniques of production should be such that every firm can grow large

enough to exploit all the advantages of mass production, but not large
(relative to tobal demand) that any firm will control a substential

share of the market. Clearly, fulfillment of this condition is very
difficult., The second reason for a "lower probability of perfect
competition in reality" is that it requires homogeneity of products,
whereas no two firms produce exactly identical products. The condition
of identical and undifferentiated products has been refuted by many
theoreticians, such as Chamberlin and Robinson. A general class of pro-
duct is differentiated if any significant basis exists for distinguishing

the goods (or services) of one seller from those of another.

Tn a few industrial sectors conditions do not approximate pure com-
petition at all. The competition in these industries is identified as
monopolistic competition. An industry or market is referred t0 as mono=-
polistic competition, if the actions of one or more buyers or sellers have

0
a perceptible influence on price@2 Product and input markets have usuvally

198, w, Chamberlin, The Theory of Monopolistic Compstition.
(Cambridee: Harvard University Press, 1960.) p. 56,

20

)

o]

J. M. Henderson and R. 2. Quandt, Micro-economic Theory.
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been classified according to the number of buyers and sellers which they
contain. A market with one seller is a monopoly, with two is a ducpoly,
and with a small number but greater than two is an oligopoly.

The relative efficiency and implications of monopolistic competi-
tion can be examined under three broad heads: its effect on (i) resource
allocation, (ii) ‘total welfare of the economy, and (iii) ‘imcome
distribution.

(i) Resource Allocation Under Monopolistic Competition:~ For the sake

of simplifying the analysis, assume that the industry is that of monopoly-
a market with a single seller. The demand curve for the industry is
identical to that faced by the monopolist. It differs with that of an

21 First under pure com-

industry under pure competition in 3 respects:
petition it is impossible to treat various buyers differently, whereas
onder monopolistic competition this may be possible; secondly, account
must be taken of the possible entry of rivals into the monopolized
industry; and, thirdly, under monopoly it may become profitable to alter
the demand curve. The main determinants of the demand curve under mono-
polistic competition are no more prices, incomes, and Cénsumers{ prefer-
ences only. According to Chamberlin®? the demand for the product of

such a firm is a function of 3 variables: (i) the nature of the product

itself, (ii) the price, and, (iii) the selling outlay. Advertising

(New York: WNMcGraw Hill Co. 1958,) p. 16lL.

2lg, J. Stiglar, The Theory of Price. (New York: The Macmillan
Company, 1959,) pp. 20L~205,

22g, 1, Charmberlin, Towards a more General Theory of Value.
(New York: Oxford University Press, L9L9,) p. LJ.
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becomes one of the powerful tools in the hands of the monopolist to
change the demand situation of his product. Some advertising improves
the allocation of goods by providing useful information to consumers,
put most of it has the effect of stressing partly or wholly imaginary
differences between goocds; and so persuades consumers to pay a higher
price for the differentiated product,

If the monopolistts selling price is Py, where PY is a function
of quantity, i.e., PY = vQ(Y), and his total cost can be represented as
U (%), then his profit function on selling the output will be

v, v - Y &) ceonsl6)
which is maximized when

PRCLENcONFSRTCO R Al e SRR ()
or, MR = NC.

Defining elasticity of demand ™) as,

R &P(Y vesss(8)
1 -

equation (7) can be rewritten as
W @), (1 _%) = ¢ @) verea(9)

The second condition for maximum profit
L S .
oyt @ o+ O -y )] (10)
should be negative, 1.e.,

¢  (R) o~ _d (1c) eanns(ll)
ay ay

ZBA° P, Lerner, 0D. cib. P» 43.

Pt LS e
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Thus, the monopolistic equilibrium is stable, so long as the
marginal revenue curve slopes downwards more steeply than the marginal
cost curve upwards.
Assuming for simplicity purposes, that the monopolist hires only
one resource, his equilibrium will be at a point where the marginal

revenue product of that unit of factor is equal to its price, 1.e.,

MRP, = P or, coesollR)
Xy X

MPP, . MRy _ p evo0e0(13)
1 Xy

As the monopolist firm faces a downward sloping demand curve, at each
point a tendency of resource exploitation exists because of the fact that
marginal revenue product of a factor is always less than or equal to its
value of marginal product, It can be demonstrated as follows:

From equation (12) and (13),

i} = PP, I
Ry PX-i » IRy

From equations (7) and (9),

®, = P [1— {J.J

whereas, '\TMPXi = ¥ ). MPPXi veooo(14)

which under perfect competition is equal to PY’ MPP_
1

If suppose, there is no tendency of resource exploitation under monop-—
olistic competition, then

MRP. = VMR or,

~
ANy

i i

2AFOZ’ further discussion on the stability of this equilibrium
see, J. R, Hicks, Annual survey of economic theory, The Theory of
Monopoly. Heonometrica, Vol. IIL, 1955,
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i g
or,

v (1), [‘1—;} = Y () veeee(16)
N
It is easy to deduce from the equation (16) that the identity
does not hold true, as 1o 141, and\];7ﬂ4 cesos(l7)
%

If equation (17) is correct, then one can conclude, that

KE&B{ < VMPX , and thus, a tendency of resource exploitation under
. .

monopoly exists. FExploitation in this sense does not mean that the mono-
polist pays units of the resource less than do competitive firms hiring
units of the same resource. Under monopoly it occurs because the mono-
polist, faced by the market price of the resource, stops short of the
employment level at which value of marginal product of the resource equals
priceg25 HMonopolistic competition, therefore, can interfere with the
optimum allocation of the factor as well as with the optimum division of
the resources among different products.

(ii) Total Welfare Under Monopolistic Competition:- Inequalities among

values of the marginal product of a resource in the industries of various
degrees of monopolistic competition is the indication that under these
conditions a maeximum net national product cannot be attained in the econ—
omy. The national product can be increased by transferring units of the
resource from lower value of marginal product uses to those where value

of marginal product is higher,

2%%. H. Leftwich, Ops. cite, D» 306.
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When a different or a similar degree of monopoly exists in
different industries, resource allocation is not such as to give maximum
satisfaction to the buyer8826 By restricting the output at a lower
level, the monopolist shifts and distorts the resource allocation for
the whole economy,., The last increments to real cost expended in the
more monopolistic industries result in goods worth more to buyers than
the outputs realized from similar final increments in the industries
under less monopoly. In this event, a greater satisfaction to buyers
would be yielded, if the production of the goods of the highly monopo-
lized industries could be increased, keeping or reducing that of less
monopolized industries,

(iii) Income Distribution Under Monopolistic Competition:- The impact

of monopolistic competition on the distribution of incomes in an economic
system can be evaluated by examining two items: First, the types of
income shares under monopolistic competition, and the second, their
distribution, Under monopoly along with the reciplents of rents, wages
and interest, even in the long run a fourth class of factor share reci~
pients is present. This class is that of the profit receivers, which is
the return on enterprise. Such profits are simply the earnings of arti-
ficial scarcity, imposed by a monopolist with the aid of some barriers

to competitive entry which protects him, Thus, high incomes are due to

(o)

superior money making abilities, but they also arise from monopoly

26Jn S. Bain, op. cit., p. 165,
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disequilibrium, luck, fraud, and, inheritence.

The overall effect of the monopoly on the income distribution is
to make it more unequal., As the recipients of the excess profits, i.e.,
the shareholders in monopoly companies and their executives, are relat-
ively few, and get higher incomes in terms of excess profits, the dis-
tribution of income tends to be more unequal,

Thus, the effects of monopolistic competition are almost opposite
to those of pure competition., The monopoly tends to distort the alloca-
tion of the resources in an economy through maintaining a state of
resource exploitation. It also tends to make the over all distribution
of incomes more unequal,

IT. IMPLICATIONS FOR FARM AND NON FARM INCOME COMPARISONS

In the actual economy, various markets have divergent structural
organizations., Some are monopoly, many are oligipolies, while monopol-
istic competition is fairly important, and there are a few markets
characterized by pure competition, In such a mixed situation, the
functionning of the price system is quite complicated. A mixed nature
of competition may also be an obstacle for achieving a valid cbmparison
of incomes because when incomes have been generated under different types
of competitive forces, direct comparisons are not of much validity, In
the comparison of farm and non-farm incomes, this problem 1s even more

acute, . The farming industry has ¥ery commonly been regarded as

27

D. W. Watson, Economic Policys Business and Government,
(Boston: Houghton Mifflin Co., 1960,) p. 608,
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approaching the norms of perfect competition,28 whereas, the non-farm
industries tend to exhibit the characteristics of &arious degrees of
competition. The resource allocation under such a mixed system does not
reach a state of optimum; bthe equilibrium points for the firms of farm

and non-farm industries satisfy the following inequality:

MVP MVP
K:iof < Xonf aoc<18>
P
L.f L.nf

where, the subscript 'f! refers to the farming industries, and the sub-
script 'nf'! to the non-farming industries.

The inequality develops as a direct consequence of the exploit-
ing tendencies existent under monopolistic competition. A higher net
national product can be attained if the resources are transferred from
the farming industry to non-farming industries.

Along with the difference in the competitive market forces decid-
ing the share of a factor in the farm and non-farm sectors, consumers!
preference for the products of these sectors also plays an important
role in the distribution of income in an economy. Consumers' preference
for a commodity in an economy under economic progress can be measured as
its income elasticity. Products vary in the magnitude of their income
elasticity coefficients; some are income inelastic whereas some are
fairly income elastic. Food and a few other agricultural products can
be categorized as income inelastic products. HEspecially in the countries

with a fair standard of living, a general rise in the consumers' income

283. 0. Heady, Nature of Azricultural &djustment Problems.
A Basebook for Agricultural Adjustment, Part 1, Iowa State University
Bull. no. 20, 1957,
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is accompanied by a less than proportionate rise in expenditure on food,
Heady has explained it as follows:

g income of the consumer increases food no more becomes thelr

major concern, They want more home appliances, better housing,

television sets, recreation, travel, and education.¥ 29
In the long run lower income elasticity coefficents for farm products
has also been regarded as one of the important factors responsible for
agriculture's disadvantageous position. In order to improve this situa-
tion, resource mobility out of agriculture has been suggested as the
best solution, Boulding has argued that:

hs the products of agriculture are for the most part necessi-

ties, "means of subsistence" with very inelastic demands, an

improvement in agricultural techniques results only in & limited

increase in agricultural output and manifests itself mainly

in a transfer of resources, especially of labor and capital,

out of agriculture into other occupations.i30
But, in order for resources Lo be transferred from one occupation to
another, the relatively declining occupation must be less attractive than
the relatively expanding cne. One can easily imagine a state of con-
flicting views between Boulding's suggestion for a transfer of resources
from agriculture, and the commonly accepted objective of agricultural
policies—~ Economic justice for farmers. Equality for agriculture, as is
usually advocated, can be supported more on ethical grounds rather than

on economic, An economic basis for aiming at equal returns through

public policy is that equal income opportunities for all occupations are

Q
Z/Eo O. Heady, Agricultural Policy Under Economic Development.

(Ames: Towa State University Press, 1962,) p.40.

K. E. Boulding, Economic Analysis and Public Policy, op., cit.
pe. 196,
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consistent with an efficient use of resources and maximum national in-
31

come » Before a state of equal returns can be accepted as a basis of

public policy, the following aspects of equality should be analyzed:

a, Is equaliby of returns for all the occupations possible
through natural forces of price system?

b, Is equality of returns for all the occupations desirable?

c. Under what conditions can the equality of returns be
expected to endure?

Theoretically, equal returns in the farm and non-farm sectors may
not be obtained, because of the presence of certain factors. The diff-
erences in the income elasticity coefficlent for the product of two
industries is responsible for a relatively depressed state of agricult-
ure in the long run, even with increasing prosperity in the rest of the
economy. The differences in the nature of competition, may in some part
account for a higher return in the non-farm sector. Equalization of marg-
inal returns for comparable resource services may be prevented by imper-—
fections of the knowledge which factor owners possess relative to returns
in alternative uses°32 Furthermore, in an economy where trade unions
are important, the effectiveness of relative earnings as a gulde to the

33

allocation of the labor force is very questionable,

BlD, R. Kaldor, Farm Policy Objectives: A Study for the Parity
question, Policy for Commercial Agriculture, op. cit.

320, BE. Bishop, Underemployment of ILabor in Southeastern Agric-—
ulture, Journal of Farm Heonomics, Volume. 36, 195,

BBM,'Wa Reder, Studies in the Theory of Welfare Hconomics,
(New Yorks GColumbia University Press, 1947,) p. 199,
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Marshall has argued that it is commonly said that the tendency of pure
competition is to equalize the earnings of people engaged in the same
trade or in trades of equal difficulty, but this statement must be inter—

34

preted carefully., "Under pure competition®, he wrote, "the tendency of

wages is not equal but unequal- in the proportion of efficlency of the
workers”n35
With respect to the question of the desirability of equal income
opportunities in all occupations, the opinion of different groups of
people probably will be unanimously affirmative., If the economy attains
a stage where a factor receives almost the same remuneration in all alter-
native employments, & reshuffling of the resources among these employments
will not increase the total income of the economy. In other words, at the
point of equal incomes in all the occupations; an economy attains the
point of maximum production under given quantity and quality of resources,
and given technology. On the other hand, it can also be argued that, if
the economy attains such a state, then the resource owners may lose all
the incentives for resource adjustment and it may very well be the cause
for stagnation of the economy. However, any program which brings about
equality of incomes, through a more efficient allocation of resources

would even be more desirable than equality of income through non-market

forces per se.

Shy

Marshall, Principles of Bconomics, op. cit., p. 455.

35Ibid° pPo 455,
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A state of income equality, once attained, can be expected to
exist over a period of time, if and only if, the resource adjusts contin-
uously in such a manner to be consistent with the generation of equal in-
comes in all the occupations, t means that the resource adjustment
process should be so rapid and continuous that it maintains an equili-
brium under a dynamic situation.

Thus, the basis of equality of incomes for all the occupations,
though desirable from ethical as well as from economic points of view,
is theoretically difficult to attain in the first instance, Hven if it
is attained, to maintain it under changing conditions would be an even
bigger problem.

ITT. EVCLVING A VALID BASIS OF COMPARISCN
As the farm and non—farm sectors are very different with respect
to the factor share determinstion and income distribution, direct income
comparisons as a measure of gauging the real income differentials may
not be of much use., In order that a comparison may have some validity,
a state of equivalance in the two sectors must be restored. This equi~-
valence may be viewed as similarities with respect to certain character-
istics., A valid comparison of farm income can be developed 1f the
counterpart sector has the following characteristicss
1., The industry as a whole or the individual entrépreneur
should be facing a market under pure competition, that
is, the individual by his actions may not be in a position
to influence the market prices.

2, The enterprise should be family entity. Most of the labor
requirements should be supplied by the family workers. The

relative rigidity in the working hours should also be
smaller,
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3. The enterprise should be that of self employed or
employer type. The individual owner should be entitled
to a joint labor—capital return, with an unlimited
individual liability.

L. The size of capital investment should be equal to that
in the farm sector,

5, The job should not require a very specialized skill,
i.e., the labor should be transferrable between these
occupations,
Theorebically, such a normative comparison would not only be
ideal to compute, but it will also serve, to a sufficiently good degree,
as an index of gauging income differentials in an economy,
IV. SUMMARY
The theory of income distribution primarily includes the deter—~
mination of factor shares. The factor share determination under & tradi~
tional model can be described by the simple marginal productivity theorye.
An entrepreneur employs the factor up to a point where HC and Mi are
equal. The major assumption of the theory is that of the prevalence of
perfect competition; which is only a theoretical ideal, and a very
convenient tool for analysis, In reality, the economy has a variety of
competitive markets, most of them are of monopolistic nature. Under
monopoly the tendency of the resource allocation and welfare is not that
of attaining an optimum; the monopolist does not equate the value of
Marginal product of the resource to its price, and the total welfare, thus
obtained, can be improved if the resources are transferred from less

monopolized industries to highly monopolized industries.
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This discrepancy in the resource allocation and income distri-
bution under the two types of competition has a considerable role to
play in arriving at a valid comparison of farm and non-farm inconmes.
As the two industries, because of their veried nature of competition,
are not strictly comparable, some other base of comparing the incomes
in the two sectors must be devised. Such a basis could be the one having
a state of equivalence as determined by similar competitilon, same

nature of enterprise, and equal capital investment.




CHAPTER V
ANATYTICAL FRAMEWORK

In the previous chapters, the main attempt has been to indicate
that public policy requires a base of valid income comparisons, and
that the existing income comparisons possess certain limitations.,
Since these comparisons do not satisfy the criteria of validity,l an
alternative technique(s) should be developed. While developing such
a technique, two problems will have to be solved: first, what consid-
erations will be taken into account in order to determine the validity
of a comparison, and second, how will an empirical income comparison
incorporate these considerations? These and other issues related to
the methods of comparing farm and non-farm incomes are discussed in
this chapter,

L. CONSIDERATICNS INVOLVED IN A VALID COMPARISON
CF FARIM AND NCN-FARM INCOMES
Before listing the considerations which determine the validity
of an income comparison, it seems pertinent that the term 'Walidity!
should be defined. ZLiterally speaking, the term 1Valid' means — "Sound
or capable of being justified”,2 However, for the purposes of this

study, a pragmatic but analogous, meaning of the term can be chosen.

lThis conclusion was drawn at the end of Chapter III,

2TheWebster Universal Dictionary, (Toronto: Collins, 1963,)
p. 1150,
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Such a definition can be stated as - A comparison may be termed valid,
if its conclusions can serve as a realistic basis for the formulation
of public policies.! In other words, it means that income comparison
should be such as to provide a logical base for policy formulations,

In order to satisfy this criterion of validity, the comparison
should exhibit the following characteristics:

1. As one single comparison does not seem to provide a proper
base for all public policies, more than one set of comparisons should
be developed. The comparisons will have to differ according to the
underlying objective of the public policy, as different criteria are
needed to compare incomes from their efficiency aspect than for compar-—
ing them from the welfare aspect,

2. The farm and non-farm sectors should be fully comparable
with respect to the concepts of income and labor Torce,

3. The comparisons should neither be too aggregative nor should
they be too general., At least some sort of breakdown of farm and non-
farm sectors, either according to industries or according to the types
of laborers, should be undertaken. A regional analysis of comparat-
ive incomes may be even more desirable from a policy point of view,

Lo The comparison should not only be confined to factors of
monetary nature, Non-monetary factors may be very important for certain
sectors of the economy, such as farming, Disregarding these factors,
while making a comparison of incomes, might lead to erromeous results.

To ensure that a comparison does satisfy these characteristics,

the technique of making a comparison should take into account certain
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direct or indireot3 treatments given to the empirical situation, in
order to achieve a greater degree of validity in the comparison. The
importance of including these considerations in the analysis is very
obvious, since it helps the research worker to produce conclusive evid—
ences about the real level of incomes in different occupations,

Various considerations, relevant in the field of income compari-
sons, can broadly be divided into two categories: Conceptual and
Methodological,

A. Conceptual Considerations: Conceptual considerations re-—

late to the precise definitions of various terms, which have been used
in the context of income comparisons., Most of these definitions will
concern the terms relevant to income generation in a sector, and the
labor force responsible for this process, While defining various con~
cepts, the main thing to keep in mind is that for any concept a state

of comparability for the farm and non-farm sectors should be preserved .,
At the same time, however, the availability of date cannot be disregard—
ed. Thus, the definition chosen for any concept, will have to satisfy
both logic and available data situations,

8. Methodological Considerations: This category includes those

considerations which concern the actual technique to be adopted for
making a comparison valid. lethodology which should be used for any

income comparison would not only be related to empirical factors; but

3The term direct treatment in this reference would mean the
empirical adjustments made to a set of data, whereas the indirect treat—
ments will pertain to the reservations placed on the final conclusion
in the absence of a complete empirical treatment,
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non-empirical factors will also be regarded as having an almost equal
role to play. On this basis, these considerations can be sub-divided
into: Economic considerations, and non-~economic considerabions.

1. Feconomic Considerationss: This sub-category includes the
following considerationss

a) Considerations which bring about & comparability in the
empirical concepts used for the farm and non-farm sectors: The farm and
non-farm sectors have been described as having different characteristics
with respect to generation of income and its distribution among people.
Many of these differences, when further examined, may fall into a
category of factors which can be homogenized for the two sectors. Such
factors are: differences in the characteristics of labor force, like
age structure, number of female workers, hours of work, part time work-
ers, and so on, On the other hand, while making a comparison of in-
comes, one may also face a category of factors, whose difference may not
be adjusted for the two sectors, MNost of these factors can be suspected
0 be those for which empirical evidence is not available. This sub-
group includes the following factors: skill and level of technical
ability required for a job, technologicel change in an industry, risk
and uncertainty involved in different types of production, monopoly,
advertising and other non-price competitive policies, influence of labor
unions, relative disparity of prices in the two sectors, etc..
Although it is not impossible to estimate the actual effect of these
factors on the income level of a sector, much detailed statistical

evidence is required. Whether or not such data are available will
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2. MNon-economic Considerations: Iconomic factors in any systenm
reflect only a partial view of the overall picture of income generation
and distribution. The rest of this picture is explained by the exist-
ence of certain non-economic factors, For example, in the case of the
farming industry, while evaluating the incomes of farm people a Look
into agrarian fundamentalism, peoples! views about the rural community,
psychic advantages from the occupation, etc, will be of great value in
the Justification of apparent relative income disparity between the faru
and non-farm sectors, The considerations involved in Introducing such

factors in the analysis may be termed as non-economic considerations,

From the problematic situation and theoretical framework of the
problem, the following hypotheses are formulated for empirical verifi~
cation,

1. (a) Farm incomes are lower than non~farm incomes, but at
least a part of this income inequality 1s due to certain
basic structural and technical differences in the two sectors.

(b) This inequality would be reduced if proper adjustments
for these differences are made,

2. Intra—~agricultural disparity in incomes is greater than the
inter—industrial income disparity.

3. QCapital investment on farms can be postulated as one of the
important factors affecting regional income levels.

L. The relative movement of farm and non-farm prices is
responsible for a part of income disparity between farm and
non~farm sectors.

5. The differences in the farm incomes of different regions
can partly be explained by the fact that farmers supplement
their income from farming with that from non-farm employment.
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6., The disparity between farm and non-farm incomes has been
moderately small, if non-income factors are considered.

IIT. A MODEL FCR COMPARISCN OF FARM AND NON-FARM INCOMES

The primary reason for an interest in the comparison of farm
and non-farm incomes is a desire to acquire some knowledge regarding
efficiency and welfare in agriculbure, From the theoretical discussion
in the last chapter, it appears that normative income comparisons would
be sufficient to satisfy this interest, It suggests that further break-
dovn of farm and non-farm sectors will be required, Such a sub-division
of these sectors should be carried to the point where the groups remain
comparable in terms of characteristics of a normative comparison., For
comparing efficiency, along with incomes, information should also be
available regarding the characteristics of the productive factors that
produce the incomes. These characteristics should be of sufficient
detail to enable one to adjust the results to achieve factor compar-
ability. Turning to the question of comparing relative welfare, compari-
sons should have to consider more than current incomes. Age composition
which influences preference functions for different occupations will have
to be included as a major factor affecting relative welfare, Non-
economic variables as well, can hardly be lgnored.

Tf the nature of data available for income comparisons 1s tested
against the data required for the normative income comparisons, one will
conclude that it is impossible to develop a normative income comparison.
Nonetheless, a valid comparison of farm and non-farm incomes can still

be developed under the existing data limitations.
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In order to be consistent with the definition of validity as
accepted for this study, income comparisons in this study are divided
into two main types: income comparisons for efficiency, and, income
comparisons for welfare.

While comparing incomes for efficiency purposes, the main aim of
the analysis has been to compare returns to factors of production in
various industries. In order that the comparative returns may be used
to adjust resource allocation, an indication of marginal products of the
factor in various industries should be known. An estimate of marginal
product, at macro-level, can be provided by using the Residual Analysis.
This technique has been very commonly used im the past. The assumption
of this method is that the market price for resources, except for the one
receiving the residual share, coincldes with the value productivity of
the same I‘(-zsou:c’ce.}L Market prices might be expected to equal the value
oroduct of the factor in the long run only under perfectly competitive
conditions. There is no reason, however, bo believe that this condition
will hold true in the short runm or in a dynamic economy having a mixed
nature of competition.

Averages alone can serve to suggest marginal productivities and
to provide an allocative basis for factors of production, only when the
production function is linear end homogeneous. Under such production
conditions, one encounters the existence of constant returns to scale and

here marginal productivity is constant and equal to average productivity.

hEo G, Heady, Bconomics of Agriculture Production and Resource
use, (Bnglewood Cliffs: prenvice Hall, 1952,) pp. L;0L-L06.
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For macro level comparisons assumption of a linear homogeneous product—
ilon function can theoretically be supported°5

For welfare comparisons, the incomes of people should he defined
in such a way that they reflect a clear picture of that part of the total
welfare which can be measured by moneyg6 In this context, all other
economic and non-economic factors, which may affect welfare should be
taken into account. Such factors include distribution of incomes, asset
accumulation, difference in the cost of living, sociological and
psychological factors,

In order to test the above mentioned hypbtheses, an analysis of
incomes in Canada was carried out by dividing the whole economy into two
major sectors — farm and non-farm, Generally, it is difficult to dist-
inguish the boundary between these two sectors, but for the purpose of
this study, a workable solution was devised. The farm sector in this
study was assumed to be composed of the group of individuals who are
directly (partly or fully dependent) related to the farming industry. In
terms of labor force it included farm operators, managers, part-time
owners, and unpald family members working on the farms, The non—farm

sector in turn, was treated as a residual, i.e., whoever was not counted

5For more arguments in support of a linear homogeneous production
function, see, W. J. Anderson, Productivity of labor, op. cit, p. 227.

After A. C. Pigou, this part of the total welfare can be termed
as Hconomic Welfare,
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on farms, belonged to the non-farm sector. The non-farm sector was sub-
divided into five industrial seotors:7

1, Natural Resource Industries, (NF .1.)

2, Manufacturing Industries. (F .2.)

3. Other Secondary Industries. (NF .3.)

L, Tertiary Industries8 excluding services, (NF oh,)

5. Service Industries, (NF ,5a)9

To reduce the effect of aggregation, the total labor force was
divided into two sub-categories, according to the nalture of incomess
Self-employed workers, including proprietors, employers, and professional
workers; and wage—earners, which were comprised of paid labor force only,
Along with these two categories, comparisons for total labor force were
also made,

Incomes in the farm sector were further analysed by classifying
the sector according to four major criterias (1) By regions (2) By
size of the farm business measured as value of product sold, (3) By

value of Capital investment, and (L) By type of farming enterprises.

7

A detailed list of Industries included in these categories is
attached in AppendixIl.

8According to the standard classification, the industries have
been divided as:
Primary- Those Producing products with income elasticity < 0.5

Secondary- * n i " n T between 0,5 and 1.0
Tertiary-__ i 11 1 i 11 Hi > loo
P

The notations in parenthesis indicate the code number of these
industrial groups and are used to denote them in this study.
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Due to data limitations, estimation of capital and management
returns could not be made, particularly for the non-farm sector, Thus,
most of the efficiency comparisons have centered around the labor returns
in farm and non-farm sectors.,

This is, in a nub-shell, the basic format of the analysis for
this study. While making specific comparisons of incomes for efficiency
and welfare, various techniques were adopted to introduce comparability
in the data for the farm and non-farm sectors., The exact methodology
followed for these esimations will be discussed in the following section.

IV. CONCEPTUALIZATION AND CCMPUTATIONAL

TECHNIQUES AND SOURCES COF DATA

A, Conceptualization of Incomes: Mostly the term ’incémef is conceived
as the annuél salary or the estimated anmnual wage in money. However, for
any individual his salary is not necessarily his total income, since
many people also receive money from sources such as interest on invest-
ment, and gifts, in addition to their salary.

The total income of an individual can be divided into real Incomes
derived from materisl goods and services, and psychic incomes. In an
economic study at the macro-level, components of the Psychic incomes are
very difficult to identify, and it will be almost impossible to estimate
their share in total income.

Real income is defined by economists as a flow of commodities and

. . . . . 10 . .
services available over a given period of time. Real income 1s made up

X_I

0

(New York

I. H. Gross and H. W. Crandall, Management for Modern families,
:  Appleton-Century-Crofts, Inc., 1959,) p. 138.




h
of two major items, direct incomes and indirect incomes. Direct income
consists of those goods and services which are available to an individual
without the use of money, such as farm grown products, fuel cut from the
home woodlot, etc.. Indirect incomes include those goods and services
which are available to the persons by means of exchange of money. In
addition to the indirect and direct incomes, money income can also be used
as payment of taxes, savings, gifts, etc.. 3Such a sub-division of total
income is analogous to the expenditure appfoach used for the national
income accounting. From the earning side, total income of any individual
can be defined as the total sum received from the business sector, as a

11
reward for selling factor services  plus the income received through
other sources such as gifts, investment, government payments. Income of
the individual thus, can be defined by using either the earning or the
expenditure approaches of income accounting. fach of these approaches
is consistent with the basic objective of income comparisoms. From the
standpoint of efficiency measurement, an income should be defined from
its earning aspect, whersas, from welfare standpoint, according to its
expenditure aspect.

Earnings of an individual as a factor owner are dealt with differ-
ently in national accounts according to individual's status, such as the
returns for a labor will be different for wage earners, proprietors or
professional workers. As the main concern in this study is to estimate

returns to labor, the following concepts of labor income have been used:

I . .. . .
This remuneration can come from more than one industry, 1o which

the person is engaged.
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1. Income of total workers (Ié 1}312 Tt includes the incomes

of wage earners, entrepreneurs, professional workers, and family members
(if any), earned exclusively by selling the factor 'Iabor', The income
of professionals and entrepreneurs, which is due to capital, is not
included in this concept,

2, Income of wage earners (Ie2): This is the amount which has

been earned by the wage-earning class only, i.e., the paid laborers. It
includes the income of these workers as wages and salaries and supple—
mentary labor income,l3

3. Income of seli-employed persons (IGB): It 1s the income which

is received as a return for labor and management; in other words the total
earnings of the entrepreneurs less the amount due to capital and family
members,

L. Real dincome of total workers (Ieh): It is the return to

labor for all the workers in constant dollars.

For comparing welfare, incomes have been defined not for factor
owners, but for individual consumers. Thus along with the remuneration
of these persons as factor owners, from the sector in which they have been
accounted, the concepts of income for welfare include incomes from govern-—
ment sources, gifts, income for owning more than one factor of production,
and income from employment in other sectors. The sum of these incomes
can be termed as total personal income from all sources, As all of this

income is not at the disposal of the consumers, that part of this income

which has been paid out as taxes should be deducted from it. The income

7
“ZThe notations in parenthesis represent the code of this concept
and will be used throughout in this report.

lBSupplementary labor income consists of other expenditure by
employers on labor account that can be regarded as payments for employers
services, such as employers! contribution to pension fund, workman's
compensation, etc..




left after adjusting for taxes is termed Disposable income from all
sources, (IWE)a Along with money incomes, this concept also includes the
direct incomes to persons from different occupations. For the farm
sector, the indirect incomes include income in the form of farm grown
products, and value for the use of the farm house, These products are
valued at farm prices whereas consumption of similar products in non-farm
sector is valued at retail prices, Thus, the estimate of incomes in
kind for farmers, is biased downwards due to difference between retail
and farm prices., In order to allow for this difference, a retall price
adjustment in the value of farm kind incomes was added (Iw5°a)° An
analogous concept (IWSQb), but excluding the latter adjustment has
also been developed and has been shown along with the first one,

The method of computation of these incomes and the sources of
data, will be shown in section (1) of this chapter.

B. Conceptualization of labor force: A treatment similar to that in the

case of incomes was given to the labor force definitions, Iabor force

in the economy was viewed differently according to the objective of the
income comparison, From an efficiency point of view, labor force was
accepted as consisting of owners of factors of production only. Just
like incomes, these owners may be grouped into three categories:

Total workers, wage earners, and, self-employed workers.

In order that the concepts of labor force for farm and non-farm sectors
be comparable, certain adjustments in thelr size on the basis of differ-—
ences in the characteristics of workers were made, It was suspected that

labor force in these sectors will differ mostly in terms of proportion of
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female workers, proportion of child workers, and number of hours in a
work week. The concept of labor as adjusted for all these 3 differences
was termed: 'Normalized man equivalent!. An analogous concept, just by
excluding the hours of work adjustment was also developed and it has been
termed as 'Normalized man units!,
From the welfare standpoint, labor was viewed as total number of

oxr

y

consumers in the farm and non-farm sectors. As the consuming units
the two sectors differ with respect to the femsle:male ratio, and age
composition, an adjustment was made for these differences, The size of
consuming units after adjusting for these differences was termed:
"Normalized adult units!',

The calculation of the estimates of these items will be described
in section C(4) of this chapter.

C. Computational . Technigues

l. Computation of ILabor Incomes.

(a) Agriculture:
The residual method of analysis was used to calculate the agricult-
ural labor earnings, The technique can be symbolized as followss

NFI -~ SP + GTA - V +FI + FGR + W= Agri, Iabor Farnings,

e+l
Where, NFI= Net farm income,
SP = Supplementary Payments,
GTA= Amount of zrain transaction ad justment ,
'%+1=Imputed value of use of land and capital,

FI = Farm interest on indebtedness paid.
FGh= Farm gross rent paid,
W = Wages of Hired ILaborers,

The data on net farm income, supplementary payments, interest, wages

A

and rent paid was obtained from the Hand Book of Agricultural Statistics




78

Rl

Part II, Dominion Bureau of Statistics. The amount of grain transaction
adjustoment was taken from the National Accounts. Tmputation of the use

B

of land and capltal was made by charging the value of land and capital at

mortage rate of interest and unsecured loan rate of interest respectively.
he value of farm land and capital during 1926-56 was taken from Lok's
14

studya. For the period 19571961 this series was interpolated on the basis

o
4

of 1961 census figures. Lok's study also provided the farm mortgage rates.
for provincial agricultural labor income, almost the sawme method
was adopted, except in this case the interpolation of capital investment
was based entirely on census Ffigures, The provincial breakdown of the
adjustment on grain transactions was taken from the Dominion Bureau of
Statistics=-Farm Cash Income (Quarterly) for the years 1960 to 19625 and
the same proportions were used for the entire veriod,
(b) Non—agriculture:

The non-agricultural labor income consists of two msajor categories;
the wages, salaries and supplementary labor income, obtainsble from the
Dominion Bureau of Statistics National Accounts and the unincorporated
non~farm business incomes. The latter group incomes sre composed ofs

L £ o 3300 e

for different industries
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was obtained from the National Accounts, DBut as the income for unincor-
porated business is not just that for labor of the proprietors; it
includes the opportunity earnings of the unpaid family workers and return
on capital investment in the professional business, an adjustment for
these items was made.

To adjust these incomes for the first item, the number of unpaid
family workers, by province and industry, was estimated from the census
and the labor force surveys. This figure was converted into N,MoTalE
by using the same ratios as those used in the case of total labor. The
figure of N.M.E. was multiplied by earnings per NME of paid labor, and
this product was subtracted from the unincorporated business income,

The capital share out of the professional business was calculated
as follows: The net stock of capitel in 1949 dollars in the total economy
was obtained from Hood and Scottls studyQ16 It was converted into current
dollars after deflating it by the business cepital formation price index,
On the other hand, total depreciation fund for 1926~55 was taken from the
National Accounts, and a function was fitted between the capital value and
depreciation fund. From the National accounts, depreciation fund in pro-
fessional business was obtained. After multiplying this fund by the
regression coefficient, an estimate of value of capital in total profess—

ional business was obtained, After deducting from it, the value of farm

lBThe procedure of normalization is discussed on page (8§) of this
chapter,

léw, C. Hood and A. Scott, COutput, Labor and Capital in Canadian

Leonomy. Report of the Royal Commission on Canada's Economic prospects,
(Ottawa: Queen's Printers, 1957).
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capital (excluding the value of land) the value of non-farm professional
business capital was obtained. The capital share in these business was
estimated by charging five percent rate of interest on this value of
capital, '

The individual industry and region's share of the capital in pro-
fessional business was based on the distribution of total professional
income by Provinces and industries. These data were obtained from the

Taxation Statistics.

2. Computation of Total Personal Income From All Sources in Farm and

Non—farm Sectors.

(a) Agriculture:

The concept of income used in this case was the disposable income
of farm people., The term 'Farm people! included operators and their de-
pendents along with the family members of paid labourers. Disposable in-
come included the following itemss:

Net income from farming including the amount of grain transaction

adjustment, Income from non-farm employment, Income from government

transfer payments, Investment incomes and Incomes from boarders,
and, the income of paid labor force.

Personal income tax paid by the farmers was deducted from it, in
order to get disposable income,

liet farm incomes were obtained from the Handbook of Agricultural
statistics, Part II, (Farm Incomes). These estimates included the supple—

mentary payments to farmers., Income from the non-farm employment was

estimated as follows:
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The figure was arrived at by estimating the number of days worked
outside farming, multiplied with the wage per day in different industries,
The statistics of wage per worker by industries were obtained from the
Canada Year Book 1962, The number of days worked outside the farm, by
farm operators and their family members in the non-farm sector, by
industries, were obtained from the 1941, 1951 and 1961 censuses. For
1951, the breakdown of number of days worked outside by industries was not
available, so it was obtained through interpolating the 1941 and 1961
census figures, Similarly, the number of days worked off-farm were also
interpolated for the inter-census years,

The income from investments to farmers was obtained ass

DAT - G I - B0 = Inv

t T F
= (R o GIR —~ IFD
GtI o T
Wihere, DAT = Domestic Agri. Investment income.,
GtI = (Government investment income.,
By = Business corporation profits in agri,
InvF = Personal investment income of farmers,
GEq = Profit of govermment enterprises.
GIR = Interest received by government,
IPD = Interest on public debt.

All these three series of data in the last equation were obtained
from the Nabtional Accounts, In order to estimate government 's investment
income in egriculture, a proportion of govermment investment income to
the total domestic investment income was calculated, and the same prop-
ortion was charged to the agricultural sector. Business corporation
profits were obtained from the Taxation Statistics, Domestic agricultural

investment income was taken from the National Accounts,
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Tncome from boarders and roomers was obtained by interpolating
the income received by this source in the 1941 census and that in the
1958 farm business survey.

Because of unavailability of data for the farm sector, the follow-
ing items were excluded from the estimate: Veteran Pensions, Local
allowances, Workman compensation, other pensions, annuities, inheritance,
income tax refunds, and gifts.

The estimate of income from the government transfer payments was
the most difficult one to make, because these payments were made in
various forms and in order to arrive at a total, an estimation of its
individual components was necessary. Their estimation was made, by
dividing these payments according to the level of government at which they
were paid, i.e. DPayments made by Federal government, by Provinciel govern-
ment, and by both. The detailed procedure for these estimates has been
given in Appendix IV.

As the farmers'! income from home grown items is underestimated to
the extent that the rest of society purchases such products at retail pri-
ces, an evaluation of these differences was made. This adjustment in
this study has been referred to as Farm Kind Income Valuation Adjustment.
(KIVA)., The valuation of this difference was made by dividing the total
kind incomes into four major product categories: ILivestock products,
Field products, Forest products, and Farm housing,

The livestock and field products were further broken down into
individual commodities, and their contribution to the total was calcu-

lated on the basis of data given by 'Quarterly Bulletin of Agricultural
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Statistics!, 1947 and 1949 for the period 1938 to 1947. The prices for
these comnodities for the year 1961 were obtained from the Economics
Diwvision, Manitoba, Corresponding urban prices were obtained from Domin-
ion Buresu of Statistics Urban Food Retail Prices, The farm prices for
Manitoba were adjusted to the level of all-Canada farm prices on the basis
of Western Canada and All Canada farm price index numbers, This adjusted
price was used to calculate the urban prices as percentage of farm, and a
weighted price index was made according to the relative contribution of
different commodities as already calculated. To get the conversion ratio
between 1926~61, the ratio of farm prices and city food prices was cal~
culated, Taking 1961 as base, an index of this ratio was computed, which

when multiplied with the original conversion ratio for 1961, gave a series

for 1926-61. This ratio was used tc convert the farm kind incomes from

o

livestock products. An analogous estimation was made, in the case of field
products,

The conversion ratios for the forest products were obtained by
finding out the average fuel expenditure per family in rural areas for the
year 1934 from the Dominion Bureau of Statistics Publication - Index
nunber of farm living costs 1913-1938, Taking into account the change in
farm Cost index, it was interpolated for the years 1947-48, 1953, 1955,
1957 and 1959, For these years the corresponding urban expenditure on fuel
was obtained from the City Family Expenditure Surveys., The average ratio
of farm urban fuel cost for all these years was taken to evaluate the farm

forest product value,
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The adjustment for the farm housing rental value at par with urban
rents, was made by analysing certain characteristics of housing for the
two sectors. For the census years, data was obtained with respect to the
value of owned houses in urban areas, age of the house, average number of
houses having different types of facilities like bathroom, toilet, sewage
disposals, water system, furnace heating, and so forth. To the data on
rent, three types of adjustments were made, (1) Adjustment for the
years of construction, in terms of houses requiring major repairs, (2)
Adjustment for average change in values of houses due to presence of
various facilities, or their absence, and (3) Adjustment in the technique
of computing cash rents, The adjustment for the first two items, was made
in terms of opportunity costs, deducted from the urban housing values.
The cost figures for various facilities were taken from the Agricultursl
Engineering section of the Manitoba Department of Agriculture, for urban
as well as for farm houses, By taking into account the level of existing
facilities, a charge was imputed to the cash value of homes. The last
ad justment was in terms of charging the same 10% cash value as rent, for
the two sectors. The ratio of the two rents for different census years,
was used to adjust the farm house rents, The variocus ratios obtained for
different years and various products have been summarized in the table VIII.

The over all effect of this adjustment is fairly obvious, l.e., the

farm incomes situvation improved tremendously when this adjustment was made.




TABIE VIIX
RATIGS FOR THE BEVALUATION OF THE PRICE DIFFERENTIALS

OF FARM INCOMES IN KIND

Ratios for

Period, Tivestock Field Fuel Farm house

products, products, products, rents.,
1926-30 1.25 2,66 3,61 2.93
1931-35 1.79 3,29 3,61 2.93
1936~40 1.43 2,91 3,26 2.93
1941~45 1.L46 225 3,26 2.93
1946-50 1.30 2,20 2.5 2,93
1951-55 1.66 2.45 2.5 2.93
1956-60 1.85 2,67 3,40 2.93
1961 1.89 2.69 3,40 2.93

Source: Hstimated on the basis of data of farm incomes in kind as
supplied by Agricultural Division, Dominion Bureau of
Statistics, Ottawa.

(b) Non-agriculture:

The non-agricultural total disposable income was worked out as a
residual. The total personal disposable income for a year was taken
from the National Accounts, From it the following items were deducted:
Farm disposable income as calculated in the previous section, veteran

pensions, local allowances, workman compensation, end annuities.



3, Tabor Inceme in Constant Dollarss

(a) Agricultures

Two methods were employed to estimate the constant dollar residual

product of labor, Method 1, can be called as All-Item Deflation Method,

which can be symbolized as:

Residual =Gl =~ FEXp + I + W - I - C, INC
Iab. Product If Isc Iti Iw c
in constant $. p i
Where, GI = (Gross income,
FEXP = Farm expenditure.
Ifo = Indexd farm prices.,
&L
Isc = Index of services and commodities used by farmers.
I = Interest on indebtedness.
Itﬁ = Index of taxes and interest,
W = Wages of hired labor,
I” = Index of paid farm help.
L = Value of farm land.
MC = Qonstant Mortgage interest rate.
C = Value of farm capital
INC = (Constant Interest rate.

2., The second method used was ~ to deflate the labor product by the

index of farm prices.

The second method was used at A different bases, 1926, 1935-39,

1949, and 1961, in order to estimate the constant dollar income of the
total labor per NME.

(b) Non-agriculture:

The second method of computing the agricultural labor product was
employed in this case, The only item which required an estimation was

the price index of the commodities of various industries.
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The index for the prices for non-agricultural products was cal-—
culated as follows: The data of national expenditure for Canada was

obtained from the Dominion Bureau of Statistics, National Accounts, in

current and constant dollars, The value of capital formation and resi-
dual error were deducted from both sides, The ratio of current over

constant dollar income gave the price index of products in the Canadian

economy. The non-agricultural products! price index for the same vear
L o

was obtained as:

I o 100 - I » G

INA = TH - re AG
NAG.
Where, ITE = Price index of the products in the Canadian ficonomy .
IFP = Index of farm prices,
CAG = Contribution of Agriculture to total income.
CNAG = Contribution of non-agricultural sector to total

income,
The contribution of the two sectors was calculated in terms of
labor wages and unincorporated business incomes, This procedure was re-

peated for each year and an index over time was obtained.

Price index for the products of resource industries (Mining,

forestry, fishing, hunting and trapping, etc.) was obtained by taking a
welghted average of the price index of the products of these industries,

The price index of the products of the manufacturing index was ob-

tained by taking an average of the prices of raw and fully manufactured
products,

The price index of products of other industries (Trade, Other second-
ary, and service industries.) was obtained by a technique similar to that

used in the estimation of the non-agricultural products price index.
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L, Estimation of Iabor Force For Farm And Non Farm Sectors

(a) Total Labor Force: Industrial distribution of total labor force in
Canade was obbtained from the following sourcess For 1926-31- Hood and
Scottis estimates (As compiled in Royal Commission on Canada'ls Economic
Prospects, op., cila., D» 196.) For 1931-45- Dominion Bureau of Statistics,
Ref, Paper no. 23, Revised estimates of Canadian labor force, For 1946-61
Canadian Statistical review 1959 and its subsequent issues, The inform-
ation derived from these publications consisted of the total persons
with job and paid workers in farm and non-farm sectors. Dominion Bureau
of Statistics Ref, paper no. 23, and Canada Year Book, 1962 furnished
information on industrial distribution of lebor during 1931-61, whereas
for the period 1926-30 an interpolation was made on the basis of 1921 and
1931 census figures.

Provincial estimates of the labor force in farm and non-rarm
sectors were made on the basis of census data. Data on the labor force
from all the four censuses (1931, 1941, 1951, and 1961,) were taken and

7

after being normalizedl the total for each year was compared with the
total normalized labor force of Canada., The year which gave the closest
results was selected and an interpolstion for the rest of the period was
made on its basis,.

Normalization of the labor force data in the farm and non-farm

sectors was done with respect to (1) Differences in the proportion of

women workers, (2) Differences in the age structure of the working

17 - R . . .
/The procedure of normalization will be discussed in the

following paragraphs.
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force, and (3) Differences in the hours of work., The procedure con-
sisted of expressing female and child labor input in a particular in-
dustry, in terms of male adult units. The hours of work adjustment was
done for the workers of various industries for inter-industrial diff-
erences only, The importence of the last adjustment is clear from the
argument that the agricultural laborer has to put in hard and longer
hours of work relative to a non-agricultural one. And in order to make
a valid comparison, this issue cannot be ignored. But it has also been
argued that the current statistics do not estimate correctly the hours
of work put in by the agricultural laborers, A good deal of over-
statement in the hours per worker has been indicated. As the size of
this bias is considerable, while developing the concept of normalized man
units only the adjustments for female and child laborer were made.

The coefficients for adjusting the labor force were computed with
the help of the data obtained from census and other labor force surveys,
These coefficients have been presented in the Appendix IIT. Number of
female workers for various industries during 1946-60 were obtained from
Canade Year Book, 1961, TFor the period 1926-45, figures, interpolated on
the basis of census were used. J1he female conversion ratio was obtained
by teking the average yearly weges of female workers in a particular
industry and dividing it by that of a male worker. For this purpose,
date was mostly obtained from the census, and an average ratio was

obtained.
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Age structure of the labor force in different industries was
collected in terms of workers between 14-20 years of age and those over
20 years, Census figures were again teken as a means of computing the
conversion ratio. Only 1931, 1941 and 1961 census figures were consulted
as during 1951 there was a change in the concepts and the figures were
not comparable.,

Hours of work in agriculture for the period 1945-55 were taken
from Hood and Scott's estimates. For 1956-61, estimation was made on the
basis of the information contained in annual labor force survey of
Dominion Bureau of Statistics (Labor force, Nov, 1945 to July 1958,
71-502, Occasional, and monthly series of the same for 1958 onwards.) TFor
non-agricultural industries, these figures were obtained from the Canadian
Statistical Review 1959 and its subsequent monthly issues.

The sources and derivation of the regional conversion ratios were
the same as the industrial sources., But in this case no hours of work
adjustment was made, because it was assumed that each province's break—
dovn of labor force by industries was uniform,

The normalization procedure as used in this study can be shown as

follows:

No, of , No, of , Female _ No., of . Prop., of _ No. of . Age _C

males, females, © wage male “ child child " wage M
ratio, workers. labor. workers  ratio, U

(C M U = Converted male units,)

No. of No, of _ No., of _ C _ Total 5 tndex _ Normalized

male child ~ adult 1 male * of hrs, man equivalents

workers, labor. workers, U workers  of work., of labor force.

or
normalized
man units,
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The same normalizing procedure was followed for each of the
industries and provinces separately.

(b) Vage Earners: The paid workers by different industries were taken
from the same sources as the total labor force.

For the regional distribution, in agriculture sector, data was
obtained from the monthly surveys of labor force for the years 194561,
For the rest of the period, 1931 and 1941 census figures were used., For
the non-agricultural sector the figures were computed as: For 1926-30-
Data was based on an index (1931 = 100) of the growth of labor force in
Canada, For 1931-41- Linear interpolation and for 1941-61 computed from
Monthly labor force surveys of D.B.S.

The procedure of normalization was the same as that for the total
labor force.

(¢) Belf-employed Workers: TFrom the D.3.S. Labor force surveys for
1946-61, the actusl number of own account workers was teken, The ratios
for normalizing these, workers were obtained from the census,

For the agriculturel sector, the number of farm operators was taken
from the same surveys. The only adjustment made in this case was that of
the hours of work because there was not much evidence that a large prop-
ortion of female and youths were operators,

(d) Computation of Number of Normalized Adult Units in Farm and Non~farm
Sectors: In order to make the family composition comparable, the
age structure of the families in the two sectors were normalized into

adult equivalents with the help of the following conversion ratios:
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These conversion ratios were developed by C. Zimmerman for compar—
ing the expenditure for farm, village and city families.

The rumber of persons for this breakdown of ages was obtained from
the 1941, 1951, 1956 and 1961 censuses, end an interpolation was made for
the inter-census yearsS.

(e) AdJjustment for Part—time Farm Workers: The number of weeks worked
outside the farm for the farm operators, for the census years was obtained
from census, along with the number of weeks! work pub in by the paid
worker. Assuming that a full time operator was employed for the same

th of time as & paid worker, the extent of part-time work was obtained

o
&
O
{3
<l
11

ing the number of weeks of farm operator labor by that of paid
worker, The number of persons reporting part-time work was also obtained
from the census,., By multiplying the number of persons reporting part-
time work by the ratio obtained in the first case, these persons were
converted into full time operators. An adjusbed number of full-time oper-
stors was derived by subtracting from the full time farm operators the
difference between the number of adjusted and unad justed part-time oper—
ator. Dividing the total operators' income by this mumber, led to the

farm operators! income per NME adjusted for part-time work.

18, . os . e .
Cited in, D. L. Kirkpertrick, P. E. McNall and M. L. Cowles,




5., Intra-agricultural Income Disparity:

To visualize the income disparily within agriculture, four cross-—
classifications were made:

1. By geographical location - grouped by provinces and/or by
regions,l9

The collection of data and analysis was the same as

discussed in the case of labor product by regions,

2, DBy size of farm as measured by the value of product sold,
This computation was made on per farm basis as the data on
the number of persons being supported by these farms were
not available.

ct

3. By major enterprise on the farms, and,
Ls By value of farm capital,
The incomes in the last three classifications were calculated

only for the commercial farms; part-time, institutional and other farms

were excluded. Furthermore, the estimates were made for the income from

-

arming as well as that from all other sources, for the year 1958 only.
For the last three classifications, data was procured from the Dominion
Bureau of Statistics, 1958 farm Business, Income and Expenditure, Survey

division,

FParm Family Living in Wisconsin, Agri. Expt. Station of Wisconsin,
(Madison: Res. Bull. no, 114, Jan. 1933.) p. 6,

lgAll the 9 provinces were grouped into 5 regions, Prince Edward
Island, Nova Scotia and New Brunswick into Maritimes, Quebec, Ontario;
Manitoba, Saskatchewan and Alberta into Prairies; and British Columbia.
The data of New Foundland was excluded from all the Maritime estimates,



CHAPTER VI
RELATIVE LABOR EARNINGS IN THE CANADIAN ECONOMY

The agricultural problem in North America has usually been
diagnosed as a price problem, created by an overly rapid increase
in farm outputol Such a diagnesis in the past has put more emphasis
on programs such as price support and output control. However, it
has also been realized that these programs do not solve problems of
farmers; as such programs neither provide farmers with adequate in-
comes, nor do they induce adjustment of resources,2

The resource adjustment problem in agriculture has been des~
cribed as stemming from the following four factors:3

1. The continuing drive by the farmers for use of technolo~
gical advances.

2. A high birth rate on farms.

3. A consumer demand situation placing a greater premlum on
increased output of non-~farm goods and services; and

L. The inability of an average farm size to realize the main
cost advantages of modern mechanization fully.

The need for the adjustment of resources arises due to the fact

that certain forces of adjustment are acting on individual farming

1G. S. Shepherd, Farm Policy: WNew Directions. Iowa State
University Press, Ames. 196L. pp. L7-35.

n
&

W.W. Cochran, Supply Management - The Way it Works. Address,
National Institute of Animal Agriculture, Purdue University,
April 9, 1962, p. 3.

BE, 0. Heady, Adjustment Problem in The Corn Belt and Midwest,
Policy for Commercial Agriculture, op. cit. p. 179
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anits so as to: (1) Encourage the operator to move off a farm which
is inadequate in size to fully employ the labor available. (2) En-
courage the operator on an inadequate sized unit to work additional
land, as it becomes available from people who leave farming to take
other work. (3) BEncourage the operator and his family who live on
an inadequate sized unit to seek part-time employment off the farm,
where they can't or don't desire to obtain additional land to work.

Tn most of these instances, incomes act as the main incentive moti-
vating the resource owners to take decisions which are favourable to
him, and in turn, to the industry as a whole.

A meaningful description of the problems of farm incomes, re-
levant for developing suitable public policies, can be made if certain
assumptions regarding farmers' interest in incomes are brought into the
picture. In economic terms it seems reasonable to assume that farmer's
interest mainly lies in attaining a level of income which could be rea=-
sonable in relation to that in alternative employments., At the same
fime he will also prefer to have a stable income that does not tend to
be chronically low. If these goals are correct, then the income pro-
blems for a farmer can be classified into three categories:

(a) Differences between the incomes of farmers and those of

non-farmers,

(b) Disparity of incomes within agriculture,

Yp. A Kutish, The Current, Situation in Agriculture, &4 Basebook
for Agricultural Adjustments in Towa. Part I, Sp. Rep. no. 20, lowa
State College, Ames, Octe L957.




(¢) Income instability over a period of time.

This Chapter is devoted to a discussion of the problem of dif-
ferential between farm and non-farm incomes; particularly as it relates
to comparison of efficiency of resource use in an economy. The other
two problems will be discussed in Chapter VII.

The analysis of economic efficiency is a very broad and complex
field, particularly at the aggregate level, At this level, a research
worker is concerned not only with defining the conditions under which
resources are used efficiently, but also with the explanation of the
existence of various productivity differentials. Such an analysis can
be undertaken from the standpoint of generation and distribution of
incomes in various industries of an economic system. Relative differ-
ences in the returns for the same factor in various industries may be
accepted as an indicator of maladjustment of rescurces in the economy.
Since increasing the efficiency of resource use 1s a necessary con-
dition for enhancing economic grdwth in the economy, its study and
analysis is very important. This chapter deals with the pattern of
incomes in the Canadian economy for its various industries and reglons,
The presentation in this chapter starts with a discussion of the
agricultural industry iu Canada, followed by a description of relative
incomes of agricultural and non-agriculbural industries. 4An gvalua~
tion of the factors affecting the efficiency of labor use in Canadian

agriculture is also made.
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I. CHANGES IN CANADIAN AGRICULTURE

Changes occurred in the agricultural industry in Canada can be
grouped into two categories: (4) Changes in the relative size of
agriculture, and (B) Changes in the structure of the agricultural
industry.

A, Relative Size of Canadian Agriculture: Industrialization and pros-

perity together with large immigration and natural population growbn
have made a strong impact on Canada's agricultural products and markets
since 1950.5 One such impact is the relative shift in the importance
of agriculbure in the total Canadian economy. This tendency has been
exhibited by the decline in the relative size of agriculture.

The declining relative size of agriculture in an economy has
been regarded as a natural law, originating from the consumers: It
has mainly resulted from consumers' behavior, as they put a higher
premium on wants of a particular type.

four measures were selected to estimate the relative size of
agriculture:‘ Size of agricultural labor force, value of agricultural

gross domestic product, value of agricultural production, and the

SM, Ogdon, Canadian Agriculture -~ Its comoetitive Position,
United States Department of Agriculture, Foreign Agriculture
report no., 110, July 1958, p. l.

6The Consumers' role in adjusting the pattern of production
nas been widely accepted. With increasing rate of economic progress,
certain products are demanded proportionally less than increase in
incomes; whereas certain others, in higher proportions.
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value of agricultural commodities exported.7 These indicators along
with the per capita personal income, which in a crude way represents
the rate of economic progress, are presented in chart 1.

The contribution of agricultural domestic products to total
domestic product in Canada during 1926-61, has remained fairly cons-
tant as compared to that of other items, particularly during 1935-50.
During 1951-61, it has indicated a continuous declining trend, perhaps
because of an unfavorable movement in agricultural prices relative to
prices of non-agricultural products. Almost the same trend has been
exhibited by the value of agricultural production. On the other hand,
exports of agricultural products have undergone a relatively rapid
change, except during the war years of 1940-43. Moreover, the chart
helps one to conclude that along with the rising trend of per capita
income in Canada, agriculture has been undergoing a decline in its
relative importance in the total Canadian Beonomy.

Directly linked with the decline of agricultural gross product
was the relative reduction in the size of the agricultural labor force.
During 1931-61, the agricultural labor force was reduced by approxi~
mately 479,000 persons, a decline of about 42.5 percent of its size in
1931. (Table IX.) Most of the persons displaced from agriculture
were absorbed by the non-agricultural sector. In Canada during the
period 1931-61l, the labor force has undergone miy occupational changes.

Total labor force in Canada during the 30 year period increased by about

7The statistical details for these items have been presented in
appendix (V).
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TABLE IX

PERCENTAGE DISTRIBUTION OF TOTAL LABOR FORCE BY MAJOR

OCCUPATIONAL GROUPS IN CANADA, 1931-61.

Occupation % to total labor force in Noin % Workers
P . 1931 1941 1951 1961 during in 1961
1931-61, as % of
1931.
White collar 2oLy 25,2 32.5 38,6 + 14,2 155.4
Manual 33.8 336l 37.6 34.9 + 1.1 67.2
Service 9.3 10.5 8,6 10.8 + 1.5 86.0
Agriculture 28.8 25.8 15.9 10.2 - 18,6 = L2.5
Other primary
industries 3.7 L8 Lo? 2.9 - .8 23.1
Not stated — o3 1.2 2.6 —_ ——
411 Occupations 100.0 100.0 100.0 100.0 - 61.7

Source: Occupational Trends in Canada 1931 to 1961. Department
of Labour, Economics and Research Branch, Sept. 1963, Ottawa.

62 per cent. A major portion of this increase was a result of an in-
crease in White Collar Workers, i.e., the proprietors, managers, prof-
fessionals, clerks, etc, Labor in the Service industries also showed
a substantial increase during this time period, In contrast to an
18.6 per cent decline in the agricultural labor force, there was an
increase of White Collar Workers by 14.2 per cent. A slight increase
in the manual and service class labor also occurred.

The majority of workers leaving agriculture were employed by
tertiary industries; mainly because agricultural development favours

(o)

their expansion.,O During the 1931-61 period, the contribution of the

8The tertiary industries, as already mentioned in Chapter V,
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primary industries, as a whole, to the utilization of the labor force,
in relation to the total was reduced by 18.7 per cent; out of which
9,L per cent was channeled into secondary industries and 13.9 per cent
into tertiary industries. (Table X). The increased size of the labor
force in the tertiary industries was made possible by an expansion of
government services and financial institutions, which have shown the

highest relative increase in their size.

Thus, during the last three decades, Canadian agriculture has

been undergoing a relatively rapid change. Particularly the relative
size of Canadian agriculture, as measured by the value added method,
has fallen substantially. The behavior of Canadian agriculture, as
exhibited in the past can be justified on economic grounds. In any
economic system, farm and non-farm sectors have certain relationships,
which in the long run are the changing ones. Agriculture plays an
important role in primitive (undevelopped)economics, and eventually
loses its dominance once an increasing pace of development sets in.

Close interdependence of agriculture and industry has always

existed in an economic society, although its patterns may be many in the

9

process of economic evolution, The linking factors that give rise to
the interdependence of the two sectors can be visualized as: (1) food

(2) raw materials, and (3) labor force,

are those which produce products whose income elasticity coefficient is
more than 1.0. Thus, as the income of consumers increases, 1t means
that the demand for these products should increase, which leads to
their expansion.

9P° Chang, Agriculture and Industrialization. (Cambridge:
Harvard University Press, 1949), p. 23-56.
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TABLE X
FMPLOYMENT DY INDUSTRIES AS A PBRCENTAGE TO THE TOTAL LABOR FORCE,
CANADA, 1931 and 1961.

Tndustr 1931§/ 1961 Hdin B Relative
sLry No. of % of o, of % of of the change
Workers total Workers total total
Agriculture 1115 28,5 671, 11.1 - 170 - 39.6

Other Pri,b

industries 169 L3 183 3,0 - 1.3 8,2
Total Pri.

Industries 128.4 32.8 857 1.1 - 18,7 - 33.3
Manufacturing 630 16.1 1515 25.2 9.1 140.5
Cons., 256 6.5 LO6 6.7 a2 58,6
Trans, 325 8,3 509 8,0 .L 56,6
Total Sec.

Industries 1211 30.9 2430 0.3 G o 100.7
Trade 387 9.9 983 16,2 6,3 154.0
Finance 91 2.3 239 3,9 1.6 162,6
Govt. Serv, 116 2.9 382 6.3 S 229.3
QOther Servog/ 649 16,6 1160 19.2 2.6 78,7
Total Ter,

Industries 1243 30,7 2761, L5.6 13.9 122.3
Unstated 171 L6 — —_ — —

Total AlLl

Industries 3909 100,0 6049 100,0 - 5Le7

é/The figures were adjusted for changes in the definition,

l)/They include Forestry, Fishing and trapping, lMining,
Quarring and 0il Wells,

c . . . . .
They include, business, personal, community and public and
recreational services,

Source: 1931 census for the figures of 1931. TFor 1961,
T. F. Furniss and S. W. Garland, Agriculture in the National Fconomy.
Tconomics Division, Canada Dept. of Agriculture, Ottawa, Hov, 1963.




103

Interrelationships of food can be defined as a function of
natural population and occupational shifts. As food is one of the
basic necessities, agriculture is usually treated as one of the mosi
important industries. Supply of basic raw materials forms the second
link. During the process of economic development, industries using
agricultural products increase. Theoretically if agriculture has
predominance of such products, its cyclical fluctugtions should run
parallel to industry. Hansen analogized it as "Agriculture becoming
more gnd more the football of businessa“lo Technological development
and distribution of natural resources furnishes the third link. The
farm sector is one of the most important contributing sectors, parti-
cularly with respect to the labor force, Mobility of surplus labor is
regarded as a consistent answer to the low farm income problem. It
has been argued that if freedom of choice to work either in agriculture
or out of it can be achieved or maintained, real incomes to farmers
should not long remain far out of balance with real incomes in compa—
rable non-farm occupations, evén though urban workers and industries may
have somewhat more direct control over prices and incomes than have
farmers.l

B. GChanges in the Structure of Agricultural Industry: - The Agricul-

tural industry in Canada at present consists of 481,000 farms,

10.
A.H. Hansen, The Business Cycle and its Relation to Agriculture.
Journal of Farm Iconomics. dJan. 1932.

11

T. W. Schultz, Agriculture in an Unstable Economy. (lNew York:
YcGraw Hill Company, 1956) pp. §5-97.
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supporting about 2.1 million persons, directly or indirectly. The
relative size of the industry during the last thirty-five years, as
revealed by the aggregate tendency of its share of the total is
declining. This declining trend has led the industry to undergo many
structural changes. The various structural changes in the industry
can conveniently be divided into three categories: Changes in the
(1) agricultural organization, (2) agricultural inputs and outputs,
and (3) farm income situation.

(1) General Pattern of Changes in Agricultural Organization: - The
ma jor change in the Canadian agricultural organization has been one
of the changes in the number of farms. The number has reduced, mainly
due to “the migration of marginal and sub-marginal farmers to other
sectors of the economy. Between 1921 and 1961, there was a drop of
230,000 farms. This is about thirty-one per cent of the 1941 number
of farms. The change was one of continuous decline, (Table XI).

The decrease in the number of farms has alsoc been accompanied
by a decrease in the number of owner occupied farms, but not in the
same proportion. The fall of the owner occupied holdings is rela-
tively less pronounced than that in the total holdings except during
1956-1961. This partly may be explained in terms of the mobility of
labor by type of farmers. For example, with increasing prosperity in
the non-farm sector, the small farmers may. start leaving farming first.
But many of thesg farmers may, during such periods, not leave com—

‘ . . . . , . L. L2
pletely; they might tend to remain partly attached to it.

12 . . . . .
It will occur particularly in areas which are economically
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TABLE X1

TRENDS IN CANADIAN AGRICULTURE, 1921-61
(Index 1941=100)

Indicators. 1921 1931 1941 1951 1956 1961
No. of farms 97 99 100 85 78 66
Owner occupied

farms 111 106 100 87 80 bl
Average size of
farm 83 9L 100 118 127 151
Improved area per
farm 79 oL 100 123 138 169
Capital Investment
per farm - 124 100 261, 30L L73
Cash Income
per farm - 52 100 361 370 501

Source: The figures for these variables are taken from the
Hand-Book of Agricultural statistics, and its supplements - Trends in
Canadisn Agriculture. Dominion Bureau of Statistics, Reference paper
no. 25 (21-503), Aug. 1955

Rapid technological changes have contributed to the change in
number of farms and to the change in economic structure of agriculture.
Agriculture has been regarded as undergoing a technological revolution.
The revolution includes the mechanization and electrification of farms,
replacing man power and horse power with engines, blological changes
such as hybrid corn, use of fertilizers and insecticides. It has

resulted in the increased average size of farm, increased improved area

very progressive, and very close to industries. In the vicinity of
big industrial concerns, many farmers may be working full time, in
the non-farm s ector; whereas in the crop season they might also
undertake certain part-timely jobs in agriculture.
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per farm, and increased Capital investment per farm. Capital invest~
ment per farm in 1961 was 373 percent of the 1941 level (Table XI).
Most of this increased investment is accounted for by machines, larger
inventories of productive livestock, and by increases in the value of
farm land.

(2) Changes in The Farm Inputs and Output: - lost of the technical
changes in agriculture increased farm output from a given set of con-
ventional resources; that is, the industry produces more per unit of
resource now than about three decades ago. The output of farm products
in Canada, though fluctuating violently from year to year, has been
increasing continuously during 1931~61l, The index of farm output rose
by 72.9 percent of the 1935-39 base during the years 1926-61. (Table XII)
Farm output decreased during the early depression years, but during the

13

post-depression period ™~ it showed a rapidly increasing change. A part
of the increase in the value of output can be attributed to the changes
in the pattern of production. A shift from low profit enterprises to
higher profit ones, gives rise to an increased value of production over
a period of time,

During the last thirty-five years, the pattern of production has
undergone a considerable shift from crops to livestock. Cash income
from crops was reduced from 53,7 percent during 1926-30 to 36.6 percent

during 1955-60, i.e., a decline of about 16,1 percent of total cash

income during this period. (Table XIII).

Drhe total period 1926~61 can be divided into 3 sub-period:
Pre-depression, which spreads from 1926-29, Depression - which spreads
from 1930-40, and post-depression, which ranges from 1941-61.
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TABLE XII

QUTPUT AND INPUT INDEX FOR CANADIAN AGRICULTURE, 1926-61
(1935-39 = 100.)

Period Farm Index Farm Index Productivity
output 1935~39 Input at 1935-39 Index
at 1935-39 = 100 1935-39 = 100 1935-39 = 100
prices, prices
Mille $ Mill, $
‘‘‘‘‘‘ 1926-30 788,42 105.8 1113.79 100.3 105.5
1931-35 706,71 97.6 1095.26 98.8 98.8
1936-40 77727 1044 1113.69 100.7 103.7
1941-45  1067.08 141.9 1138.16 101,9 139.3
1946-50  107L4.33 1443 1274,11 114.9 125.5
1951-55  1214.97 163.1 1283,72 115.7 141.0
1956-60  1298.41 1743 1305.18 117.7 148.1
1961 1330.7L 178.7 1360,69 122.7 146.7

Source: Estimated on the basis of data obtained from Dominion
Bureau of Statistics, Hand Book of Agricultural Statistics, Fart Il.

Livestock products have occupled a place of preference in the production
pattern of farmers. In the long run this shift can be explained by the
preference of the consumers, expressed by the relative changes in the
prices of these products. The ratio of prices of animal products/crop
products has risen as high as 1.49 in 1961, as against only 0.99 during
1926~31, (Table XIV).

On the input side, it was indicated by the table XIL that the
value of farm inputs in constant dollars has increased less than the

value of output. As a result, the ratio of the two indices, expressed
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TABLE XIIT

CHANGE TN THE PATTERN OF PRODUCTION BY MaJOR CATEGORIES
CANADA, 1926-61 (AGRICULTURE)

Period Total cash
income from
farming including
suppl. payment. Crops Livestock Otheré/
in current $

Percentage of the total income
contributed Dby

1926-30 907.9 537 L5 3.8
1931-35 L67 .2 L3k 51.8 L8
1936-L40 666.9 4377 51.1 5.2
1941-45 1401.7 39.2 5Leb 6.2
1946-50 2132.2 L7 53.2 5.1
1951-55 2641.2 38.8 53.1 8.1
1956-60 2756,8 36.6 56.8 Lob

a . . .
—/Includes the fruit, wool, honey, mple products, fur farming,
and forest products.

Source: Calculated from the Dominion Bureau of Statistics,
Hand book of agricultural statistics, Farm Income, Part II

as a productivity index, has risen continuously during 1931-61. This
measure estimates the productivity in relation to all resources used,
and has been regarded as one of the best measures,.

Tn order to obtain a detailed view of inputs in farming, constant
(1935—39) dollar expenditures were broken down according to major cate-—

gories. This data was reduced to input per unit of production, and

14

E. O, Heady and E. G. Strand, Bfficiency within Awmerican
Agriculture, Journal of farm economics. Volume 37, 1955.
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TABLE XTIV

RELATIVE MOVEMENT OF PRICES AND PRODUCTION PATTERN IN AGRICULTURE
CANADA, 1926-61, (Base 1935-39 = 100)

Period Price Index no. of Ratio of Shift in

Field Animal Ani./Fld, los.é/prod, as

Prod, Prod, prod., prices % of total.
1926-30 137 135 .99 —
1931-35 72 &3 1.15 - 9.3
1936-L0 100 103 1.03 - .7
1941-45 127 153 1.20 + 3.4
1946-50 154 238 1.26 - 1.3
1951-55 187 276 1.47 Y
1955-60 - 176 263 1.49 + 5.7

Q/Livestock

Source: Prices were taken from Canada Year Book, and the last
colum was calculated with the help of data presented in table XIIT.

5 During the 1935-61

taking 1949 as base, it is presented in chart two.
period the requirements for hired labor were reduced substantially. The
index of labor cost per unit of output ranged between 250 per cent to
300 per cent of 1949 level during pre-depression years, decreasing to
only 85 per cent of the 1949 level during the years 1955-60. (Chart 2.).
Two possible explanations can be suggested for this decrease: (1) +the

agricultural output index is increasing, and (2) the relatively higher

earnings in the non~farm alternatives is forecing farm hired laborers

15The detailed table and procedure of working out these series
is presented in appendix VIL
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to migrate., Increasing mechanisation, as caused by mobility of labor,
may also become a cause of reduced labor needs in agriculture.

Chart 2 also indicates that the trends in the use of machinery,
fertilizer, and feed and seed have been increasing during this period.
(3) Changes in the Farm Income Structure: — The changes in farm prices,
resource inputs and production patterns have brought about a change in
the pattern of farm incomes during 1926~61l. IMajor characteristics of
farm incomes during this time are summarized in Table XV. The table in-
dicates that the ratio of gross income/production expenses has been decli-
ning during this period. Ispecially during the post-depression period the
gross incomes have failed to increase in the same proportion as farm ex—
penses. The proportion of incomes in kind of the total gross income has
also decreased from 21 per cent of the total gross income during the de-
pression period to 11 per cent in the post-depression period. This de-
crease may have been caused by the increased specialization in production,
amount of cash income, and availability of alternative sources of supply.

To sum up: The fechnical revolution in agriculture has caused
the industry to undergo many economic and structural changes. It has
mainly resulted in a state of over-production in agriculture, which accom-
panied by the nature of farm prices has created an adverse effect on farm
income levels. A part of this adverse effect has been counterbalanced by
resource mobility and adjustment between various sectors of the economy,
as indicated by small number of farms, their increased size and capital
investment. If mobility of labor is postulated as mainly a function of

relative differences in the labor incomes. between farm and non-farm
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TABLE XV

FARM INCOME STRUCTURE IN CANADA, 1926-61,

(Average of each year)

o Total .Prodo get Cash SUpp. Eind Zati?“/
Period. Gross Hxp. Income Income pay. as 1inco. of GI
Income, as % of % of as % pro.
Gr. Inco. net inco. to GI,Q/ exp .~
M1l., $ Per Cent
1926-30  1143.9 612.0 531.9 793 - 20.8 1.87
1931-35 622,14, 45945 162.9 75.0 - 26,1 L1.35
1936~40 865.3 501.9 363.3 76.8 0.6 20.3 L.72
1941~45 1592.9 728, L 864.5 86.2 32 14,6 2,19
1946-50  2415.4  1135.8  1279.6 87.6 1.2 12.1 2.13
1951-55  3130.8  1567.7 1563.1 8.0 0.7 10.6 1.99
1956-60  3094.3  1812,7 1281.6 88,0 2.6 10.9 1.71
1961 30544 1979.7  107L.7 96,6 3.3 1.1 1,5k

Q/Gross Income
1%

Production Expenses.,

Source: Compiled from Dominion Bureau of Statistics, Hand book
of Agricultural statistics Part II, Farm Incomes,

sectors; it will follow, as its direct consequence, that farm incomes
are not moving in the same direction and with the same rate of growth
as non~-farm incomes, Before any final conclusion can be made, 1t is

necessary that actual differences in the returns to labor employed in

the two sectors should be investigated,
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TT. RETURNS TO LABOR IN THE CANADIAN ECONOMY: BY INDUSTRIES.

The investigation into the problem of differences in returns
to resources employed by various industries has been conducted only
for the factor 'labor'. Unavailability of data on certain aspects of
capital and entrepreneur's incomes restricted the analysis to labor
alone. 1In this case the analysis has been presented by dividing the
total labor income into the income of wage earners and that of self
employed workers, The income of the total labor force has also been
shown along with these two incomes. The income of the labor force in
non~farm sectors was estimated for all the industrial groups, as pre-—

viously mentioned.

A. Total Labor Income Disparity: Farm and Non-farm=By Industries: -

The farm income situation in Canada has been stated as one of chronic
depression and uncertainty, no matter what income measure one applies.
The results of the analysis for total labor income are in full agreement
with this statement., (Table XVI). Labor income per nermalized man
equivalent (WME) on farms during 1926-61 has exhibited a general ten-
dency of being at a low level and having wide fluctuations,l7 During
the depression years labor income per WIME was extremely low, but in the
later period it increased at a rapid rate. On g per NME basis its peak

of $127L was attained during 1951-55, but falling again in the late

16.. . . y . .
i, Brownstone, Agriculture, Edited by M. Oliver, Social

Purposes for Canada, (Toronto: University of Toronto, 1961.) p.309.

17These fluctuations will be discussed in Chapter VIL.
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TABLE XVI

/
(BY INDUSTRIES) TOTAL LABOR INCOME

PER UNIT OF LABOR IN CURRENT DOLLARS IN CA

Labor s
LaBoR_mooue PAR maLEY T Tncome E“ﬁ?ﬁm
Tarm NP 1G/IF 2 NF 3 NP 4 DNF 5 Noa-  pel Or RS
Period | farm NMD~/ % %
S D T A= Y o< A Farm  NME MU

1926-30 243 1372 1469 1686 1647 1507 1549  Z11 15.7 20,1

4 883 1108 1226 1352 1278 1198 5 o3 e

9 1374 1194 1550 1328 1347 223 1269 16,5
194145 579 2155 1871 1817 2223 1966 1954 741 29.6

1946-50 881 3182 2418 2477 2943 2907 2678 1128 32.9 42,1

1951-55 1274 4129 3592 3141 4157 3639 3664 1631 34.8 44..5
1956-60 1123 4568 4232 3361 5497 4660 4488 1437 25,0 32,0
1961 889 4747 4513 3819 6186 5563 4835 1138 18,2 23,3

ﬁ/ The code of the concept of income used for this computation is
T el The labor force for non~farm sector has been expressed in fterms of
{E but that for the farm sector hes been expressed both in terms of
mmﬂ end MU, For further details of these concepts see p, 75.

b
/

2y, oy in the discussion and tables is used as an abbreviation
for the tern ho molized Man Equivalent,

&y

These are the industrial sub-groups in the non~-farm sechor. The
group NF 1 represents resource industries, NF 2--mapufacturing industries,
iF 3——other secondary industries, IF 4=-tertiary industries, excluding
ervices, end NF S--gervice indusiries,

‘::1 Co

[}

Ues is used as an abbreviation for Normalized Ian Unit.,

L L i ul ol

ation with the help of data obltained from Dominion

fifties., Hon-farm incomes, on the contrary, have shown & well~defined
2 Vg

gradual incressing trend, except during the early depression years.
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The wide disparity in farm and non-farm incomes can be indi-~
cated by the ratio of farm incomes to non-farm incomes. The striking
impression of this ratio is its low size. The ratio in the depression
yvears was the lowest but it has been rising slowly since that period,

On a per NME basis, the ratioc of farm total labor income to that of non-
farm income varied between 12.9 per cent to 34.8 per cent (excluding the
early depression jears of 1931-35). DBut when farm labors’' income was
accounted on a per Normalized man unit (NMU) basis, this ratio varied
between 16.5 and LL.5 per cent. However, on the basis of either of these
figures the overall conclusion remains unchanged.

An analysis of incomes in the non-farm sector, by industries,
reveals that this sector is not composed of homogeneous industries in
terms of income levels of toﬂél labor, Industries differ not only with
respect to level of incomes, but also the rate of change in their levels
has been different over the period of time, During the post depression
period, service (NF5) and other tertiary (NFL) industries have shown a
rapidly increasing tendency in the incomes of total labor. On the other
hand, income in the other secondary industries (WF3), has shown a very
slow rising trend. If a ratio between income of total labor in farm and
that in other secondary industries is computed, then farm incomes rate
slightly better than the rating with over all non-farm incomes. (On per
NMU basis the ratio ranged from 18.7 per cent in 1931-35 to 51.9 per cent

A\

during 1951-55). However, even in this case the conclusion of lower farm

incomes remained unchanged.
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Income of total labor, as previously indicated, may conceal
certain important charascteristics. An attempt to reduce the effect
of aggregation factors was made by breaking down the total labor force
according to the status of the workers, i.e., into wage earners' and

self employed workers,

B. Farm and Non-Farm Wage Farnings: - The income of wage earners, i.e.,

those who sell their labor to the business (corporate or personal) sector,
in Canada has indicated almost the same trend as that of total labor in-
come, particularly in the non~farm industries. In these two sectors, the
tendency of wage earnings per NME (or NMU) has been that of a rapidly
increasing one., However the rate of increase in faim wages was rapid
during 1941-50, resulting in a sharp increase in the farm/non-farm wWage
earning per NME (or NMU) ratio. During the depression period a farm
hired worker received much lower incomes than that received by a non~farm
wage earner (the ratio of F/NF was around 20 to 22 per cent in terms of
NME, and 26 to 28 per cent in terms of NMU, Table XVII). In the post-
depression period, the average farm wage earnings per NMU varied between
31.7 per cent and 40.3 per cent of non-farm wage earnings.,

In order to have a detailed picture of wage earnings, a cross-—
classification of the non-farm sector by industries was also made. ZEven
within this sector a wide disparity in the levels of wage earnings
existed. Laborers, in the fishing industry, were the lowest paid of this
group. Their incomes ranged from $489 per year during 1931-35 to $2777
per year during 1961. (Table XVIII). On the other hand, wage earners in

tertiary (NF 4.) industries have earned very high levels of income.
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TABILE XVIT
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TABLE XVIIZT

ANNUAL AVERAGES OF WAGES AND SALARIESQ/ OF WORKERS PER NME
BY INDUSTRIES IN CANADA, 1926-61

Period Fishing NF 1. NF 2. NF 3, NF 4, NF 5,
Dollars
1926-30 1226 1725 1504, 1832 1661 1514
1931-35 489 1079 1120 1341 1570 L1447
1936-40 51 1459 1438 1308 1836 1546
194145 1358 2354, 1857 1762 2187 1872
1946-50 2225 1,003 2411 2461, 2996 2942
1951-55 22178 5147 3659 3097 L307 3822
1956-60 2399 5808 1,306 3834 5721 L687
1961 2777 6385 4593 380L 6592 5610

é/The concept used for income measurement was Ig2. For labor
force wage earners only included the persons who were hired for remu-~
neration. The terms NME and NMU for non-farm sector are identical, as
there is no hours of work adjustment.

Source: Estimgtion with the help of data obtained from
Dominion Bureau of Statistics.

remunergted at different levels.

Such a disparity of farm and non-farm wage earnings can be
explained on the basis of responsiveness of the farm labor force tc
incomes in alternate non-farm employments. Theoretically, the supply
of labor to agriculture is a funcition of the wage in agriculture, the
wage Tor comparable labor in non-agriculture, the level of unemployment,
and the growth of the farm labor force due to an excess of additions

(individuals living on farms reaching working age) over withdrawals
fun)
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(from death or retirement)18o If labor in the agricultural sector is
very conscious of the wages in alternative non-agricultural employment,

ceteris paribus, the supply of agricultural workers will be reduced;

resulting in an increase in agricultural wages,

Inter-industrial differences in wages may also be explained
through differences between the dewmand for and supply of workers in an
industry, the bargaining power of workers, the technical skill required,
and the type of risks involved in certain employments. One of the main
reasons for such a rapid rise in the level of wages in the non-farm
industries may be the increase in labor unions. The membership of unions

19

increased by 365 per cent during 1931-61. The role of labor unions in
enhancing the wage level has been accevted by many economists. The OEEC
clearly indicated five reasons which made it believe that wage negotia-
tions were the dominent factors in the upward movement of wages:

(1) wages increased when there was no real shortage of labor, (2) wages
have increased in an industry when there has been unemployment in the
industry, (3) in some countries substantial unenployment was prevalent
througnout the period and there was never any real strain on the labor

market due to demand (4) often wage increase was out of proportion with

what management would have been prepared to pay to obtain additional

l8D. Gale Johnson, The Nature of the Supply Function for
Agricultural Products, The American Economic Review, Vol. XL, No. 4,
Sept. 1950,

Q
l/Dom:'micrn Bureau of Statistics, Canada Year Book, 1962,
For further details on the empirical evidence for some of these factors,
see Appendix (VI).
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workers, and (5) movement of wages has been continuously upwardazo
Though, this analysis has not estimated the effect of these

factors on the wage levels of farm and non-farm hired lahkorers, it may

be regarded as an important facet of general equilibrium problems,

The extent these factors affect the adjustment of farm labor may be

suggested as an ares needing further investigations.

C. Income of the Self Employed Workers: — The second sub~category of

the total labor force is that of self-employed workers. This group
includes the farm proprietors in the farm sector and business proprie~—
tors and professional workers in the non-farm sector. When the incomes
of these workers, exclusively as a reward for labor, were compared in
the two sectors, the overall income of farm operators was seen to have
been lower than that of non-farm self-employed workers., During 194161,
the highest income was $1353 per WME ($1732 per NMU). These incomes
rose between 1941~55, but in the following period fell. (Table XIX).
Non-farm incomes én the other hand, indicate two distinct features,
First, they have been increasing, almost continuously during this period,
and second, the level of incomes has been higher than that of farms
operators. The non~farm income was lowest during 1941-45 ($2212) and
thereafter increased to $3804 in 1956-60. The ratio of the two incomes
per NME was 29 per cent during 1941-45, rose to about 46 per cent in

1951-55, and fell back to 18 per cent in the latter period. (On NMU

QOW. Fellner et. al., Organization for Buropean Zconomic Coop-
eration - Rising Prices, (Paris, 1961). p. 48. However, certain authors
have also shown opposite views on this issue. But most of the economists
agree with these findings.
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bagis the ratio ranged in between 22,8 and 5%.5 per oen’c)a

An dindustrial cross-clagsification of non~farm sectorfs income

indicated that self-employed workers were highly vpeaid in the service (m 5)
and tertiary (vF 4) industries, The high incomes in the service industries
may be due to the inclusion of professional workers in this industry. A4s
the dncomes of these workers were ni of non~professionals,

it raised the overall average of the industry. Comparatively, self-employed

ries were the most poorly paid. The

ries ranged between $1249 and $1576 per

average income in these indus
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NME; which in a few years were even lower than those earned by farm
oéerators.~

If the incomes of wage earners and self-employed workers are
compared simultaneously, an interesting feature of income according to
type of workers will be found. This feature is that wage earnings in
many industries were higher than the incomes of self-employed workerse.
Such was the case for the non~farmsctor as a whole., In 1956-60 the
average difference between these two incomes was $750 per NME,ZI The
validity of this difference may be supported on the basis of change in
the types of workers during 1941-61l. During this period the proportion
of s elf-employed workers to total labor force decreased by 3.3 per cent,
whereas the percentage of wage earners to total labor increased by
5.3 per cent during the same period. (Table XX).

Various explanations can be suggested for the existence of the
higher incomes for wage earners relative to that of self~employed workers.
Perhaps the best explanation lies in the difference in the nature of the
two incomes. Wage earners have a fixed salary, determined much in
advance of the start of production whereas the income of the self-employed
workers 1s a residual sum. This residual to the owners is usually a com-
bination of the earnings of resources owned by the operator including the
labor contributed by family members, The lower incomes of self-employed

workers may also be an outcome of risk and uncertainty in the business,

P

(from table XVII) and average income of self-employed persons during the
same period was $380L per NME. (Table XIX).
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TABLE XX

DISTRIBUTION OF THE TOTAL LABCR FORCE IN DIFFERENT INDUSTRIES BY

TYPE OF WORKERS 1IN CANADA, 1941-61
(As percentage of the total labor force)

Employer and VWage earners Unpaid
Industry own account family

WOTKers. workers.

1961 A in 1961 A in 1961 /N in

1941-61 1941~61 1941-61

Agriculture 62.2 + 2,6 18,2 + 1,6 19.6 - 4.2
Resource 12,5 - 9.5 87.0 + 10.2 5 = LY
Manufacturing 3.0 - 3.3 96.6 + 3.5 = W2
Transport 10.3 - .2 §9.5 + o 2 = Ll
Trade 4.7 - 8.1 83.8 + 8.0 1.5 + .1
Services 9,6 - 3.5 89.7 + 11.1 T = 7.6
Non-agri. 9.3 - 3.3 90,0 + 5.3 7 = 2.0

Source: Estimated on the basis of data obtained from the 1941
and 1961 census, Volume III.

which affect the residual sum left for the entrepreneur. The large
number of small sized business units included under unincorporated non—
farm business may also be suggested as another explanation for the
relatively lower incomes of self-employed workers.

Thus, on the basis of the above analysis the main conclusion
drawn is that in the Canadian economy, returns to farm labor have not
been at par with that of non-farm labor. The disparity between farm and
non-farm labor income differs in case of wage earners and self employved

. 22 .
workers as shown in Chart 3. However, any such conclusion may be

22
The ratio of farm and non-farm incomes in different years,

according to type of workers is presented in Appendix VIII.
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slightly erroneous, mainly because of the fallacies of the national
aggregates. In order to be more specific and in order to develop a
suitable base for public policies some detailed analysis of income
levels and the pattern of income disparity must be undertaken. In the
following section, the disparity between returns to farm and non-farm
labor is analyzed on a regional basis.

IIT. DISPARITY BETWEEN RETURN TO FARM AND NON-FARM LABOR: BY REGIONS:

A. Regional Setting of the Canadian Economy: — Canada has traditionally
been divided into five regions: the Maritimes,23 Quebec, Ontario, the
Prairies and British Columbia. The Maritimes include the provinces of
Prince Edward Island, Nova Scotia and New Brunswick., The Prairie region
includes the provinces of Manitoba, Saskatchewan and Alberta.

These five regions differ considerably with respect to the size
and relative importance of farm and non-farm sectors. In Table XXI,
the industrial distribution of the total labor force in the different
provinces is presented. In only the Prairies, does the table reveal
that the agricultural industry absorbs a major part of the total labor
force, In Eastern Canada, manufacturing seems to be the main industry.
In 1961, manufacturing absorbed 26,3 per cent and 26,8 per cent of the
total labor force in Quebec and Ontario respectively. The next largest
user of labor in Quebec was service industry with 25.4 per cent of total
labor.

With regard to the contribution of different regions to the total

agricultural industry, the Prairie region may be referred to as the most

23Due to unavailability of Data for Newfoundland, the term
Atlantic provinces could not be used,
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TABLE XXI

INDUSTRIAL DISTRIBUTION OF LABOR FORCE IN DIFFERBNT REGIONS, 1961
(4s percentage of the total labor force.)

REGIONS

Tndustry Maritimes Cuebec  Ontario Prairies Br. Col.
Agriculture 7.5 Tols 7.0 24L.3 1.0
Resource 8.7 L0 2.6 3.0 5.8
Manufacturing 14,6 26.3 26.8 8.9 19.5
Transport 17.5 16.2 14.5 16.6 16.6
Trade 20.0 17.5 19.5 18.7 21.1
Services 31.6 25,1 11.2 25.8 29.4
Unstated ol 3.2 18.4 2.7 3.6

Source: Compiled from 1961 Census, Part III.

important contributor. In terms of total number of farms, total agri-
cultural labor force, and total cash income, the Prairie region
'accounts for Lh.l per cent, L4.3 per cent and 45.5 per cent of the
total, respectively. (Table XXII). In terms of the same character-
igtics the other regions rank in the following order: Ontario, Guebec,
the Maritimes and British Columbia.

Thus, with respect to the importance of farm and non-farm
sectors, the provinces do not share the same proportion. The relative
differences in the importance of farm sectors, may be postulated to
have a direct relationship with the agricultural prosperity in different
regions. In order to test this relationship, the regional pattern of

farm and non-farm incomes is analyzed.
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TABLE ZXIT

REGIONAL STRUCTURE OF CANADIAN AGRICULTURE

% of total % of total % of total % of total in

Region farns*}n agri. l§E7 cash inco. C.1. from L.3. inc.

1961.2 in 1961.%  in 1956-60. Crop. L.S. during
1926-30

to 1955-60.

Maritimes 6.6 5.2 Lol 2l 65,2 + 9.8
Quebec 19.9 20.5 14.9 9.9 83.6 + 16,2
Ontario 25.3 26,1 30.5 5.7 T3k - 1.6
Prairies L1 L3 L5.5 56,6 L3.2 + 22.3
Bri. Col. L.1 3.6 Loty 6.9 8L.8 + 28.8

é/The percentage has been calculated by taking the Canada as
consisting of the provinces under study.

Source: Total Ffarms no. was taken from I. F. Furniss and
S. W. Garland, op. cit. p. 3.
Tiabor force was calculated from the 1961 census and the income statistics
was taken from the Hand book of agricultural statistics, Part Ii.
Dominion Bureau of Statistics,

Cas . 2 . . .
B. Farm Incoms Situation: h_ The analysis of farm incomes in the

regional aspect, was conducted in the same way as for industrial
incomes, that is by dividing the total incomes into wage earnings
and self-employed workers'! incomes.

The incomes of the total labor force in agriculture are
presented in Table XXIIT. The most important feature of this table

is that it shows very wide variations in income levels of various

2L
Farm incomes in this section have been expressed in terms
of per NiE basis, and not in terms of both NWE & NMU. However, while
analyzing disparity of farm and non-farm incomes, both sets of data
were considered.
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TABLE 0011
FARM INCCMES-REGIONAL DISTRIBUTION PER NME OF TOTAL LABOR DURING 1926-61

AND THEIR INDEX (CANADA= 100,)

REGIONS,

Period. Mari, Gue. Cnt. Prai. Br. Col.
DCLLARS
1926-30 172 130 290 333 282
1931-35 73 12 61 - 91 112
1936-40 141 139 203 178 252
19L1~45 325 L02 568 584 640
1946-50 39L 587 865 1069 845
1951-55 1,69 891 1231 1653 1117
1956-60 498 835 1278 1161 1079
1961 379 €99 1458 783 1530

Index Canada = 100
Per cent.

1926-30 70.8 53.5 119.3 137.0 116.0
1931-35 a/ a/ af a/ a/

1936-40 81.0 79.8 116.7 102.2 1L4.8
194145 56,1 69,4 98.1 100.9 110.5
1946-50 LL.7T bbb 98,2 121.3 95.9
1951-55 36.8 69.9 96.6 129.7 87.7
1956-60 Ll .3 Tho3 115.8 105.1 96.1
1961 L2.6 101.1 164.0 88,1 172.1

a/ . - ,
Because of very small average income for Canada the
percentages have not been calculated.
[

Source: Estimated on the basis of data obtained from Agricul~
tural Division, Dominion Bureau of Statistics.,
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/
FARM WAGE EARNERS' INCOME FER IME, CANADA BY PROVINCES, 1931~612/

-

REGIONS
Feriod. Mari. Que. Cnt . Prai. Br. Col,

DOLLARS

1931-35 12 2L2 304 263 241
1936-40 228 292 379 326 3L
19L1-L5 400 397 L97 519 L68
1946-50 631 589 896 923 864
1951-55 854, 8e2 1339 1231 15321
1956~60 1146 1142 1582 1140 1499
1961 1162 1154 1500 1116 1542

=5 1 o
—/The years 1926-30 were excluded because the data for labor
force by provinces was not available.,

Source: Bstimated on the basis of data obtained from Agricultural
and Labor Divisions, Dominion Bureau of Statistics.

A partial explanation for the regional uniformity in wage
earnings, through time, may be given as follows: Wage earnings in the
farm sector are usually influenced by non-farm incomes. I1f the non-farm
incomes in a particular region are higher, there will be a higher rate

of hired labor migration, and very scon it will adjust the agricultural




wages to a higher level. The same argument will apply to the adjustment

of wage level between regions. If regions differ substantially in wage

earnings levels, labor mobility to the attractive regions will tend to

equalize the wage level in both the regions,.

M

Larger regional disparities in income of total workers and
relative similarity of wages indicate that the income of the farm
operators will have a higher regional disparity. The average income
of the farm operators ranges widely through time as well as among regions.
(Table ¥XV). The incomes of the operators was highest in the Prairie
region. Along with being higher, incomes in this region have also been
very low during the depression. The incomes in this region varied

25

between $ —406"7 and $2280, during 1931-61l., A chronic lower level

of incomes has been observed in the case of the Haritime provinces,
which did not suffer comparatively as much during the depression period.

Incomes in this region dropped to $ -21 in 1931-35 but rose only up to

$483 during 1955-60. Quebec, British Columbia, and Ontario can be

arranged in an ascending order between the lMaritimes and the Prairie
Drovinees.

To sum up: farm incomes in their regional pattern vary consider-

ably. This variation is not only regional in nature, but also varies

25 . . s . .. .
SNegatlve incomes during depression periods were obtained
because of very low gross incomes.
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TABLE XXV

FARIM OPERATORS' INCOME PBER NME BY REGICNS, 1931-61.

REGTIONS.
u

Periocd. Mari. Gue., Ont. Prai, Br. Col.
Dollars.
1931-35 -21 - 104 - 85 ~4,06 28
1936-40 YA 58 141 148 282
1941~L5 198 262 597 866 737
1946-50 2L5 363 815 1429 631
1951~55 374 6L8 1077 2280 626
1956-60 L83 516 920 a4l 518
1961 231 579 929 1206 548

Source: Estimated on the basis of data obtained from Handbook
of Agricultural Statistics, Part II, Dominion Bureau of Statistics.

through time. loreover, this variation is more prominent in the case
of farm opersgtors' incomes than in the case of wage earnings.

C. Non-Farm Income Situation: - An analysis identical to that made

for farm incomes was employed in the case of analyzing non-farm incomes,

The regional pattern of incomes of Taram and non~farm sectors, except

for their differences in levels, may be characterized as fairly similar.
Here again, the Maritimes region received lower incomes per NME, than

~

those of other regions. Table XZVI). Income in this resion varied
& &

from $903 during 1931-35 to $3372 during 1955-60. The highest income
among all the regions for most of the years was received by Labor in

Ontario, and the incomes of workers in the Prairie region ran close to it.




TABLE XXVI

REGIONAL NON-FAREK TOTAL LABOR INCOME PER NME, 1926-61

AND ITS INDEX (CANADA = 100.)

REGIONS.

Period. Mari. Gue. Cnt. Prai. Br. Col.
Dollars
1926-30 1248 1520 1641 1622 1459
1931-35 903 1154 1235 1172 1056
1936-40 1076 1299 1526 1291 1272
1941~L5 1577 1875 2080 1949 2009
1946-50 2225 2568 2785 2713 2643
1951—55 R788 3370 3814 3814 3907
1956-60 3372 L1LE L572 L657 LEL3
1961 3040 4705 5004 5105 5333

Index, Canada = 100.

1926-30 80.5 9.1 105.9 104.7 9L.1
1931-35 7543 96.3 103.0 97.8 8¢.1
1936~40 79.9 96,4, 105.8 95.8 9holy
1941-15 80.7 95.9 106.4 99.77 102.8
1946-50 83.1 95.8 103.9 101.3 96.7
1951-55 76.0 9L.9 104.0 104.0 106.6
1956-60 75.1 92.4 101.8 103.7 107.9
1961 62.2 96.3 102.4 104.5 109.1

Source: fHstimated on the basis of data obtained from Ngtional
Lccounts section, Dominion Bureau of Statistics.




When the incomes of the non-farm sector were analyzed for
different types of workers, a slightly different regicnal pattern was
observed for wage earnings and for self-employed workers' incomes.
Furthermore, in every region, particularly during the post-depression
period, wage =arnings tended to be higher than the self-employed workers!'
income on an equivalent labor unit basis.

The incomes of non-farm wage earners were highest in British

-y

Columbia. The average income per NiE in this region varied between

$L0L3 and %5497 during 1926-~61. The lHaritime region was again the lowest
in terms of wage earnings, where the range was between £1009 and $3459
per NME. (Table XXVII.)

In the case of self employed workers! incomes, the upper and
lower limits were provided by the Prairies and British Columbia (the

Prairies in the late post-depression period, and British Columbia during

the depression and early post-depression years) and the iaritime regions

respectively. (Table XXVII).

Thus the incomes of the non-farm sector are fairly high, ranging
between $903 and $5333 per WiME for total labor. They also tended to
gradually increase over time and showed a wide range among regions. The
regional pattern exhibited by non-farm incomes is fairly similar to
that of farm incomes. The Maritimes, Quebec, the Prairies, Ontario and
British Columbia could be arranged in an ascending seguence with respect

to income levels,

D. Relationship of Regional Farm and Non-larm Incomes: -~ The similarity

in the regional distribution of incomes for the two sectors indicates




TABLE X2VIT
REGIONAL INCOME OF NON-FARM SECTOR PER NME OF WAGE BARNERS

AMD SELP-EMPLOYED WORIERS 1IN CANADA 1926-61

REGIONS

Period. Maritimes Quebec Ontario Pragirie British Columbis
1 2 1 2 1 2 1 2 1 2
Dollars
1926-30 999 1653 1376 1567 1502 1681 1562 1652 1399 1443
1931-35 522 1009 689 1259 720 1338 700 1311 62€ 1013
1936-40 576 1242 735 LLLT 612 1573 7h2 1493 757 1564,
1941~L5 197¢ 1544 2083 1857 2347 2058 2206 1912 2329 1977
1946-50 296 2212 2100 2639 2753 2790 2L99 2715 2819 2687
1951-55 2355 2865 2L50 3482 307¢ 3895 3165 3928 3255 4083
1956-60 2841 3459 3245 L2145 3958 L630 LL02 1693 L2861 936
1961 2876 3065 3319 4869 3849 5121 4635 5178 LOGE 5497

1. Income of 3elf Imployed workers.

2. Income of wage earners.

Source:

Same as Table XXVI.

Get



they are related. Two measures to test this similarity were used. The
first measure was to calculate the correlation coefficient between the
incomes of the two sectors, and the second was to compare average ratlos
of farm and non-farm incomes in various regions.

The correlation coefficient between these incomes was estimated
by fitting a regression function. Theoretically, non-farm labor income
may be postulated to vary independently, and thereby aifecting the level
of farm incomes, by providing proper incentives to farm workers to improve
their earnings. The correlation coefficient between the total labor
incomes of these regions during 1941 and 1961 came to be 0.728. This
was significant at the one per cent level. The functional relation-

ship obtained for this period can be expressed as:

A
Y = 49 + 0.2397%¢ X
(0.050)
S = 285,6 2 = 052994 o6

where X = Average non-farm total labor income per NME and
Y = Average farm total labor income per NME.
The analysis clearly indicates that the level of incomes on farms
is related to the income level of its counterpart. Thus, in the long
run, incomes of farm people have tended to move much in the same direction
as incomes of non-farm pecple, although alt a lower level.
The analysis of the ratio of farm to non-farm incomes in various

regions provides an indication of the real income relationship between

26

% Hesns that the coefficlents are significant at one per cent

Lol
I

level.




the two sectors. The ratios have been calculated for incomes per NUE

as well as for those per HiMU. Basically the regional pattern of income

o

-

ratios has been the same for incomes per NME and per N

U. The discussion
in the following paragraph is presented for the incomes per NiU for
different tywves of workers,

mm

The ratio of farm/mon~farm total labor income per NiU, with the

n

exception of the Prairie, has been very close for different regions.
This regional pattern is consistent with that exhikited by farm incomes
per NME., On an average, during the period 1941-61, a worker in the
HMaritime region received a very low income, compared to a worker in the
Prairie Provinces. (Table XX I17). In particular from 1946 to 1955,
the Prairie farmers were much better off relative to the workers in the
corresponding non-farm sector. 1In the case of self-employed workers
in the Prairies, the ratio of farm/non farm incomes during this period
was as high as 92.2 per cent.

Two more conclusions can be drawn frowm the data presented in
Table XXVITT., First, the wage earnings in all the regions have moved

in the same direction, and a very close relation between the wages per

farm and non-farm sectors exists. Secondly, the incomes of self
enployed workers indicate a wide disparity in the income ratios for

different regions.

Having described the pattern of farm and non-farm incomes in
the Canadian economy, its implications should be discussed. The main
controversial issue is why such a differential of incomes exists in a

developing economy? At least two types of factors, which may create




TABLE XVIIT
LEGIORAL RATTOS OF FARM AND NON-FARN Jluleg, Y OTYPE OF WOREERS, IN CAHADA, 1941-61
(F.UFG)
Per NMI PER NMU
Period Mar., Gue. Ont. Prai. B.C. Mar Gue. Cnt. Prai, B.G,
Total Workers
L9L1~L5 20.6 21.4 27.3 29.9 31..8 26,4 27 3.9 38.3 L0.7
1946-50  17.7 22.8 31.0 3944 31.9 22.6 29.2 39.7 50.4 40.8
1951-55 16.8 26.4 32.2 L3.3 28.6 21.5 33.8 L1.2 55.4 36.6
1956-60  1h.7 20,1 27.9 25.3 22.2 18.8 25,7 35.7 32.4 28.4
1961 9.2 19.1 29.1 15,3 28,7 11.8 L1 37.2 19.6 36.7
Wage Barners
194145 25.9 20,8 2.1 27.1 23.6 33.1 26.6 30,8 3L.7 30.2
1946-50  28.5 22.3 32.1 33.9 52.1 36.5 28,5 L1.1 L3 41,1
195155 29.8 25.3 3ol 31.3 32.3 38,1 32.4 L1 0 L0.1 413
1956-60  33.1 26.9 3L.2 4.3 30.3 L2 Shaly L3.8 31.1 38.8
1961 37.9 23.7 29.3 21.6 28,0 L&.5 30.3 37.5 27.6 35.8
Self-Employed Worker
1941-L5  10.0 12.6 25.9 39.2 27,0 12.8 16.1 32.5 50.1 3L.6
1946-50 10,7  17.2 29.6 57.1 22.2 13.7 22,0 37.9 73.1 28.L
1951-55  15.9 26,4 34.9 72,0 19.2 20.3 33.8 Ly 7 92,2 2L.6
1956-60  17.0 15.9 23.2 32,7 12.1 21.8 20.3 29.7 41,6 15.5
1961 8,0 17 .4 2,1 26.0 13.5 10.2 22.3 30.8 33.6 17.3
Source: Hstimated with the help of data presented in Tables XXIIT, XXIV, JXV, LLVI and XCVIT,



a state of lower farm incomes, can be described: one group includes
those which are responsible for the generation of lower level of incomes
in the agricultural sector; and the other includes those which impede
factor price egqualization between different sectors. The Iirst category
includes differences in technical ability, lack of education, and
imperfect knowledge about alternative employment. DBefore a valid base
for public policies related to rescurce allocation may be developed,

it seems necessary that a study of these factors along with their effect
on the income disparity between farm and non-farm sectors should be
undertaken. Adjustment for differences in those factors, for which
empirical evidence 1s availsble will be helpful in deciding the product-
ivity of labor and thereby a path for resource allocation. 1In the

o o
i

following section, the effect of some of these factors on farm and non-

farm incomes is discussed.

1V PRODUCTIVITY OF LABOGI
The term 'Producitivity' of a resource has been defined in a
variety of ways. In 1ts physical setting il has been used by Dunlop
nd the National Association of Manufacturers®! as ..."An increase in
productivity is an increase in output with the same resource (or the

Y

same output with fewer resources.," It has also been defined by

27
J. Dunlop, The ¥iracle of productivity, The Conference Board
New York, 19L47. ited in concepts and Problems in the measurement

and analysis of productivity. Interdepartmental Committee of Productivity
Analysis. Sept. 1951, Ottawa. lational Associgtion Manufacturers,

New York. IZconomic Policy, Direction series no. 53, Sept. 1952.
Productivity-Gauge of Bconomic Feriormance. D. 2
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Fabricant “Cas a measure of the efficiency with which resources are
converted into commodities and services that man wants.

Bvaluation of this efficiency in an industry, particularly in
comparison to certain other industries, furnishes a better guide line
for the adjustment of resources within an economy.

To reach an estimate of the productivity of a resource in an
industry, a re-examination of the figures of farm and non-farm incomes
is necessary. The difference in the incomes in the farm and non-farm
sectors, as discussed in section 1I and IIl of this Chapter may have
been caused by the presence of certain factors having different effects
on different sectors of the economy. Lower farm incomes over a period
of time may be a result of lower income elasticity of farm products and
lncreasing purchases of inputs from other sectors where prices are
rising due to monopolistic competitive policies. Lower incomes may
also be the result of the relative fixity of labor in agriculture, due
to differences in education, and other relevent factors. While
estimating the real differences in the incomes of workers as an indicator

of productivity, proper considerations should also be given to the

el
L

-

nature of accounting of farm incomes and farm workers. An example

of fallacies due to improper accounting technicues is the overstatement

in the size of agricultural labor force due to the inclusion of part-

time workers., Thus, the main factors which have to be examined with

T

28Soloman Fabricant, Basic facts on Productivity change, Occas-
sional Paper no. 63, National Bureau of Iconomic Hesearch. 1959
New York.




141

respect to their effects on farm and non-farm incomes may be grouped
into three categories:
A. Prices of ocutput and input services with their movenment

through time.

-l
J

. Period of employment of a factor as affecting level of
earnings.
C. Differences in technical ability as affecting incomes.
In this section, the effect of these three factors on the
relative income dispsrity of farm and non-farm sectors is discussed.

&, Relative Prices and Productivity of Labor: - From elementary

logic, one can deduce that the price of any commodity is an outcome

of the interactions of its demand and supply relations. Demand for
agricultural products is affected by the growing level of per capita
income in the economy. In general, when a country grows richer the
demand for food increases relatively little. This results in either
a fairly constant or declining proportion of food expenditure relative
to total expenditure. In Canada, during 1921-61, expenditure on food
decreased from 31.9 to 25.4 per cent. (Table XIX).

The differences in the income elasticity coeifecients for
products of the farm and non-farm sector can account for a reasonable
portion of income disparity between them. Tor any product with an
income elasticity coefficient greater than one, a dollar increase in
incomes will result the demand for that product to increase by more
than one dollar. This has the result in the long run that the industry

L

will expand and in the short run will exhibit higher prices as
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TRIIT Y UVTY
TABLYE XAIX

EXPEN FOOD AS A ITAGE, OF TOTAL COHSUL
IN CANADA, 1926-61.

Period, Proportion of total consumers' Proportion of total consumers!
expenditures spent on food atb expenditures spent on food at
Current prices. 1949 Prices

1926-30 27.9 26,4,

1931-35 31.9 25.2

1936-40 29.3 2L.7

1941 -45 31.2 27.7

1946~-50 27.6 26.7

1951-55 26,0 25.3

1956-60 25.9 2L .1

1961 25.4 23.7

Source: D.B.5. National fccounts: Income and expenditure,
Series from 1926 to 1961.

relatively fixed supplies are ragtioned to consumers. Both cases result
in the industry offering income opportunities to its workers. OUn

the other hand, if the demand of the product is inelastic, by similar
reasoning it can be deduced that with increasing prosperity in the

o

rest of the economy the industry will not share economic progress

to its fullest extent.2?

The lack of data on income elasticity coefficients for various

-1

29w o, . , R . . .
f there 1s a state of full employment with optirmmum allocation
of resources, it will not follow.




products, a2t the micro~level, Torbids the tion of The exact disparity

o R EE I o P T P P - e P U I SR I .
caused by this difference., As 2 substitute, to provide an indication of

the difference between elasticities, data has been borrowed from the U, S.

Aoy (” sole KLK), Food, fuel, and light, according to this data, are the

o T et SR e e - .
the Jowest with an increase in th

emand would

o
o
¢}
o

incomes, whereas, with increasing prosperity, increases in
. . . . 30
be greater for recreation, sutomobiles, and education,
Ma hanona 4n relatds Jomand LA o + B R =14
The changes in relative demands for various products, as caused
by differences in income elasticity coefficients, will induce changes in
the composition of industrial demend for resources. The demands for

N

regources in industries producing high income elastic products will rise

relative to the demands in industries producing low income elastic products.

Ads a result indugtries of

of the economy's total resources. Such a tendency has been wevealed in

competition in the demand for resources, it may be out-bid by other indus~
tries; which tends to raise the price of resources used in farm production
relative to the prices of farn products. Such a situstion of increasing

s '

ative constancy of outpul prices has been termed

Somewhat different estimates of the income elaSuwc103
coefficients for housing, education have been reported by cert

other studies,

o employ a declining sif
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TABLE XXX

ESTIMATES OF Ik ASTICITY FOR CONSUMER PRODUCYT CLASSES

UNITED STATES

Product classes. Income elasticity
(% change in expenditure with
a one % in income.)

Food 0.5
Fuel and light 0.5
Tobacco . 0.7
Housing 0.8
Medical care 0.8
Personal care 0.8
Reading materials. 0.9
Purniture and equipment 1.0
Clothings 1.0
Recreation 1.3
Automobile and travel 1.5
Tducation 1.6 -

Source: R. P. lack, The direction of change of income and the
consumption function. Review of Hconomics and Statistics, 30. 239-
2586, 1948. The estimates have been taken from this study and are
based on the 1935-36 consuwmer purchase survey.

Thus, as a result of a lower income elasticity for farm products,

=4

their prices do not increase as rapidly as those in the rest of the

faad

economy. This directly affects the income levels of workers engaged
in agricultural production. In order to meagsure the real returns to

farm workers, and the dispasrity between farm and non-farm incomes the

effect of the price movement should be nullified.
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The role of relative prices as affecting the real returns
to a factor can be indicated as:
1. Movement of product prices over a period of time.

2

iovement of prices of factors and products of various
industries.

In the following paragraphs, the effects of both of these
types of price movements on farm and non-farm incomes are discussed.

(1) Constant Dollar Return to Labor in Farm and Non-Farm Sector: -

-

in order to eliminate the effect of price movement from incomes, over
a period of time, the most popular technique is Lo deilate the income
figures by prices., One of the important considerations in the
deflationary process, is that of selecting a base for price index.
While making the comparison of the real product of two sectors, the

o
A

base of s price’index may have another role to play. If the movement

of prices has not been uniform for the products of the two sectors,
selection of different years as the base for price indices, may
completely change the relative values of the real product.

In this analysis four bases of deflation were employed; 1926,
1935-39, 1949 and 1961. It is interesting to note that the real
product of labor in farm and non-farm sectors showed different ratios
when different deflating bases were used. (Table IZZEI.) For example,
during 1956—60, the labor product on farms was lowest on 1935-39 prices,
(being SL61, only) whereas the highest labor product was obtained on

1949 oprices. On the other hand, during the same period for the non-

fsrm sechor the highest product was obtained when 1961 prices were




TABLE XXXT

-

CONSTANT DOLLAR LABCOR PRODUCT IN FARM AWD NON-FARM SECTURS CN FOUR BASES OF PRICE DEVLATION I

CANADA, DURING 1926-61., (TOTAL LABUR)

Period Agri. Lebor Product per Agril iavor F/NF real labor product F/NF
NiE at price base srod. per NEU ratio lab, Pr.
1926 1935-39 1949 1961 O 1949 Curvent 1926 1935-39 1949 1961 P MU
. prices - 7 1949
Dollars . & per cent .
$ prices
per cent
1926-30 255 167 L27  L26 546 15.7 16.4 12,6 19.7 13.7 25.2
193135 L1 13 123 98 157 o3 2.8 1.1 6.2 2.8 7.9
1936-40 264 173 Lid, L4 568 12.9 17.0 3.1 20.5 17.8 20.2
1941-45 571 376 966 953 1236 29.6 30.5 23.6  37.0 25.4 47.6
1946-50 583 368 941 936 1206 32.9 279 20,7 32,4 22.4 41.5
1950-55 724 LE8 1246 1239 1595 34.8 30.5 26.3  35.8 2L.8 L5.8
1956-60 706 L6L 1182 1176 1513 25,0 29.8 23.0  35.8 24.8 L5.8
1961 534 350 894 889 1144 18.2 21.8 16.8 26,2 18.2 33,

Sources mebimabed on bthe basis of data obtained from Dominion Bureau of Statistics
(igricultural, Price, National Accounts Division).
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used as a base, being $47L3 and the lowest one when the 1935-39 nrices
2 S

were used as a base. This relatively different movement of prices for
the two sectors, has led the productivity ratio to fluctuate from one
base to another. The lowest ratio was obtained at 1935-39 prices, which
in a few instances was even lower than the current income ratio. The
highest ratio of productivity was obtained in 19,49 dollars. It also
gave higher results as compared to the current income ratio. IZspecially
during 1951-55 the 1949 dollar ratio was 41.3 per cent as against only
34.8 per cent at current prices.

Thus, if 1949 is accepted as a normal price base, it can be
stated that productivity of farm labor is almost one-third that of

non-farm labor (on per NME basis). At the same time, if the real pro-

3

~duct of farm labor is computed on per MU basis, the relative productivity

!

varies between 7.9 and 45.8 per cent. Constant dollar product for each

a1, 3 3 :

he industries in non-farm sector was also calculated at 1949 prices.

N

e}

Rl

These figures have been presented in Table :CUIII. The main effect of
the deilation process was a reduction in the income differentials
between industries, particularly since the depression. For example
during 1955-60 the highest income in current prices per W3 was $5L97
(in tertiary (wr ) industry) and the lowest was 53861 (in secondary
(NF.3) industries); the average difference being $1636. In constant
(1949) prices, on the other hand, the leading industry was still tertiary
(NF,A), at an income level of $42AO; but the lowest income now was

~

obtained in manufacturing (UiF.2), being $2796 per 1

Thus, the

.

averagge diiference, in income at 1949 prices was S1LLL per N
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TABLE Z¥XIT

RONME TN HON-FARM SECTCR BY

TANT (19L9) DOLLAR LABOR INCOME

THDUSTRIES T CANADA DURING 1926-61. (Total Labor)

Period. NF 1. NE 2. NE 3, NF 4. NE 5. Non Farm
Dollar Total
1926-30 2899 1731 2672 2411 2208 2159
1931-35 2353 1807 2029 2246 2117 1982
1936-40 2578 1982 1949 2491, 2168 2160
194145 5551 218 2673 3253 2881 2607
1946-50 3659 R252 2979 3556 3491 2903
1951-55 3404 2393 2969 3939 3480 30LL
1$56-60 36LL 2796 2999 4240 3487 3305
1961 3834 2922 2719 LL02 3959 3404

SIS T

Source: Same as Table XXXIL

EN

is slightly lower than the diifference in current prices.
For the period 1941-61, the total labor income of various
provinces was also deflsted by the provincial price index of Farm

>

products. It resulted in two main eifects: first in the case of

some provinces the incomes over a period of time showed a continuously
increasing trend, and secondly, the income disparity among provinces
indicated a higher magnitude. Increased intra—agricultural incone

disparity was due to the fact that the incomes of certain provinces

o

£

(such as Prince fdward Island, Nova Scotia) went down, whereas they rose

k)

However, the

C'i'

in 1

he case of Pralirie provinces. (Table

regional pattern of incomes per % did not undergo any substantial
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e e
TABLE XCOI1T1

PROVINCIAL LABCR FPRODUCT 1IN CONSTANT (19L9) DOLLARS IN CANADA DUR

1941-61. (FARN)

Period. PET NS B QUL onT HAN SASK ALB BC

Dollars

1941-45 322 L2648l 651 939 1105 1289 917 967
1946-50 374 372 L48 636 9L7  10L6 1183 1115 915
1951-55 1,96 352 L17 836 1157 9e2 2079 1651 1020
1956-60 536 401 515 811 1264 1095 1502 1443 1186
1961 338 L36 329  8L9 1415 469 531 1655 1360

source: Lstimation based on data collected from Agriculture,
and Price Division, Dominion Bureau of Statistics.

modifications. The Haritime provinces still maintein at the lowest
incomes, and the leading provinces were again, the Prairies.

)

ect of Cost-Price Scueeze on Relative Return to Labor in

]

—

(2) Bf

Farm and bon-Farm Sectors: ~ In recent years the expansion in

1. 1

the non-farm economy has tended to increase the prices paid by farmers
for non-farm items. The prices for these items have moved more rapidly BN
then the increase in farm prices. The situation is a price paid-price

received squeeze, which has a depressing effect on farmers net income

per unit of ocutput.

by

m

The movement of prices in Canada during 1926-61 clearly

1 el . - - . /‘
supports the occurrence of g price paid-price received squeeze. (Table

LXIV and Chart 4). The index of farm prices showed an increasing trend

up to the early Iifties; followed by a drop of approximately 16 per cent




TABLE XZXIV
TRENDS OF VARICUS PRICE INDICES FOR CANADA DURING 1926-61. (l935*v9 = lOO)
Ttem 1926- 1931~ 1936— 1941~ 1946- 1951~ 1956~ 1961
1930 1935 1940 1945 1950 1956 1960
Farm wholesale
price index 135.9 773 1014 140.1 213.8 233.3 220,.2 225,2
Farm price index. — 88,0 102.0 151.8 238, 258.2 2L2.3 253.8
Index of comm. and
services used. 127.2 94.9 102.2 140.2 17,9 237 .7 261.9 282.2
Wages of hired
labor 162.3 88,3 107.9 2L3.2 353.8 L38.2 4L95.5 566.0
Fachinery and
equipnent 116.3 92.5 10L.2 120.2 162.1 207 .4 216.0 226,77
Farm nmachinery 97 . L 9lL.1 101.7 114.8 142.0 195.1 230..5 261 .4
Interest and taxes 131.9 107.8 100.2 107.6 131.3 166.6 198.4 220.6
FPertilizer and line 122.7 98,2 101.9 114.9 130.8 175.L 186,14 194.6
Ratio of index of
comm., and ser. — 1.079 1.002 0925 . 788 .920 1,081 1.112

farm prices.

Source: Dominion Brueau of Statistics, Price and price index, Price Division.

0ST
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of 1935-39 Prices in 1961. On the other hand, the index of commodities
and services used by farmers, shows an invariably increasing trend. The
resulting effect of different movements of these prices is the rise in
bhe ratio of the index of price of commodities and services used by
farmers to the index of prices of former produced goods. This ratio
was favorable to agriculture during 1941-55, but has moved unfavorably
to agriculture since then.,

Among the individual items of costs, the hired labor prices
index shows the greatest tendency to rise, fcllowed by the index of
farm machinery prices, interest, and taxes. (n a 1935-39 base, farm
labor wages rose to a maximum of 566 per cent in 1961, whereas the
index of farm machinery increased by 261.4 per cent.

In order to eliminate the effect of the price paid-price
received squeeze from agricultural incomes, all the items of cost and
Y 31
revenue were deflated separately.

The elimination of these items from the data resulted in a sharp

rise in the productivity ratio of farm and non-farm labor. The farm
labor income after adjusting for this squeeze ranged between 3601

L)

esultantly, the ratio of agricultural versus nonagricultural

during 1931-35 and $1692 during 1955-60. Table

labor product per NME varied between -30.3 and 51.1 per cent. In
comparison to the current price income ratio, this ratio is very high.

In almost every period, except during 1945-50, the increase in the

i

]
31
The details of this method have been shown in Chap. 5, sec. 3.
3
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AT NP
TABLE 00X

CCHSTANT DOLLAR (1949) PRCDUCTIVITY RATIC OF FARY DURTNG
1926-61, CANADA
Period. Constant Ratio with Current prices Col. 3
1949 % agri. Mon-agri. income Col. 4.
total labor total dab. ratio.
income per nqcore per
e $ & mE % %

(1) (2) (3) (4) (5)
1926-30 708 32.7 15.7 2.083
1931-35 601 30.3 o3 -
1936-L0 703 32.5 12.9 2.519
1941-45 1069 41,0 29.6 1.385
1946-50 986 33.9 32.9 1.030
1951-55 1435 L7.6 3L.8 1.368
1956-60 1692 51.1 25.0 2.04L
1961 1493 L3.8 18.2 2,407

a/Figures were derived by using the All-Item Deflation Method
or details of the technique, see p.§f, of this manuscript.

Source: Hstimation based on data obtained from Agricultural
Division, Dominion Bureau of Statistics.

ratio was at least 36 per cent.

Thus, the unfavorable terms of trade for agriculture explsin
a substantial part of the over all labor income disparity between
farm and non-farm sectors.

A

B. Imployment of Labor Force and Relative Bfficiency of Agriculture: -

An industry normslly supports two very distinct kinds of paid workers:




those with permanent employment and those who are casually hired. At
the same time, in the case of self-employed workers, one may also en-
counter two different categories:

() those who are fully dependent on the industry in which
they have been classified, and

(b) those who are partly dependent. Reported earnings in the
industry in turn, will be affected by two factors:

1. The extent to which a casual wage earner remains unemployed
but, is classified as a full time earner, and

2. The nusber of part-time self-employed workers, who work
outside thé business in which they have been classified.

The effect of the second factor has been pointed out as being
very serious in the case of farmers. It has been argued that many
individuals reported as such are not farners in the real sense of the
word . As for most of them, agriculture is not even thelr main source
of income.

In the following analysis the effects of these two bilases are
seperated from the labor income.

bn

Trpplovient: -

(1) Comparison of Wages Per Yieek of

To eliminate the effect of length of employment of the
casual workers, the earnings of wage esgrners per person per week of
employment were calculated for 1961. The highest earnings per week of

employment for hired labor were in mana rial occupations followed

by that of the professionals.. The levels of earnings in these occupations
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were $147.30 and $124.68 respectively. (Table XXVI). At the other
extreme, farm labor had the lowest earnings, being only $42.97 on a

per week basis.

TABLE JCOVI

WACE EARNINGS OF MALE WORKIRS BY OCCUPATIONS PER PERSON AND I

=2

OF EMPLOYMENT, CANADA, 1961.

Occupation Av. earning Av. weeks of Tarnings per week
per ﬁorker. emplgyn@nt' of emfloy,
D i P
Managerial 6673 L5.3 147.30
Professional 5448 L3.7 124..68
Clerical 3L09 L2.8 80.21
Sales 3908 L2.5 93,05
Service 3161 L2.0 75.25
Transport 3415 L1.3 82.68
Farm 1401 32.6 42,97
Loggers 2016 28.4 70,98
Fishermen 1531 25.2 60.75
¥iners 3973 L1.6 95,50
Craftman 3566 1.2 86.55
Laborer 2192 3.2 61,.09

Source: Compiled from 1561 census, Volume IIL
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To make a comparison of the earnings, the ratic of farm labor
and non-farm industrial laborers!' earnings was compared. IFor 1961

this ratio was 0.67.7°

The level of this ratio does not give a very
discouraging impression about the efficiency of farm workers. They
received for the same unit of time earnings of about two-thirds of

the non-farm workers' income.

(2) Bffect of Part Time Farming on Agriculture Efficiency: - To

eliminate the effect of the second bias, two alternative methods were
employed. The first method was: To find the number of part time
workers, in agriculture. By converting these workers into full time
worker$ the earnings per full time worker were calculated. The second
method used was to estimate the overall efficiency of a farm worker.
In this case the income from non-farm employment was added to the labor
income from farming, and then, a ratio of farm/non-farm workers' income
was computed.

The results obtained by the first method are presented in
Table XXXVITI. The adjusted income of a full-time farm self-employed
worker ranged between $73L during 1941-45 and 61582 in 1951~55, The
extent of increase in the adjusted income, as relative to the unadjusted

one, can be visualized by the proportion of part time workers to total.

32

The ratio was derived as $ 42.97 _

Sios - o7




TABLE ZGEHVIT

1"‘"‘ L
\.x)

EFFICIENCY RATIO CF ¥

FER ADJUSTING 1T
1W CAl DURING 1941-61.

Period. Per farm Extent of Adj. farf/ Ratio
oper. income vart time incomes F/NF
unadj. workers '

% Per cent $ Per cent

194145 635 13.5 3L 33.2

1956-50 90 13.6 1046 421

951-55 1353 14.5 1582 Sholy
5660 1046 16,8 1257 33.1
1961 671 18.2 82L 21.7

é/ The adjustment was made in the number of farm operators to
account for part-time workers on farms. For details of technigue
see p.Y1l, of this manuscript.

Source: ZHstimation based on data obtained from 1941, 1961
census, and table ZIX.

In 1941-45 the part time workers were only 13.5 per cent to total
Tarm operators, whereas in 1961 their proportion rose to 18.2
per cent.

The ratio of adjusted farm income to the non-farm incomes per

T varied between 21.7 and 5L.5 per cent. The highest ratio was
obtained during 1951-55 and the lowest one in 1961,

+

of unpaid farm

The second method estimated the incomes per
and non-farm workers from all sources of employment. A farm worker

during 1941-61 according to this estimate, obtained on an average
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an income varying from $88L to $2132 per M. (Table :

corresponding range for tne unuald non-farm workers'! income per

was between 92127 and $3948. DBoth of the income series showed an

incressing trend during this time. The increase in farm income from

1

all sources had not been very rapid in the period l@Sé—éO, with the

L) b

result that the ratio declined slightly after 1951-55. The highest

ratio attained in this case was 70.9 per cent during 1951-55 period.

The results obtained from this analysis sgem to agree with

the statement given by Johnson on labor capabilities. He stated that

.."the workmanlike capacities of many farmers are equal to those of
semi-skilled and skilled workers in non-farm employment and that by
and large these capacities ave used less effectively in agriculture
than in 1ﬂdustry”a

Partly this may be true due to the inability of certain units to provide
ear round gainful employment to the workers

fps m

C. Years of Schooling and Its Relationship to Efficiency: ~ The years

of schooling have been described as a factor which 1s positively

related with the income of the worker. For Canada, there is no
2

evidence available to test this statement. However, an indication of

its indirect effect on incomes can be obtained by studying the educat-
ional standard of workers in various industries and occupations.

Table XXXIY shows the years of schooling of all the workers in
various industries and occupations during 1941-61. Total years of

s have increased over time from §.27 voars in 1941

o

schocling in Canad

33

D. G. Johnson, Comparability of labor capacities of farm and
non—farm labor. American Bconordc Review, Vol. 43. 1963.




TABLE XEXVIIT

INCOME PER NME OF UNPAID FARM AND

11 CANADA DURING

Period. Farm Nonfarm ¥/NF
Dollars Per cent
194145 884 2127 L1.6
1946-50 1358 2518 55.9
1951-55 21214 2997 70.9
1956-60 2132 3909 5L.5
1961 1950 3948 L9. 4

Source: fstimated on the basis of data obtained from Agric-
ultural Division, Dominion Bureau of Statistics.

to 9.35 years in 1961, Average years of schooling were highest for
workers in the service industries, (10,07 years in 1951) and lowest

for workers of resource and agriculture industries. Thus, workers in
the primary industries as a group have the lowest education level in the
economy.

Another indicator in the disparity of education has been provided
by the percentage of total workers in the lowest and highest grade
categories. The figures in this table indicate that the farm workers
are mostly concentrated in the low grades and only 2.0 per cent of the
total had the equivalent of grade thirteen or more. ﬂoréover, it

indicates that the education level of farmers is comparatively very low.

s
1)

The relation between years of schooling and

income, can be




TABLE XXIX

YRARS OF SCHOOLING BY IHDUSTRIBS AND OCCUPATIONS, CAMADA DURING 1941-61.
% of total in % of total in

Industry or Av. yvear of schooling 0-5 grade, 137 grade
occupatbion. 1941 1951 1961 1941 1951 1961 1941 1951 1961
A1l industries &.27 8,82 9.35 10.4 7.1 6.2 7.3 10.3 8.8
Agriculture 7.03 7.3 - 15.6 11.8 - 1.3 2,0 -
Resource 6.68 7.23 - 25.8 19.8 - 2.7 b5 -
Manufacturing &.49 &,68 - 7ol 6.1 - 5.9 7.6 -
Transport 8,05 .52 - 10,9 7.6 - L7 £.2 -
Trade .95 9.75 - 5.2 2.9 - 121 12.2 -
Services 9.55 10.07 - 5.9 Lol - 1.2 23.1 -
lon agri. &.70 9,09 - .6 6.3 - 9.1 11.8 -
Farmers 6.90 6.95 7.38 18.5 13.7 1he3 1.5 1.8 1.5
Owners 9.10 9.91 10,50 6.9 bol 2.9 11.5 18.86 15.4
Professional 12.30 12.77 12.90 o3 <L ! 50.9 59.7 L&.6
Laborers 7.12 7.38 7.52 17.8 14.5 14.8 L.5 2.3 2.2

Source: TFsbimated on the basis of data obtained from the 1941, 1951 and 1961 census of Canada,

Volume IIT1.

091
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established with the data obtained from a survey conducted in Zastern
Canada in 1962,3h This data is condensed in Table XL. The table
clearly shows that the increase in the years of schooling was
associabted with higher levels of income, in almost all provinces studied.
In Ontario, the average years of schooling in the case of operators
selling less than 52500 worth of produce, was 7.5 years, whereas

!

those selling more than $5000 worth of produce had an average schooling
of &.7 years. This evidence supports the statement that years of

schooling has an influence on the level of earnings, or at least that

levels of incomes andyears of schooling are very highly correlated.

V  CONCLUSIOW: ZEFFICIENCY OF ©
An analysis of farm and non-farm incomes, as presented in this
chapter tends to support the hypothesis that incomes of farm workers
is lower than that of non-farm workers. However, this analysis has
also indicated that farm and non-farm income disparity differs according
to the accounting procedure used to measure the incomes and the labor
force of a sector. Substantiations of this statement can be made on

the basis of the following evidence:

1. Farm and non-farm sectors when classified according to

> 3

different types of industries revealed different magnitudes of income
disparity between the two secltors.,
2. hen incomes of the lahor force was ccmputed on the basis

of type of workers, incomes of wage earners in almost every industry

o

34

Cited in the House of Comuons Debates. op. cit.




162
TABLE XL

AGE AND EDUCATICN CHARACTERISTICS BY INCOME GROUPS OF SELECTED FAMILIES

IN EASTERN CANADA, 1962.
Value of product % of the Av. age Av. year of % with training
sold total of oper. sckool]n» of
families Oper &/ Ad. Chb/Opera/ ad. chb/

ONTARTO

22500 33 52 7.5 9.7 .0 28,4
2500-4999 38 L9 7.9 10.5 8.9 Lbe3
5000 and more. 29 L6 8.7 10.3 7.0 5L.0
All groups. 100 L9 8.0 10.2 8.1 L1.2
GUEBEC

< 2500 50 L& 5.7 7.5 2.3 11.5
2500-4999 3k L5 5.9 7.5 8.8 15.5

~> 5000 16 Ll 6.6 8.0 6.5 35.0
A1l groups. 100 L6 5.9 7.6 5.5 15.9

B DHUNSWICKE

<\?5OO 32 51 6.5 g.6 11.1 16.1
2500-4999 38 50 7.0 9.8 1.5 35.2
5000% 30 L9 7.6 10.7 77 42.0
All groups. 100 50 7.0 9.6 10.6 30.6
HOVA SCOTIA

4\2500 Ly 51 &.6 10.2 10.3 23,7
2500-L999 2L L9 2.8 10.6 L.8 LS. 1
5000" 32 51 Q.ly 10.6 17.9 40.8
411 groups. 100 51 3.0 10.4 11.L 3L.8
PRINCE BEDWARD ISLAND

L 2500 L3 50 7.6 10.7 15.4 50,0
9;00 -4999 30 L& 7.8 11.3 33.3 85.7
E“OO 27 Lily 9.0 10.5 12.5 33.3
All groups. 100 L8 8.2 10.8 20,0 5he3

Source: House of Commons Debates. op. ¢it.

%/Operator
b/ &dult Children.




163

TABLE XLI

FICIENCY OF

TOTAL LABOR DURING 1941-61.

Period. Farm labor Price ratio Farm labor Hatio
income per of labor product F/TF
NME adj. for prod. by all in const.
part-time item deflation prices.
work. method.
& & Per cent

1941=L5 633 1.84L6 1168 Li.8
1946-50 981 1.119 1098 L7.8
1951-55 1437 1.126 1618 53.7
1956-60 128L 1.507 1935 58.5
1961 966 1.679 1622 L7.7

Dan

Source: Gstimated on the basis of data oObtained from
Agricultural Division and Price Division, Dordnion Bureau of Statistics.

were higher than the incomes of self—employed workers.

The analysis has also revealed that the farm income problem is

o]

s regional problem as well. Heglons differ widely in the magnitude

of farm and non-farm income differentials.

When an attempt to identify the factors affecting real returns

de, the role of prices

to labor in farm and non-farm sectors was &

and part—time employment seemed to be fairly significant and proved to

ol

be empirically testable. The two sectors are adjusted for the
differences in these two factors, then the average productivity ratio

ranges between 37.5 and 585.5 per

of farm and non~farm workers per
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cent during 1941-61. (Table XLI). This means,that during the post

depression period, average efficiency of farm laborers has been close

1

to one-half that of non-farim laborers.




CHAPTER VII

OTHER CHARACTERISTICS OF AGRICULTURAL IHCOMES

The disparity between incomes of workers in the farm and non-
farm sectors in Canada is also accompanied by two other problems:
(1) Disparity of incomes within agricultural industry, and (2) short
run inequality or fluctuation in incomes over a period of time. This
chapter will be devoted to a discussion of the nature and magnitude of

these two problems, particularly for the incomes of the farm sector.

I. INTRA-AGRICULTURAL INCOME DISPARITY.

The problem of intra-agricultural income disparity can be studied
in several dimensions, such as disparity according to location of farms,
the size of farm business, capital investment, type of enterprise, owner-
ship of the farm business. But the criterion for the classification of
the farms, which has atiracted the attention of statisticians and farmers
(and their organizations) is that by Provinces. This has resulted in
Canadian agricultural policies reflecting a tendency of regionalism.

The interest in the national agricultural policies, too frequently, is
biased by the politically more popular regional or local issues, for
example, the policy of freight subsidy on feed grains shipped from west-
ern to eastern Canada was initiated as a war time measure, but its con-
tinuation after the war indicates that at least some federal policies
have been initiated and continued as a result of political pressures.

As the problem of intra-agricultural income disparity seems to be very
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important from a policy point of view, an investigation into its real
nature and magnitude is necessary, which will be made in the following

discussion.,

A, Magnitude of Intra-Agricultural Income Disparity:~ The magnitude of

intra-agricultural income disparity was investigated by classifying farms
according to: (1) provinces, (2) size of farm business, and (3) types of

farm enterprises.

(1) Provincials:

The regional pattern of farm incomes according to type of workers
was described in section IIL.A. of Chapter VI. In this sectlon the dis-
cussion of intra-agricultural income disparity, according to provinces,
will be made on per operator basis. The incomes of farm operators in
different provinces during 1926~61 are shown in chart 5. The income
levels in almost every province have increased over this period of time,
with their relative peak in 1950-55 and decreasing slightly in the period
since. The chart indicates that the Maritime provinces, i.e., Prince
hdward Island, Nova Scotia and New Brunswick, have been at a relative
disadvantage in terms of the levels of incomes to farm operators. These
provinces have a chronically lower level of farm incomes. The Prairie
Provinces, i.e., Manitoba, Saskatchewan, and Alberta, maintain a rela-
tively higher, but very fluctuating income trend. British Columbia and
Untario run in between the two extremes. The obvious conclusion that can

be drawn from the chart is that Canadien agriculture, in its provincial

income pattern is very hebterogeneous,
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The extent of heterogeneity on the basis of income of farmers
from farming sources only, may be regarded as a partial picture of the

total disparity. In order to test this statement, it is hypothesized

that the regional differences in the farm incomes can partly be explained
by the fact that farm families in the various regions supplement their

incomes from farming with income from other sources. The hypothesis was

tested by analyzing total income of farmers in various provinces accord-

ing to source. A regression function between the incomes of farm oper-
ators from farming and those from non-farm employment was fitted; and the
following results were obtained:
A
Y = 1090 - .2013 X
where Y is the average income per farm from non-farm employment,
and X is the average income from farming in a province. The correlation
coefficient between these two types of incomes was found to be -0.2649,
but was not significant at the five percent probability level.
As the results from this method were not found to be statistically
significant, and in a way inconclusive, the conbtribution of various

sources to total farm operators! income was calculated. On the basis of

these figures it seems that in the provinces where farm operators had
lower incomes, the contribution from non-farming sources was fairly high.

(Table XLII). In the Maritimes, the non-farm sources contributed 40,9

percent to the total income; about 6.2 per cent higher than that provided
by the farm sources. On the Prairies, on the other hand, the non-farm
source income is much lower than that from farm sources. The farm

sources in this region contributed to an extent of 68.8 percent of the
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TABLE XTIT

SOURCES CF FARMERS' INCCOME, CANADA AND PROVINCES. 1958.

(As percentage of the total income. ) 'Q7ff3‘

Province Farm Non~farm Govt. Other i/ Per Farm

Sources Employment Sources Income From

A1l Sources
Prince Ed. Is. 55.9 25,9 16.6 1.6 2297
Nova Scotia 39.3 37.5 20.5 2.7 2341
New Brunswick 20.2 51.1 25.2 3.5 2113
Maritimes 3heT 40,9 21.6 2.8 2237
Quebec Ll.2 36.7 18.8 3.3 2090
Ontario 46,6 38.4 8.9 6.1 3087
Manitoba 67.1 17.5 9.1 6.3 2626
Saskatchewan 68.0 14.9 9.5 7.6 2341
Alberta 70.0 15.8 7.1 7.1 3152
Prairie 68.8 15.8 8.5 6.9 2681
British Columbia 37e5 L46.3 10.8 S5ely 3323
Canada 53.3 29.4 11.5 5.8 2502

Q/Includes the income from investment, annuities, dividends,
inheritance and other gifts.

Source: Bstimated from the 1958 Farm Business Survey with adjustments
made for the differences in the concepts used.

total income as against only 15.8 percent from non-farm sources. The prov-
inces of British Columbia and New Brunswick are the ones where on an average

non~farm employment income was the main source of the total income, while
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in Alberta and Saskatchewan, income from the farm constituted the ma jor
source. Thus, off-farm work is one of the alternatives which a farmer
adopts in order to solve the current problem of low incomes. It is nobt nec—
essarily the best solution for the agricultural segment as a whole, but it
has offered many farm operators the chance to follow their chosen career
where otherwise they might have found it necessary to find an undertaking

less to their liking,l

The evidence in support of this hypothesis points out a fallacy in
the reasoning usually advocated in connection with lower farm incomes. The
conclusion of lower farm incomes is generally based on an investigation of
the incomes of farm sector from farm sources only. But a valid conclusion
regarding the sectoral prosperity and/or welfare cannot be drawn just on
the basis of comparing incomes of farmers from farming sources, with in-
comes of non-farm people. However, in this chapter, no attempt has been
made to justify the disparity in incomes from all the sources; this topic

will be discussed in the next chapter.

(2) Disparity in income on Commercial farms Classified according to size

of Farm Business:

While classifying the farms according to the value of product

: . - 2 .. as
sold, only commercial farms~ were considered. According to the 1958 Farm

1. . . . . o s .
D.M. Jones, Wisconsin Farms and their Non-farm job, Wisconsin

State dept. of agri., Bull. no. 343, Madison, 1958, p.37.
2o s 5 . . . r o N
This category of farms was obtained by deducting the following
types of farms from the total: Forestry holdings, other non-agricultural
holdings, agricultural service holdings, institutional farms, partnership
ferms, managerial farms, and multiple unit farms.
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Business Survey, these farms constituted 93.5 percent of total farms in
Canada. The income measure for these farms was slightly different from
2
the ones previously used: It was simply the net income per farm.” The net
income per farm of farms of various sizes is presented in Table XLIIL.

As the value of product sold increases, net income per farm also
increases. On farms with value of product sold below $999, the cost of
production was relatively so high that it left farmers with a negative in-
come of $194 per year. At the other extreme, there were also farms whose
net income, on an average basis, reached $8545 per year.

The magnitude of intra-agricultural income disparity can be
visualized as that on an average 49.7 percent of the total commercial farms
did not have any incomes from farming, while 3.9 percent of the total farms
obtained an income of $5170 or more per year. On average, a commercial
farm in Canada received an income of $1207 per year. These figures, per
se, do not give any idea about the income differential relative to non-
farm incomes. But results, however, have shown that farmers with average

managerial ability obtain higher returns to labor and other resources in

. 1 . ' . . » !
farming than persons in non-farm employment using similar TeSOUfC@S.L

3

Because of non-availability of a certain set of data, labor pro-
duct could not be computed on per NME basis. The net income per farm as
calculated in this case was obtained as: Cash incomes + Farm kind income
+ value of farm inventories - Cash expenditure - Depreciation = Net Income.
Net Income # No. of farm = Net Income per Farm.

AGQ W, Dean, E. O. Heady and H. H. Yeh, An analysis of returns
from farm and non—farm employment opportunities in Shelby-Grundy Hailg
soils. Iowa state college, Agri. Expt. station, Res. Bull. No. 45, lay
1957, p.lli.




TABLE XLIIT

172

NET TNCOME PER PARM ON FARMS CTASSIFIED ACCORDING T¢ THE VALUE OF
TARM PRODUCTS SOID, CAIADA, 1958 (COMMERGIAL FARMS ONIY )

Category No. of % of Gross Net Wet Income

Farms Total Incone Income per farm
Dollars 000, # Farms Mill. § $
O~ 999 9%.1 19.2 93.0 - 18,0 - 194
1000~ 1999 7T 16,1 17947 2545 328
2000~ 2999 6946 14.4 228.9 45,2 649
3000~ 3999 57a2 11.8 254..0 64,2 1122
4000~ 4999 44,77 9.2 2389 61,2 1369
5000~ 5999 31.5 665 200.7 535 1698
6000~ 7999 42,6 8.8 339.9 109.8 2578
8000~ 9999 2447 501 241,9 6745 2737
10000-14999 24,2 5.0  317.8 87.9 3634
15000~-19999 9.0 1.9 162.9 46,6 5170
20000~24999 4.1 0.8 90,9 9.8 2378
250007 5.2 1.2 250.8 44.8 8545
All Farms 48347 100.0 2579.0 5836 1207

Source: Estimetion on the basis of the data supplied by the 1958 Farm
Business Survey division, Dominion Buresu of Statisticss

(3) Digparity in Income on Commercial Farms Classified according %o

Major BEnterprige:

The same group of commercial farms was also classified according to

the major enterprise followed on the farms, and the net income per farm for

each category was calculated.

The most profitable enterprise in Canada was
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Dairy farming, found on 17.9 percent of total commercial farms, with an

average income of $1547 per year. (Table XLIV) Cash grain farms were the

iy

[

next in rank, having an average income of $1523 per farm per year. As a
group, the crop farms, which constitubted 26.6 percent of the total commer—

1

cisl farms, had higher income: than that on the livestock farms. A live-

stock farm on an average recelved an income of $1223 per year as against
that of $1375 per year on a crop fars The unprofitable enterprises in
1958 were poultry, fruits and vegetables, and mixed farming. Moreover, ti

disparity of incomes on the farms classified according to types of enter-
prises was of less magnitude than that revealed by the farms classified

according to provinces or according to sige of farm business.

<O

Thus, it can be concluded that intra-agricultursl income dispar ity
is a fairly serious farm problem. Tneome levels differ from province to
O"l

province and wibthin the same province on farms of various sizes; and to

some extent on farms following different types of enterprises.

B. TFactors Affecting Intra-egricult ural Income Disparitys- Theoretically

many factors can be enumerated as the ones which tend Lo create disparity

=

of income within agriculture, particularly when the farms are classified

=

according to provinces. Schultz > has suggested four factors affecting
intra~agricultural income dispa ritys:

1. Rate of technological innovations. /

2. latural increase in farm population.

wlture in an Unstable Economy, lcGraw Hill Book
it. pp.l06-109.
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WET INCOME FER PARM ON FARMS CILASSIFIED ACCCRDING TC THE TYPE OF

ENTERPRISE, 1958, (COMIERCTAL FARMS ONLY)

Particulars No. of 4 of Gross Net Net Income
Farms Total Income Income per Farm
000, # Farms MH1l., % $
Cattle 133.4 27.6 Tl 143.6 1077
Dairy 86.8 17.9 L65,8 13L.4 1547
Poultry 14.9 3.1 112.6 6.3 L22
Livestock
combinations 75.6 15.6 3L3.6 95.8 1268
Total livestock 6.2 1223
Wheat 60.4 12.5 32L.. 4 86,4, 1429
Cash grain L5.8 9.5 250.3 69,8 1523
Sp. field crops 18.4 3.8 117.2 15.0 818
Field crop.comb. 3.7 0.8 20.4L 5.3 1,33
Total crop farms 26,6 1375
Fruits and veg.. 16.1 3.3 73.0 7.9 Lok
Miscellaneous 2.7 0.5 17.9 3.7 1354
Mixed farms 25.6 5ol 79.6 15.2 59,

A1l farws 100.0 1207

Source: Same as Table XLIITI.

3. Pattern of change in demand.
L. Barriers to migration.

The effect of these factors is to influence the level of farm income
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either directly, or indirectly through bringing about an optimum alloca-
tion of resources in the economy. For Canada in particular, due to unavail-
ability of data on these iterﬁ.s3 their effect could not be estimated. How-
ever, the rate of technological innovation and barriers to migration are re-
flected in one measure—-amount of capital investment on farm. If the farm

operator possesses sufficlent capital, enough to allow him to use modern

technologies, the adjustment pattern he will choose over the long run may be

different from the one adopted by a farmer who has less capital,6 In the

following section, levels of farm capital investment in various provinces
are analyzed so as to see whether an explanation of intra-agricultural in-

come disparity may be devised.

m

C. Farm Capital and Income Disparity within Agriculture:~ The amount and

structure of farm capital can be postulated as having a bearing on farm in-
come levels. If the relation between farm income level and capital invest-
ment 1s true, a part of the lower income levels in the Maritimes and Quebec
may easily be a result of lower capital resources on these farms. This re-

lation raises a paradoxical situation for the industry as a whole. As lower

capital investment leads to lower level of incomes,7 it restricts the intern-
al financing of the growth of capital on farms. It causes the farms to run

at chronically lower levels of incomes. The situation remains circular as

6A Tarmer with a smaller amount of capital will put more weight on
income disparity between his farm and non-farm incomes and may thereby have
greater incentive to migrate to non-farm alternatives. On the other hand
a farmer with higher level of farm capital investment may be lacking in
this type of incentive.

7

It will be true only when the previcus relationship is verified.
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TABLE XL

DISTRIBUTICN OF SFENDING UNITS BY TCTAL ASSETS WITHIN

OGCUPATIONAL GROUPS, 1950.

TOTAL AB3SETS. ($)
Occupational Zero 100 501 1001 2001 5001 Over
Groups to to to to to

500 1000 2060 5000 10000 10000

Fercent
Professional and
semi~professional 1 L L 11 21 17 L2
Managerial - L 1 3 1L 19 52
Self—-employed 1 - 3 9 13 73
Clerical and sales 7 16 g 9 18 17 25
Skilled and semil-~
skilled 5 10 10 12 19 20 21
Unskilled and
service 13 18 11 1L 18 13 13
Parm operators 1 Ly L 14 19 52
Retired 16 5 A 2 1L 52
A1l others 1.6 15 9 11 12 19 18
A1l spending units 7 10 8 10 15 17 33

Source: R. J. Lampman, The Share of Top-holders in National Wealth,
1922-56. Table 62, A Study by the Natlonal Bureau of HKeonomic
Research, Princeton University Press, 1962,

can be made on the basis of data obtained from the 1958 Farm Business
Survey. (Table XLVI)
About 21.8 percent of the total commercial farms had a net capital

value of $9451 or less, whereas the proportion of farmers ovning $49,588
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TABLE LWVI

DISTRIBUTICH OF COM-ERCIAL FARIKS BY AVERAGE NET FARI CAPITAL

ASSETS AND DEBTS I CANADA DURIHG 1958

Category. % of Average Average Net
Value of Total Capital Debt Capital
Farm Farmers Holding Holding per e
Capital per Farm ver Farm Farm

$ $ $ $
O- 950 ol 491 92 399
950- 1949 N 1550 43 1507
1950~ 2949 1.3 21,07 107 2300
2950~ 3949 1.8 3711 185 3526
3950~ L9L9 2.7 5052 221 LE31
4950~ TLLY 7.2 6881 439 L2
7450~ 9949 8.2 10104 653 9451
9950~ 14949 7.7 14417 1057 13360
14950~ 19949 15.7 19779 1527 18452
19950~ 24949 11.5 22349 2026 20323
24950~ 299L9 8.8 27331 2362 24,969
29950~ 39949 10.5 34355 2621 31734
39950~ L9949 5.8 LLZ3L 3340 L0890
L9950~ 59949 3.1 5L273 4685 19588
59950~ 79949 2.6 6779L L2114 63588
79950- 999L9 1.2 88293 6985 £1308
99950-1L99L9 -7 117338 7683 109665
149950-199949 o2 166838 16560 150278
199950 .3 313890 21358 292532

Source: Sstimation based on the data supplied by the 1956 Farm Business
Survey division, Dominion Bureau of »tatistics.
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or more was only 8.1 percent of the total. A survey conducted for the non-
farm families revealed that 27.2 percent of the families had no assets,
L3.4 percent had in between zero and $999 and only L.5 percent of the total
exceeded the figure of $lO,OOO,9

These figures are not strictly comparable, as the data for the farm
secvor gives the business assets whereas that for the non-farm sector con-
sists only of personal assets. It is suggested that equity in the assets
operated and net worth of the individuval greatly influences the types of
adjustments he may pursue on his farm. Operators with limited resources may,
for example, best increase their income through off-farm employment. Those
with more adequate resources may increase the size of their farm operations
and thereby enhance thelr income.

If such an analysis is extended to include time as an element,
capital accumulation can be shown to have an effect on the preference func-—
tion of the farmer for various alternatives. For example, assuming that a
Tarmer, at time period to » has certain amount of capital, and income from
farming. He also anticipates that after certain finite periods n,ll he will
be in a position to accumulate a certain sum of capital assebs which,
according to his estimation, is sufficient to give enough return to provide

a reasonable standard of living. At any time period in between t, and tn

Q
)D, B. S., Income, Liquid Assets and Indebtedness of Non-farm
Families in Canada. 1955. Ref. Paper No. 80, Ottawa, 1958,

1

0 o . - . .
L. J. Connor, W. F. Laghorne and W. B. Back, op. cit., p.1l7.

The vime period n may be the difference between the current time
period and period of retirement of the farmer.
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the level of income from the farm as such does not reflect the antici-
pated amount of accumulated capital. Current farm income in these in-
stances will not be a complete picture, as the expected incomes to be
earned due to higher accumulated capital will be included in the farmer's
decision making process.

The present study does not make any empirical investigation of:
many of these interrelations between farm incomes and capital investment.
In the following paragraphs, the relationships between farm capital and
levels of farm incomes in various provinces will be examined.

& rough indication of the relationship between farm capital and
farm incomes can be obtained by a cross-classification of farms in var-
ious provinces according to the amount of owned capital and the value of
product sold. The regional differences in the distribution of farms have
the following main features: (1) The extent of commercial farms to total
farms differs widely for provinces, such as, the Maritimes and British
Columbia have 45.6 percent and 54.6 percent of the total farms operating
on a commercial basis, as against 8l percent in the Prairies and 7h4.kL
percent in Ontario. (Table XLVII) One of the reasons for the relatively
lower numbers of commercial farms in the Maritimes and British Columbia
is that a large number of farms are operated on a part-time basis. (2) The
distribution of farms according to value of product sold in 1961 also
differs among reglons. Only 2.3 per cent of the total farms in the
Maritime region sold farm.prodﬁcts velued at more than $15,000 as against
8.7 percent and 7.9 percent in Ontario and British Columbia respectively.

The relationship between farm capital and level of incomes can be
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TABLE XLVIT

DISTRIBUTION OF FARMS BY ECOHCMIC CLASSIFE IL&TILN LMD VALUE CF FARM
CAPITAL, CANAUA AND REGICHS. 1961

o ot % of total farms in various categories
Characteristics o N o N
Mari, Que. Cnt. Prai. B.C. Canada

I Commercial farms.
Value of product sold
> $15,000

I'i,Coz/ .8 .5 6.3 3.9 5.5 3.7
M.C. 1.5 1.0 2.l o5 2ol 1.2
L‘,c,—c-/ - - - - - -
Total 2»3 la5 807 14,.,[;, 709 409
Between $15,000 and $5,000
}Iaca n3 a8 c? 909 64:[(' 603
H.C. 10.2 13.8 21.2 19.2 12.0 17.6
L:C. oLy o2 5.3 ol ol ol
Total 10.9 14.8 26,7 29.2 18,6 20,7
e $5,000
H.C. My ol 1.5 2.0 2.6 1.2
M.Co 20,2 5L0.8 35.0 40,6 2L.7 38.0
L.C. 11.8 T2 2.5 LG 1.8 5.1
Total 324 LE.9 39,0 L7.5 28,1 Ll.3
Total Commercial L5.6 62,5 Thols 81,0 54.6 73.3
11 Part~time farms
HaCa - - e2 - wL}- ol
I‘ioCb 309 L{.n[{. 596 199 906 308
L.C. 13, 6.3 2.5 2.2 6.1 3.9
Total 16.9 10.7 .3 Lol 15.1 .8
IIT Other farms
H.C. 1.2 o oy o2 e o
H.C. 6.5 8.5 10.2 6.9 19.0 7.
L.C. 29.8 15.4 6.7 77 10.5 11.0
Total 375 2L.1 17.3 14.8 30.3 19.0
IV A11 farms
H.C. 2.6 2.0 13.7 16.1 15.9 11.6
MoCoa L2.2 78.8 750 69.0 68.5 68.3
L.C. 55.2 29,2 11.9 14.9 15.6 20,1
a/liigh Capital, Farms owning capital more than )L/,/SO,
o/leq1um Capital, Farms owning ccpluel etreCﬂ @9 950 and 3@939A9°
m/uol Capital, Farms owning capital less than )9 9.9,

Source: Estimated from the 1961 census, Volume V.
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derived from the fact that the larger capital valued farms are concen—
trated in the higher income bracket in all regions. The Prairies have the
highest proportion of commercial farms (15.8 percent of total) with large
amount of capital, whereas the proportion of such farms in Maritimes and
Quebec is only 1.5 percent and 1.7 percent of the total, respectively.

The distribution of farms by income groups and value of farm
capital is only a crude indicator of the relationship between these two
variables. A precise relationship, however, can be obtained by analyzing
the income of the farms by various capital investment categories. In
Table XLVIIT the net income per farm on farms of various capital invest-
ments is presented. On the farms where farm capital investment was only
$2949 or less, the net income was only $79 per year. As farm capital
value increased, the net income of the farms also increased in a certain
fashion.

The exact relationship between the two items as obtained on the

basis of this data is:

A

Y = 174 + 0.04189 3 X
(0.000912)

5 =299.13 r” = 0,996 %

(%% Significant on 1% level of significance. )
here, Y = Net income per farm in dollars, and

X

]

Value of farm capital in dollars.

The equation indicates that with a one dollar increase in the farm
capital, the net income of the farm will increase by about L.2 cents,
.

.o X . 2 L o .
he significant 'b! value and a very high r supvort the validity of +this
o <& iy [

relationship on statistical grounds.




NET INCCME PER FARM ON THE COMMERCIAL FAI

TO 817

TABLE XLVITT

CF CAPITAL INVESTMENT, CANADA, 1958

IS CIASSIFIED ACCORDING

Category No. of of Gross Net Het Income

Farms Total Income ?ncome per Farm
Dollars 0C0, i Farms Mill, $
C- 2949 9.6 2.0 5.3 o7 79
2950~ 4949  21.9 L.5 20.4 2.9 133
L9560~ 9949 Th.h 5.4 129.1 23.9 322
9950~ 199L9 161.7 33k 558.2 116.7 722
19950~ 29949  98.0 20.3 560,0 127.8 1304
29950~ 3994,9  50.8 10.5 582.4 91,5 1802
39950~ 49949  28.1 5.8 269.2 66.2 2353
L9950~ 59949 15,0 3.1 170.4 40.8 2715
59950~ 799L9 12,7 2.6 191.1 53.1 4176
19950~ 99949 5.8 1.2 129.7 20.6 3579
99950-14994L9 3.3 7 78.5 15.2 L5L9

149950-1999L9

and over 2.3 «5 8L.5 2L,1 10349

Source: Same as Table XLIIT.

Thus, the analysis clearly substantiates the point that farm in-
comes are affected by the capital investment. Given that a wide dispar-
ity in farm incomes for various provinces exists and that farm income is

related with capital investment on the farm, it follows that the prov-

inces will have a wide range of farm capital investment. The data in

Table XLIX examines the pattern of capital investment during the period

1941-61 in various provinces.




TABLE XILIX
SELECTED INDICATURS CF CAPITAL INVEST:

1941-61,

Characteristic MARITIMRS QUEREC

1941 1951 1961 1941 1951 1961 1941

Capital per farm $ 2800 6600 12000 4800 10400 16900 E70C

Caplital per

iy ry [ I o]
improved acre $ 0 172 2lh 62 158 <07

o
(Nt

Capital per
worker

b R2LE 6828 7002 2908 6071 11419 L%

Net income/Cap.

ratio b .13 oL .13 A2 «15 W12 .0¢
Per farm value
of mach. and

equipment S 358 1140 2807 551 1578 3145 8l

Source: Same as bthat for Table XLVIT.
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The regional pattern of capital investment exhibited some character-
istics common to the income pattern. For example, capital and incomes per
farm in the Maritimes were the lowest. Farms in the Prairies and British

q
A

Columbia had relatively higher capital investment. Over a period of tine,
the capital per farm has been increasing in all regions, but the rate of
growth was higher in the case of British Columbia and the FPrairies. The
increase in capital in 1961 as compared to 1941 was 477 percent in
British Columbia, 385 percent in the Prairies, 359 percent in Ontario,
328 percent in the Maritimes, and 251 percent in Quebec. In 1961, the
average British Columbia farm had a capital value of $32,900 as against
only $12,000 on a Haritime farm. When the capital resources were compar-—
ed in terms of fixed resources, such as land or labor, the tendency re-
nained the same in most provinces. Capital per improved acre increased
during this period of time, but in some provinces (the Prairies) the cap-
ital per improved acre was much less than in Ontario or British Columbia.
This is the result of larger improved acreage on farms in the Prairies.

Capital per worker parallieled the trend of per farm capital in-
vestment, except in the case of the Maritimes, where the growth in per
worker capltal was not as pronounced. It is an indirect indication that
during the period 1941-61, the movement of labor from the Maritimes farms
has not been fast enough to improve the overall productivity of workers.
Thus from the above analysis, it can be concluded that regional income
differences to a considerable extent can be explained through differences
in the level of farm capital investment.

The level of capital investment, as indicated earlier, also
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changes the value system of farmers. The present study, since it was con-
ducted at macro-level, could not attempt to measure this effect. However,

C , o s 12
a similar study conducted on occupational preferences of farmers at Iowa

revealed that farmers had a very strong attachment to farming; and in many
cases overestimated the amount needed in the next best alternative occupa-
tion. The question asked in this study was: By what percent (as compared

with 1949) would income have to be higher in the 'next best! occupation

before you would be wiliing to transfer? About one~third of the farmers

interviewed indicated that no amount would be large enough to induce them

1

to change to another occupation. Replies from others ranged from zero to

o . . - 13
100 percent increase in income, with an average of L7 percent,)

It is not,
however, definite on the basis of these figures the extent to which these
preferences affect the income levels in farming. WNevertheless, it does
indicate thalt accumulated capital may act as a barrier to resource mo-
bility, and thereby create reglonal disparity in farm incomes. Any policy
measure which attempts to even out the regional income differences must

take this factor into account.

D. Intra-agricultural Income Disparity Versus Inter~industrial Income

Disparity:~ The discussion so far has centered around two major prob-—

lems of the agricultural industry: The relative incomes of farm labor as

2. . . e N § ,
E. 0. Heady, W. B. Back, & G. A. Peterson, Interdependence
Between the Farm Business and the Farm Household with Implications on

i

Economic Efficiency, Agri. Ixpt. Station, Iowa State College, Res. Bull.
398, June 1953, p.h2l.

B1pid., p.u21.
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against that of non-farm labor, the differences in incomes within the
agricultural industry. In each case it was concluded that the problem

was serious. However, from the discussion of these problems it was not

clear which, from the policy formulation point of view, should be given
priority. In order to provide a proper basils for agricultural policies
relating to farm incomes, it seemed necessary thalt a comparison of these
two problems should be made, to identify the more serious one. It was

then hypothesigzed that intra-agricultural income disparity is greater

than disparity in inter-industrial incomes.

This hypothesis was tested by the following procedure: To the
annual average incomes of different industries for Canada and of the
different provinces for agriculture, two separate analyses of variance
tables were calculated. This technique helped in separating the varia-
tion due to industries and that due to provinces from the total variation
in two types of incomes. A direct comparison of these mean sums of
squares of variation, by using 'F' as a variance ratio test, was nob
possible, because the assumption of common variance was not fulfilled

1 3 3 114’ T ) 1 s . ty o »
by the data. In order to remove this bilas, the mean squares of varia-

tion due to industry and those due to provinces were taken as separate

. R L S . .
estimates of 5 . In both these cases the coefficient of wvariation was

14

The violation of this assumption was made due to the fact that

the data on the incomes in various indusiries has its population the
income in total economy. Whereas the population for agricultural in-
comes, in various provinces, was the incomes in agricultural industry
only. A4s the latter is only a part of the former and in no case it in-
cludes the same characteristics, the concept of a common variance cannot
be used.
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. 100. S ) U " e e v
calculated as ““E?**u As these two coefficlents of variation were direchH-
1y comparable they were used to test the hypothesis.

This procedure was adopted for the total labor income as well as

for the income of self-employed workers. This analysis was made for each
of the three periods (Pre-depression, Depression and Post~depression)
for the total labor income. The results appear in the Table L. This in-
dicates that the hypothesis that disparity in incomes within agriculture
is greater than the inter-industrial income disparity is supported for
each time period. During the pre-depression period the coefficient of
industrial income disparity was 79.3 percent as against 85.5 percent in
the agricultural incomes. During the post-depression period the indus-
trial variation in incomes rose to 160.L percent whereas that in the
agricultural incomes rose to 186.2 percent. The tendency of the variabil-~
ity in agricultural incomes to exceed that in inter-industrial incomes
furnishes sufficient evidence to support the hypothesis.

The same results were obtained for the incomes of self-employed

workers which were analyzed for the post~depression period only. In

this case, the variation in industrial incomes was 155.2 percent whereas
that in the agricultural incomes was 335 percent of the mean. (Table LI)
One thing seems apparent, that the variation in the farm operators' in-

come is the main contributing source to the variation in the total labor

incore»
The support for this hypothesis provides a basis for directing
agricultural policy in Canada. A4s intra-agricultural disparity in in-

comes is relatively serious, more emphasis should now be laid on




TABLE L

CORFFICIENT OF VARIATION 1IN TNCCUES BY DIFFEL

NT INDUSTRIES

AND AGRICULTURAL INCCMES BY PROVTHCES FCR TOTAL LABCR

Ii CANADA.

Tndustrisl
. . - a o .. D e e e Y
Period M,b.S.—/ Mean Cov,—/ M.S.8. Mean

Provincial Agri.

C.V. Remarks .

Pre-Depr. 1,113,041 1331

(1926-29)

Depression L,171,565 1071 190.7
(1930-40)

Post-Depr. 22,472,256 2955 160.k4 2,209,253 798
(1941-61

38602 97

79.3 50239 262 .

g5.5 Ho Acce.
Ho Acc.

202.5

186.2 FHo Acc.

a/

&/Vean sums of squares of variation.
b/

=/ toefficients of variztion.

Source: Astimation based on data presenbed in

Tables XVI, and XXIV.




TABLE LI

COEFFICIENT U

Ttems Farm regional income Industrial incomes

Mean sums of
squares 11,587,620.0 19,248,592.0

Mean income & 1,016 2,827

Coefficlent of
varistion (%) 335 155.2

Remark: HO accepted.

Source: Bstimation based on data presented in Tables XIX and XXV.
2

programs which tend to equalize the regional differences in incomes. 1N

- place Canadian agriculture on a ruch

turn, such programs will not or
bebber standard in all provinces, bub at the same time the relative pos-

m s ector would also tend

ition of the farm sector compared to the non-ie

)

to be improved.

Ir. I

Among the problems of farm incomes mertioned above, the last one

is their variability over time. This characteristic was also revealed

by chart 5. In some provinces, the variability of incomes was Very
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severe. The Frairie provinces have suffered from this problem. As
v 15 g o
Gilson™~ pointed out,

n,,.the basic problem in the Prairies in the long run
is not of perennial low yields; nor is it a matter of
excessive yilelds and chronic surpluses. Rather it is
the unpredictable and disconcerting manner in which
low yields alternate with high yilelds."

Because of a very strong relation between good and bad crop years and
higher and lower incomes, farm incomes in the Prairies can easily be re-
garded as suffering from instability. Chart number 5 has also shown that
the farm income problem is not a single problem. Farm incomes in some
areas are very low, in some other areas they are higher than the factory
workers in a few years, but fluctuate very much from year to year.

A numerical estimation of the instability in different types of
incomes is shown in Tables LII and LIII. The whole discussion of un-
stable nature of farm incomes has been divided into two broad headings:
Instability of farm incomes as compared with that in non-farm incomes

and the regional pattern of instability in farm incomes.

Instability in the following discussion has been denoted as

variability in incomes as estimated by four measures: Range, average

deviation, coefficient of variation and the relative mean of first

. 16 s P , .
differences. These estimations were made by dividing the total time

lSJ, C. Gilson, Instability in Agriculture and crop insurance.
Paper presented to the farm conference week, University of lanitoba,
March 1962, mimeo, p.2.
l 6 ! . A 3
These measures can be deflned as:
Range: = difference between minimum and maximum items in
a series.
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period into the same three sub-periods.

A, Farm and Non~-farm Income Variability:- In comparison to farm incomes,

non—farm incomes can be regarded as more stable as shown by Table LIT.
Tncome in this table refers to that of total workers per MME in both sec~
tors. For the total period the figures indicate that except for the range,
the values of the other three measures of variability were higher for the
farm sector. The coefficient of variation for farm income was 78.2 per—
cent in contrast to only 49.9 percent for the non-farm sector. The varia-
bility in farm incomes was lowest in pre—-depression years. Non-farm in-
comes during these three periocds have shown an increasing variability as

measured by the coefficient of variation.

B. Regional Pattern of Instability in Farm Incomes:— The reglonal

pattern of variability in farm incomes is discussed under two heads:
Variability in the total labor income and variability in the farm opera-
tors! incomes.

In general, it can be stated that the nighest variability in total
labor income was observed in the case of the Prairie provinces, followed

by GQuebec, British Columbia, Ontario and the Maritime provinces. This

Average Deviations = 214 where | d]is the deviation
N

from & measure of cenbral tendency, the mean, signs ignored.

Coefficient of variation :;_g_.lOO
£
where S = fﬁi?g?@ =[ﬁ§f653€F?
v N J i\

Relative mean of lst differences = EE(Xt - Xe=1) /W
L,

t =1, 2, —N
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(TABILITY OF FARM

Particulars Pre~depr. Post-cepr. Total
Unit Farm Hor~ Farm Nor Farm Hon-
Farm Farm Farm

176 97 321 439 1378 3207 1719 3795
65 32 245 83 295 164 165 127

Range

&
&

Aver. dev.

Relative mean
of first
differences % 20 2 59 5 30 6 38 5
Q
/7

Coeff. of Var. % 29.9 2.9 91.3 10.6  35.4 32.3  78.2 A4S
edian $ 308 1522 83 1325 894 3157 655 2039

O

Source: mstimation based on the data obtained for Table XVI.

tendency is exhibited during the period 1926-61 as measured by the co-

efficient of variation in Teble LIII. A1l other measures of variability

during this period sabtisiy tiis trend. The veriability of incomes in

Saskatchewan is the highest, being about 104.5 per cent of

come, and the other two Prairie provinces, i.e., Manitoba and Alberta,
follow it, having 83.4 per cent and 83.8 per cent coefficient of variation
respectively. The lowest variability during this period was in the prov-
ince of Mew SBrunswick which was only 28.4 per cent of its mean. (Table LIII)

) -

Quite different resulis were obtained when tie analysis was made

4

separately for variocus sub-periods. however, the final conclusion even




PROVINCIAL VARIABILITY IH

B DURLHG

TR TNV I T ™ HmeTy TG TV
PRE~-DEPRESSICH, D D FOST-DE:

‘ Preaﬁepr, b/ Depression Post-Depression
Province A.D.~ GV~ EL.D. C.V. Range  A.D. Mean of  C.V. ked . Range  A.D. Hedian
I Dirf.
% % $ % & $ % % % $ % % % %

o
O~
0
o
=
N

Pr. BEd. Is, 7.3 8.9 1.3 T84 557 126.0 29.8 L0.9 L25 902
Wova Scotia 10.3 IANG 39.6 31.7 2L8  50.8 15.8 16.4 396 392 6
New Brunswick 30.3  24.0 28.5 5h.7 L35 89,7 20.8 22.3 L38 5

2 33.2 91.9 665  87.9 15.7 32.8 737 963 6 33.2 77 LOL

Untario 16.3 5.9 51.8 63.8 1289 167.1 20,8 31.9 1017 1650 285.0 73,9 50,7 583

0.6 158.6  199.1 1152 290.8 39.3 38.9 866 1630 240.4 111.8 83.4 L8k

2 5

0]

O

755 219
18.7 L1.L 202
26,4 R84 22k

O~
P
N
o~
WO )

o~
I
°

{uebec 6,0 5,

Manitoba 266,67
Saskatchewan 279.3  53.3 140.L  168.6 2832 605.4 87.9 57,7 1139 32.
Alberta 213.6 441 110.5  174.6 2026 3L7.0  39.8 L6 1107 2

Bri. Columbia L7.0 22,1 52,0 L2.7 1071 106.0 13.6 29.5 967 1410 84.0

120.0  10L4.5 589
257.3  83.8 599

17.3 67.5 592

a/, P
—/Average Deviation.

b/ Coefficient of Variation.

Source: Estimation based on the date presented in Table XKIII.

4T
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on this basis was not affected significantly. During the pre-depression
years variability in the incomes was not a large magnitude mainly due to
the then applying higher absolute incomes. However, during the depres-—
sion years, even when the average deviation was smwall, the low mean in-
come caused the coefficient of variation to be very high. Only during
the post-depression years can a meaningful comparison of variability of
income among the various provinces be obtained. During this period, all
the measures agreed with the conclusion derived on the basis of the
analysis of the total period. Saskatchewan in this case too had the
highest variability in incomes, which was about 57.7 percent of the mean.
The coefficient of variation further indicated that Prince Edward Island
had the next most variable incomes, and according to the relative mean
of first differences, lianitoba took the third position. On the stability
side, based on coefficient of variation, incomes in Nova Scotia during
this period were the leading ones, but according to relative means of
first differences, those in British Columbia were the most stable. Hore-
over, Nova Scotla, Quebec and British Columbia were the only three prov-
inces which had relatively lower variable incomes.

A similar conclusion was derived by analyzing the variability in
operators! incomes in the various provinces. In this case data for the

depression years were removed from the analysis because it did not pro-

. . . e R 1 . .
vide a plausible view of relative variation. 7 During the last thirty

17 . e , . B N . -
During many of the depression years the income was either
negative or comparatively very small. Because of lower mean income,

3

coefficient of variation was very high.
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years,lg highly unstable incomes were received by farm operators in
Saskatchewan, Alberta and Frince Taward Island. High relative variabil-
ity in the Incomes of Prince Rdward Island farm operators were a result
of their lower levels. The coefficients of variation for these prov-
inces were 115.6 percent, 100.4 percent and 380.6 percent respectively.
(Table LIV) The farm operators in British Columbia, Ontario and Nova
Scotia had relatively stable incomes during this period.

Thus, farm incomes in Canada as a whole as well as for some of
the provinces have been Very unstable. The main causes for instability
in these incomes can be classified into two general groups:

1. Those originating in changes in demand, and

2. Those arising out of agricultural procduction.

Most of the variation in the incomes originate from the latter
group as the agricultural production 1s subject to many risks and uncer-
tainties. The resultant outpul, which is not usually identical with the
anticipated one, will have a proportionately greater or lesser effect on
market price, as the demand of the agricultural products tends to be
inelastic in nature. At the same time, relative stability of costs of
production has the effect of causing wide fluctuations in the net farm

incomes.

¢. Variability in Incomes and Income Compariscn for Regions:- One of

the important features of Tables LIII and LIV is that higher incomes were

lgThe total period in this case relates to years from 1931
to 1961,




TABLE LIV

a/ o2/

Province Range ALD. Hean C Median Range A.D.~ ean .V~ Median
of I of T
' Diff, . . Diff. ‘
$ $ 7% % $ ¢ $ %
Post Depression
P.E.I. 1106 232.5 88.2 315.8 356 1326 181.5 109.6 380.6 212
.5, 199 105.8 66.8 57.6 276 663 986 69.0 i1 189
N.B. 985 R23.7 43.0 46,9 5L 14315 178.5 80.5 83.4 366
QUE. 679 117.7 26 .4 37.0 582 1126 9.2 425 92.2 382
ONT . 1348 288.3 33.5 32.9 1096 2054, 236.0 5h.2 77.3 881
HAN, 2356 58L.8 713 50.9 1275 3173 L71.9 113.1 995 865
SASK. 6323 1147.5 149.2 62.3 2597 732L 875.9 193.8 115.6 1702
ALTA, 3758 Thi.3 72.1 54.3 1691 L1530 58L.2 76 .6 100. 4 1142
B.C. 626 1kh2.1 204 29.9 799 1298 118.4 31.2 56,9 702

.a;/ A

Average Deviation.

g/COGi"ficien“u of Variastion.

Source: Astimation based on data presented in Table XXV.

L6T
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invariably more unstable than lower incomes, not only absolutely but also
relatively. This can be shown by cross—classifying the provinces accord-
ing to the level of income and the magnitude of its relative variability
as done‘in Table ILV. In the Prairie provinces and Untario though the in-
comes were comparatively higher, they fluctuated highly from year to year.
On the other hand, low and fairly stable incomes characterized the
Maritime provinces.

This positive correlation between the levels of income and degree
of variability poses an important problem in the comparison of incomes
for various provinces. This is whether incomes differing in their degree
of variability are comparable or not. It does not seem logical, however,
that from the standpoint of the individual farmer, the degree of varia-
bility associlated with incomes will not be of any concern to him, in his
pbusiness planning and decision making process. Rather it is a matter of
choice between the two situations: A higher income with high variability,
as against a low but stable income. Too frequently in regional policies
no explicit recognition is given to this degree of variability in incomes
receilved in various provinces., Consequently, it can be suspected that
regional policy formulation has not had any orientation in this aspect.

In order to make incomes comparable for degree of variability a
more detailed investigation of the effect of variability on income re-
ceivers is required. One of the economic effects of higher variability
in incomes 1s that it imparts a noticeable effect on the expectations

)

and business planning of an enterprise. 1e expected income of a farmer

can serve as a good indicator of his preference for the incomes under two
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Coefficient of Var-
iation beltween

Below & 500

Level of income between

$ 501 - & 1000

Gver & 1000

Total labor income

Below 30%

lova Scotia
Jew Bruns.

P
Fis

Between 31% and 60%

Luebec
Manitoba
British Col.

e
s
Cntario

Over 6C%

A

Saskatchewan
Alberta

Uperators! income

Below 30%

Between 319 and 60%

Hew Bruns.
Quebec

Urbario

Over 60%

~y

A

Manitoba
Saskatchewan
Alberta

Source: LDerived from Ta
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situations. The expected income can be defined as the discounted value
of income which an entrepreneur anticipates for the next year. The
expectation in this case should be based on the level of income by taking

the variability into consideration:

Expected income Hean Income ( X )

in a parti- = P =

cularlf;ar (1 + Coefficient of)
J Variability

438 R

wo different coefficlents of variability were selected for dis-—
counting: The coefficient of variation and the relative mean of first
differences. The discounted values of average incomes for various prov-
inces calculated on the basis of these two discounting ratios are shown
in Table LVI. The figures for the discounted value of income showed that
the disparity among the level of income in different provinces was much
less than that for the current average incomes during that period. Along
with it, many provinces have also undergone a change in their ranking.
buring the post-depression period, the difference in the average current
incomes for the provinces was $893 (from $1271 to $378) which was reduced
to $491 (from $806 to $325) when calculated in terms of expected incomes.
Furthermore, in terms of discounted values, the income in the Prairies
came very close to that in the Haritime provinces. For the total period,
the disparity of incomes within provinces was reduced to $228 from $500
which is a little more than a fifty percent reduction. It seems plausible
that in terms of expected incomes, the Maritime provinces have not been

at any disadvantage in comparison to incomes in the Prairies.
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TABLE LVI

Provinces 1. 5, 5, 4n 5. 1. é, 3; Z. 5.
& b &

P. B, I, 8 317 9 34t 8 & 170 9 209 8
9 325 8 326 9 9 20, 8 243 7
7 370 7 375 7 7 2L 7 245 6
6 520 6 597 6 6 2,9 &6 332 L
3 761 L 831 2 Lo 38k L k23 2
5 618 5 617 5 5 299 5 259 5
1 806 1 676 I 1 38 3 358 3
2 776 2 802 3 2 397 2 20, 9
k 767 3 875 1 3 399 1 570 1

1. Rank in current income.

2. Ixpected Income by coefficient of variation.

N

3. Rank in Columm 2.

L. Expected Income by liean of lst differences.

5. Rank in Column 4.

Source: istimation based on data presented in Table LIIT.

III. CCNCLUSIOH,
The three basic farm income problems are : Low levels of relative
incomes, disparity within agriculture, and instability over time. These

three problems are serious, but relativelyr speaking of the first two, the
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intra-—agricultural income disparity is more severe than the inter-
industrial income differentials. At the same time, it has also been indi-
cated that income from farming sources is only a partial indicator of the
overall situation, since the low farm incomes are supplemented to a greater
extent by incomes from non~farming sources than are higher farm incomes.
While investigating the third problem, it was found that higher incomes
were associated with the relatively higher variability. In order to make
these incomes comparable with respect to the degree of variability in in-
comes for various provinces, a calculation of expected income was made
which reduced the size of the regional income differentials remarkably.

A part of the regional differentials in incomes was also explained by the

differences in the value of farm capital.




CHAPTER VIIT

N

CCE COMPARISON AND RELATIVE WELFARE OF FARM PEOPIE

In the discussion of income generation and its determination in
an economic system it was indicated that the incomes received by the
owners of ractors of production become a means of purchasing power in
their hands as consumers., Although generation of income and its dis—
tribution to consumers are virtually the same, the latter has certain
other connotations for example, from the standpoint of a consumer, his
income might be different from the income received from his earnings
from use of his owned factors of production; it might include the addi-

ion of govermment transfer payments, gifts and inheritances received
or might be reduced by taxes paid, gifts made to others,

M hen incomes differ with respect to their source and nature,
their comparison becomes very difficult., In the case of farm and non—
farm incomes, to determine and equivalent level of income for a particular
sector is not an easy process because it is not 3 simple question of the
equivalent dollar value of two economic pursuits, as two types of living

re not strictly cash-cost ones. A4 farmer's unit of decision making is a
mixture of a firm and a home e, whereas an urban residence is often Just a

home, In the farm sector various monetary and non-monetary forces may in-

teract, making an income comparison very complex., Gilson remarked thats:

"The forces of market have apparently failed to transfer families
from their sub-marginal farms to other occupations with higher
monetary rewards. For many complex reasons people cling to farms
that have little more to offer than a way of life,¥l

1
J. C. Gilson, Nature and Implications of sub-marginal farms,

Ops cit. p. 19,
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These complex reasons require a separate investigation, All such

factors which affect an individual (as a consuming unit) are studied
under the subject of welfare economics, In this chapter farm and non-
farm income are compared so as to evaluabte the relative welfare of
people in these sectors. Since welfare is not only affected by economic
factors, but also by non—economic ones, the chapter includes an analy—
sis of both types of factors. However, the analysis of non-economic
factors is not carried out to any intensity, and as such the chapter

mostly concentrates on economic factors affecting the welfare of a

group of individuals,

The phrases 'welfare of the community'! and the 'well-being of an
individual?’ are very frequently used remarks about policy formulation.
In all such statements well-being can be substituted by the word
thappiness?., When one indicates that a particular policy is aimed
at increasing the welfare of certain group of individuals, what

he actually points out is that his interest mainly lies in the

D

economic causes of happiness. According to Little ™ the economic

causes of changes in the happiness of an individual are taken to
be changes in items and services which can be exchanged for money;
together with changes in the amount and kind of work which the in-

individual does,

KN E |

The demarcation of the various categories of forces acting

zI M,D, Little, A Critique of Welfare Economics,(London :
Oxford Univ P ess., 1L edition 1960)p.b.
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on the individual which determine his welfare was made by Pigou.
According to him, welfare is a field of very wide range. A general
investigation of all the groups of causes by which welfare thus con-
ceived may be affected, would constitute a btask so enormous and
complicated as to be quite impracticable. Pigou divided the whole
field of socisl welfare into two components: One that can e brought
directly or indirectly into relation with the measuring rod of money
the other which cannot be., The first component of social welfare
has been termed economic welfare, and the second, non-economic welfare.
The factors which determine the welfare of an individual or a
group of individuals can easily be divided into two; economic causes
and non-economic causes. Incomes earned by the group of individuals,
and other material items consumed constitute the first group., These
are the factors on which major stress will be laid in this chapter.
Non-economic factors, such as preference for occupations, enjoyment of
physical conditions and socilological differences, cannot be completely
disregarded in a study of welfare. However, these factors due to
their immeasurability have been largely excluded from the following

comparison, although some indications of the influence are mades

Lt

1

Measurement of welfare, through incomes received by individuals

is greatly influenced by the accounting of incomes. It seems that

accoding to the present accounting technique used by the Dominion Bureau

4,C. Pigou, The Fconomics of Welfare, WNew York; The Macmillan
Company, 1960 p. 10,
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of Statistice in Canada, the reporited economic welfare of individuals will
be under-rated to the extent to which people perform non-economic pursults,

-

such as education by parents, and work done by housewives, Furthermore
Y ? ?

during the time when a country is building vp its capital, a part of

production goes towards this wealth, and, if welfare is measured solely
[ ? 9 Y
on the basis of income earned, the total welfare of the individual is

understated. Such implicationg can be applicable to certain sectors of

L » e 1. I < . SN - . L. o S et e [P [, .

the economy, such as farming, where the majority of farmers aim
Ind s

accumulate a certvain equity of farm dbusiness by curtailing preseunt

consumption. Under such instances, income estimates for the farm sectors

"

at, for incomes in the farm sector,
income comparisons do not show capital improvements to farm propverty by
¢ proj ¥

the use of family labor and farm materials, and to this extent farm incomes

L7, 4.

are underestimated. DBut, at the same time, incomes also ignore depletion

of resources such as fertility depletion, and erosion, and to this

o

extent farn incomes are overestimated. Perhaps these two limitations of

farm income estimates may tend to offset each other,

In a comparison of farm and non-farm incomes to indicate the relative

1 J.r

welfere of people, it is logical to say that the relationship be

the two incomes may lie within certein limits depending on how the various

o
]
o)
O

f a group of individuals are weighted,

Value judgments of the group may play o very imporiant role under such
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An evaluation of the relationship between farm and non farm incomes in

r was carried out by hypothesizing that the relationship

o+
oy
l_l
w
9]
ct
o
joN

[

between these two incomes has been close during the post-depression
period; if non-income comsiderations are included in the analysis,

This hypothesis is tested in the discussion below by investigating
factors of an economic nature including those directly affecting levels
of economic welfare, and those indirectly affecting economic welfare,

and factors of non-economic nature,

FARK AND NON~PARM INCOME

The average differential between farm and non-farm worker's
income on a comparable basis was estimated in Chapter VI, and it was
there concluded that farm incomes, according to the criteria used,
were very low, relative to those in the non-~farm sector. But later on
in chapter VII it was also shown that lower farm incomes in certain areas,
are highly supplemented with incomes from other sources, Thus, the in-
come concept including only the income from Farms as a measure of welfare

is invalid, for the following reasons:

(a) Net farm income data excludes the income of farm
operators from sources other than farming, which
for certain regions is a major source of income.

(b) Barnings of farm family from non-farm sources are
also ignored.

(¢) Wages paid to farm hired laborers should be added

back to farm incomes, as the farm pepulation in-

cludeds these workers.,
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A, Total disposuble personal income of farm peo les~ In order to remove
Yy iy

these limitations, separate estimates of total disposable personal income
were made, These estimates included the income of farm pecple from non~
farm employment of the operators and family members, payments and/or
ransfer of money from government, and other investment incomes over and
above that from farming,

Total income for farmers was estimated only for the period since
1941 because before then there were no statistical data on non—farm

L

employment of farm workers. The data clearly indicate that income from

’.J .

farm sources is becoming less and less imporbant, During 1941~L5 net
income from farming contributed 80,3 per cent of the tobal income, Its.
contribution was reduced to 59,3 per cent of the total income in 1961,
(Table LVII). The relative contribution of income from non~-farm employ-—
ment to the total has increased during this period. It was 10,8 per cent
during 1941-45, and increased to 27,5 per cent in 1961,

Thus, the conclusion reached in Chapter VII, that comparison of
net income from farming and income in non-farming industries gives only
& partial picture, was valid, as the importance of net income from farme—

ing to total income of farmers is decreasing.

B, Under-estimation of Farm Income due to Valuation of Kind Incomes:— FEven

after the addition of incomes from non-farm sources Lo farm incomes some
considerable inaccuracies in the estimates of comparative farm incomes may
be observed. Such inaccuracies may arise, for example, due to difference

in the farm and retail value of Ffarm products which are produced on the



TARLE IVI

—

S DEDTIT AMTON RV SOURORS
4 i P'\jpu'.z,::\_i,iOL\E BY SOURCES

N
[®)
m

Pericd. Net income  Income Govt., Invest- Cther Total Incone Personal Total disposable
from farm. from non- transfer ment incomes income = of paid Income tax. income cf farm
exc, SUDP. farm empl.—  payments. incomes. of fer- laborers people,
payments., oyment mers.

(MILLE

1926-30 534 - - - - - - - -

1931-35 163 - - - - - - - ,

1936-40 361 - - - - - - - -

194145 836 113 L8 L1 3 1040 101 31 1111

v 1946-50 1263 200 986 35 3 1599 133 72 1660
G 195155 1753 335 126 38 3 2257 166 91 2332
| 195660 1204 K29 170 48 3 1894 51 89 1986
1961 1039 483 173 57 3 1755 198 27 1926

9 of total farmers' income.

194145 80.3 10,8 Lao'7 3.9 3 lQ0,0

1946-50 5.0 12.5 6.1 2.2 ol 100,0

1951-55 777 14.8 5.7 1.7 .1 19050

1956-60 65.6 22.8 8.9 2.5 o2 100.0

1961 59.3 275 9.8 52 o2 lQ0,0

Source: Tstimstion based on data obtained from Agricultural Division, D.B.3., Publications of Department of National Health
and Welfare, the 1958 Farm Business Survey, and 1941, 1951, 1961 census. For details of the method adopted, see p.%0 , Chepter .
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Farm and consumed by the farm families., It was argued by Ojale — that the
" ,. incomes of farming community have been underestimated to the extent
that farm families consume home products which the community must buy at
retall prices.” In order to make a valid comparison, it is necessary that
the difference between farm value and retail wvalue of farm perquisites as
included in the farm incomes in kind should be added,

The magnitude of the under-estimation because of retail and farm
price differentials, varied between 140.5 per cent of total net income
during the period 1931-35 and 22.5 per cent during 1946~50, In no year
was this difference less than a fifth of the total net farm income of the
year. (Table LVIII). During the depression years and in 1961, this
proportion was very high, mainly because of two reasons: first, the net
farm incomes during these years were very low, and second, during the
depression years the prices of farm products were comparatively lower
than those at the retail level, causing a wide differential in valuation,

The average differential between prices at the two levels varied
between 108 and 261 per cent., During most of the period it was over
200 per cent. Furthermore, over a period of time, the differential in
the two prices increased mainly because farm prices declined in the late

fifties and retail prices rose continuously.

C. QComparison of Disposable Personal Income in Farm and Non~farm sector:

To make the farm and non-farm income concept comparable, non-farm

Ly oo . N NN
B, Ojals, Agriculture and Economic Progress, (London: Oxford
University Press,)l952 P. 122
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BLE LVIIXL

PARM KIND INCCHME RETATL FRICE VALUATION AD L, 1926-61

Unadj. AdJ. liet Increase Ldjustment
Period. kind kind adjust- in adj. of net

incomes. dincomes. ment. incomes. incowes.

Mill. Dollars. (% of Unadj.
incomes).
1926-30 238 L95 257 108 L8.1
1931-35 162 391 229 241 140.5
1936-40 176 389 213 232 58.7
1941-45 R33 475 RhL2 215 8.0
1946-50 293 561 288 209 22.5
1951-55 333 L9 416 234 23.6
1956-60 338 823 L85 255 37.9
1961 353 881 528 261 L9 .1
Source: Bstimated on the basis of data obtained from Agricultural

Division, Dominion Bureau of Statistics. For method of estimation,

see p.R), chapber V.

disposable income was calculated on an equivalent basis.5 To make The

recipients of this income equivalent, two criteris were adopted, per

..n

family and per normalized adult unit. The income differential between

. e

the sectors, on these bases is presented in Table LIX.

term fequivalent! refers to the strict comparability in

the accounting of the two incomes vich would further mean inclusion
[ 2

of almost identical types of incomes for the two sectors. The pro-

s
cedure used was discussed in chap. 5.




TABLE 1IX

FARM AND NON~FARM TOTATL, PERSONAL DISPOSABLE INCCME IATIC PER
FAMILY AND NQA“Uah/ IN CANADA DURING 1941-~61.

PER FAMILY INCOME PER N A E/ ON
Period Farms RATTO Farms RATIO

'Withg t Witha Non-Farm Col.2 Col.3 Without Witha/ Non- Col,.7 Col.8
KIVA= KIVA=" income Col.4  Col..k KIVA KIVA— farm Col.9 Col.9

% % incomes % %

lo 23 39 Llro 5« 60 7@ 80 90 lOe lle
194145 2401, 2996 3101 77.6 96,6 L60 556 706 65,1 78,1
1946-50 3789 4117 3894 97,3 105.7 711 830 1032 68.9 80.4
195155 5102 6089 L3864, 104.9 125.2 97L 1159 1406 69.3 82.8
1956-60 5209 64,37 5851 89,0 110.0 1019 1061 1700 59.9 Ths0
1961 5130 6911 6354 85.4 108,8 1051 1338 1808 58.1 e

é/Kind Income Valuation Adjustment.
b/ _ .
-~ Normalized Adult Unit.

Source: [Lstimation based on the data presented in Table LVII, and obtained from 1941 and

1961 census, o
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The left half of the table presents the ratio of incomes on
per a family basis. The ratio of farm to non-farm incomes ex-—clud-
ing the valuation adjustment for incomes in kind indicated that farm
incomes in the fifties were almost at s par with non~farm incomes.
The ratio varied between 77.6 and 10,L.9 per cent of the non-farm in-
comes. If at the same time, the kind income valuation adjustment is

added to farm disposable incomes, the non-farm incomes fall below farm

incomes. Only during the period 1941-L5 was the ratio of the two incomes

below one hundred per cent (96.6); in the rest of the period incomes of
farmers lead those of their urban counterparts.

The ratio of disposable income per family in farm and non-farm
sectors may not be accepted as a valid « ure because it implicitely
assumes an identical family composition for the two sectors. In order
to achieve a more comparable situation, income ratios were computed on

per capita or per normalized adult unit (N.A.U.)basis; as presented in

the right half of Table LIX., Average income per NAU on farms excluding

e 6 . . . . . .
(.I.V.A., varied between $460 during 1941-L5 and $1029 in 1961 with a

continuous rising trend (Chart 6). ¥hen KIVA was included, this income
rose to $£556 and $1316 per NAU, for the same period. The non-farm in-

1

rom $706 to $1.800 per NAU. Resultantly the ratio of the

K]
S

come varied

two incomes varied between 54.7 and 68.9 per cent without KIVA and bet—

ween 72.7 and 82.8 per cent after including it. Clearly the farm incomes

though low, do not show a very big disparity when compared to non-farm

oY

This is an abbreviation for "Kind Income Valuation Adjustment?®,
and will be used in this chapter as such.




INCOME IN DOLLARS

213

CHART 6

1900
DISPOSABLE INCOME PER NORMALIZED ADULT UNIT IN
" FARM AND NON-FARM SECTORS, CANADA, 1941-61. P
7
0/‘
. Ve
/
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é}' PER NvoUo bt NON"FARM
7/
7
1400 e
/
/
/
1200 ;7
;
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4
. 1000 /
o/
//
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| 800 FROM NON-FARM EMPLOY.
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~aoog/f
| 200
O{ i I | - 1
1941 1946 1951 1955 1961
YEARS

(Based on Data bresented_ in Appendix XI)
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incomes. This conclusion will be valid during good crop years, such as
those of the early fifties., But as Mother Nature is not always generous,
not all crop years are good, During the bad crop years farm incomes may
fall much further in comparison with non-farm incomes, even when income
from non-farming sources has been included,

D, Regional Differences in Total Disposable Income Ratio:- Canadian

agriculture, as previously examined, reveals heterogeneous income condi-
tions in various provinces. In order to examine the regional pattern of
income disparity, disposable income in farm and non-farm sectors was
estimated for the year 1958. For Canada as a whole the ratio of farm and
non-farm disposable income in this year came to be L2.4 per cent. (Table I1X).
In its regional setting, the ratio varied between 30.8 for Quebec and 63.3
per cent in British Columbia. Moreover, the ratio in Ontario, the Prairies
and British Columbia was relatively higher than the other Eastern Provinces.,
This ratio obtained on the basis of the 1958 Farm Business Survey
seems to be underestimated to some extent, since the survey estimates for
net farm income were much lower than those given by the Agricultural Divi-
sion of Dominion Bureau of Statistics for similar definitions of net farm
incomes., The average farm income per NAU in Canada in 1958, according to
the latter estimates came to be 50.4 per cent of the non-farm income in
the same year. Bul, on the basis of this data as well, it can be con-
cluded that Canadian agriculture in its regional pattern is not homoge—

neous industry.
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TABLE LX

RATIC COF FARM AND NON-FARM PERSONAL DISPOSABLE INCCME IN CANADA,
BY PROUVINHCES. 1958

Provinces Barmiii;igfgyle Si?;gzggge incomeg/ Ragio
& % %
Prince Edward Island 761 1272 59.8
Nova Scotia 596 1335 Ll .6
New Brunswick L76 1236 38.5
Quebec 490 1590 30.8
Ontario 968 2050 L7.2
Manitoba 955 1836 52,0
Saskatchewan 818 1778 46,0
Alberta 993 1994 L9.7
British Columbia 1281 2021 63.3
Canada 77k 1823 L2.4
a/

Calculated as (Cash income + Custom Expenditure - Income in
kind + Inventory change + Income from non-farm employment -+ Transfer
payment -+ Investment and other incomes) - (Income from Custom Work
+ Cperating Expenses -+ Depreciation + Farm Income taxes) + Wages of
farm hired laborers.

b/, :

~ Non-farm income was calculated as:

Total disposable income in the province - agricultural

net income as calculated in (a).

Source: Farm Incomes were obtained from the 1958 Farm Business
Survey Report, and the Non~farm incomes were obtained from the National
Accounts, Income and Expenditure, Dominion Bureau of Statistics, Ottawa.



. Intra-agriculbtural Disparity in Incomes from all Sources:

Commercial Farms: - Three cross—classifications of commercial farms,

as discussed in Chapter VILy were made to estimate intra-agricultural
disparity in total farm incomes.

The first classification of farms was according to the value of
product sold. The figures for this classification indicated that the
average income per commercial farm7 from all sources was $2502 per year;
out of this 48.2 per cent came from farm sources, 31l.4 per cent from non-
farm employment, 13.5 per cent from government and the rest from other
sources including investment incomes. (Table LXI). Income from non-
farm sources was proportionately greater on farms which represented
smaller sized businesses. In Canada, the tendency was observed on
all the farms selling products below $2999 value. Income per farm
from all sources, as well as contrihution of farm to total, increase
vith size of farm business. For example, on farms having a sale value
of products between £1000 to $l999, farm income contributed 19.1 per cent
to the total as against 64.7 per cent on the farms selling in between
$20,000 and $24,999 per year. Similarly, the income from government
sources decreased with increases in the size of farm income.

The second cross-classification of commercial farms was by

types of enterprises, The income pattern in this case revealed that

7

Because of unavailability of number of families on these farms,
the computation was done on a per farm wasis. It may be argued, however,
that one commercial farm can conveniently be assumed to maintain one
single family. To this extent these figures will be eguivalent to
those obtained on a per family basis.




TABLE IXT

INCOME FROM ALL, SCURCES PER CLASSIFIED ACCCRDING TC

VALUE OF THE PRCDUCT SCLD, C 1958
Value of prod. Per farm % of the total income from
8old category. income from Farm W“a/ EBmp.- Govt. Invest-
Hollars all@souroes. loyment : ment .
O- 999 1956 -9.9 78.9 23.9 5.1
1000~ 1999 1717 19.1 53.9 19.3 L.9
2000~ 2999 1656 39.2 L2,2 11.0 5.1
3000~ 3999 2013 55.7 22.0 16.1 3.8
LO0O- LG99 2207 62.0 18.5 14.0 L.O
5000~ 5999 2806 60,5 21.2 10.9 L5
6000~ 7999 3443 The9 1.8 8.2 3.5
8000~ 9999 3590 76.2 9.3 79 4eO
10000-14999 L680 77.6 10.0 6.3 3.9
15000-19999 6369 8l.1 8.1 Lo2 Lols
20000-2L999 3673 6l..7 9.5 .2 15.7
25000" 10346 82.6 L.3 2.6 9.3
A11 farms. 2502 L8.2 31.4 13.5 L.7

-5_3:/ Mo

Source:
Farm Business Survey

n-farm

Division,

Estimated on tihe basis of the data supplied by the 1958
Dominion Bureau of Statistics.

the high incomes from all sources were obtained on fruils and vegetable,

mixed and miscellaneous farms.

varied in between 5353

rear on livestock farms.
¥

the same characteristic that lower farm income

(Table IXII). The average income

5 per year on miscellaneous farms to $2478 per
This table like the preceding ones, confirmed

was supplemented



LE LXTX
INCUME PR COMMERCIAL FARM FRUM ALL SCURCES, CHCSS CLASSIFIED ACCORDING

TC TYPE COF EWT

A, 1958,

Type of Av. income % of the total income from /
enterprises. from all Farm g Emp.ﬁ/ Govt, Invs.,
sources.
iivestock $2L78 L9.3 30.7 13.7 L2
Crops 2516 54L.6 25.1 12.4 3.8
Fruit and veg. 2634 18.8 58.0 12.0 6.7
Hixed 2527 23.5 51.7 18.2 3.9
Miscellaneous 3535 38.3 LE.T7 9.3 2.9
/.
a7

Non-farm Employment.
/ Investment.

Source: Same as that of table LI.
proportionately more with the incomes from non-farming sources than
were higher farm incomes.

Commercial farms were classified also according to value of
farm capital. The conclusion drawn from this table was similar to

that derived on the basis of the first classification because of a
very high correlation between farm income and capital investment. The
contribution of ifarm sources to the total income on a farm having a
capital investment of $19,949 or less was very low. The non-farming
sources on these farms contributed as high as 42.0 per cent of the

total income. (Table IXIII). (n farms with high capital investment,

the main source of total income was from farmi ing sources with income




TABLE IXTITIT

INCOME FROM ALL SOURCES PER CCMMERCIAL FARM CLASSIFIED ACCURDING TO

VALUE OF FARL CAPITAL IN CANADA, 1958,

Farm capital category. Income per , % of the total income from
farm from Farm NF emp,é/ Govt., Invest-
Dollars allgsources. ment
$ O- 2949 1752 L.5 56.8 29.9 3.7
2950-  L949 1691 7.8 60,2 27.8 L.7
L950- 9949 1874 17.2 56.4 21.5 2.8
G950~ 19949 2010 35.9 42,0 16.3 3.6
19950~ 29949 2455 53.1 28.3 12.4 L.3
29950~ 39949 2859 63.0 18.3 10.5 5.6
39950-  L99LY 3521 €6.8 16.4 8.2 6.0
L9950- 59949 38L8 3.1 12.6 8.1 6.5
59950- 79949 5508 75.8 12.1 5.1 5.2
79950~ 99949 L5 80.5 10.5 6.3 6.8
99950~ 1L99L9 6109 Theb 9.6 L.5  10.7
149950% 13583 76.2 6.1 2.4 146

a/ o
&/ Non-farm Employment

Source: Same as that of Table IXI

from government sources and from off-farm investment becoming less
important as capital investment increased.

Thus, it can be concluded that the disparity in incomes from
all sources between the twc sectors seems not to have been large. This
has been especially so during good crop vears. During the post-
depression period, the income of farm people per NAU was found to vary

between 58 per cent and 59 per cent of incomes of non-farm people.



IIT COPAlL IVING EXPENDITURES AND DIFFERENCE IN COST

OF LIVING

Ao Family Living Expenditures: - The comparison of family living in

farm and non-farm sectors expenditures evaluates the two sectors on

the same basis as used for comparison of total disposable incomes. In
order to make a comparison of the family expenditur ‘es, data was
obtained from the D.B.S. surveys. The farm sector was studied on the
basis of date supplied by the 1958 Farm Business Survery. According

to this data, an average farm family in Canada spent $3397 per year.
(Table IXIV). Of this, $3193 was spent on current expenditures
(consumption), constituting 94 per cent of the total. The remaining
six per cent was divided between contributions and gifts (3.8 per cent),

and life insurance and annuities premiums (2.2 per cent). Food was

the largest single item of expenditure, making up 36 per cent of

total, followed by expenditure on housing. (13.5 per cent).

With respect to the regional pattern of expenditure per fam ily,
the highest expenditure was incurred by families in Cuebec (¢3518),
followed by Onterio families (£3451), end Saskatchewan being $2911.

This total expenditure per family, to a certain extent does not reflect

a comparable situation for the two sectors. In order to obtain a more
comparable view of expeuditure in different provinces, family expenditure
per person (Year Zguivalents) was calculated. The surprising ranking

5.

s first on a family basis is modified by large family sizes

)

of Guebec

which result in it being lowest on a family expenditure per person basis.

The highest expenditure per person was in Alber rta, ($916) followed




TABLE 1XTIV

PATTERN OF FARM FAMILY EXPENDITURES IN ¢4

1958.

Province. Total Exp. per %l of the total exp. on

expendi~ person Food. Hous., Appli.~ Cthers 2/

ture. , ing ances

$ P

Prince Hd. Is. 3153 750 36.7 15.7 S5ely 11.3
ifova Scotia 2911 647 38.9 15.9 5.7 10.6
Hew Bruns. 3273 616 38.9 16.6 5.2 11.5
QJuebec 3518 592 38.1 11.4 8.3 10.7
Ontario 3451 903 32.9 15. 7l 10.1
Kanitoba 3286 845 36,8 11.9 7.1 11.4
saskatchewan 3LL5 895 35.4 13.6 7.3 11.6
Alberta 3379 916 38.0 11.7 7.2 11.3
British Columbia 3119 &8 36.4 13.7 7.8 11.9
Canada. 3397 . 786 36.0 13.5 Toly 11.0

/
a/ . . . .
— Inclucdes Health care, personal care, recreation, reading and
education.,

Source: D.B.S., Daily Bulletin, Vol. 33, no. 96, kaw 20, 196k,

by that in Ontario and Saskatchewan. Strictly speaking these figures
are not completely comparable since they implicitly assume an uniform age
structure of family members in different regions. towever, the
limitetion of data availability does not permit the testing of its effect.
Comparable urban current consumption expenditure per family in

1959 was $4357, and 4655 for total expendlture excluding personal taxes.

o

D. B. 8., Deily Bulletin, op., cit., p. 1.
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Thus, the average ratio of farm to non-farm current consumption
expenditure was 72.9 per cent, whereas that of total expenditure was

- .9 . : . SN . foa s
73.3 per cent. These ratios, like tiiose for incomes, do not indicate

& very depressed income position of the farm sector.

B. Differences in Living Costs: -~ Farmers have usually been regsrded

as enjoying lower living costs comparative to urban dwellers. Upinions,

however differ greatly as to the amount by which living costs may be

lower in the farm home, and the comparative importance to be given to

the various cost components in farm and in urban homes.lO Very little
work has been done on this topic, and present evidence is more or less
inconclusive. In order to obtain an impression of this difference, a

: - - 11 . . e ) .
study conducted by Frank Lawrence — in Hastern Ontario of the expenditure
of a group of dairy farmers for the vear 1956-57 was examined. Three
main items of cost difference were investigated in the study: Value
of farm perquisites, use of farm dwelling, and cost of farm car to
the nousehold.

The average difference between the two sectors for those items

was 9937 per year. This provided a more comprehensive and realistic

estimate of the lower cost of country living, but, it does not apply

9T.’r;;e proportion of F/NF expenditure was calculated as

(§3193+ §4357) 100 = 72.9%. and ($3397 < $4655).100 = 73.3%.

O.. - . . o o o .
¥F. Lawrence, A look into Farm Living costs, The Economic
Annalist. Vol. 30, no. 3. June 1960. p.

llIbid.




TABLE IXV

I INCCHE RATIO AFTER ADJUSTING FOR COST OF

CANADA 1941~61,

Periocd. hdjusted farm disposable Hon-farm adjusted

income disposable income., 2 2 Col. Col._3

With Without "1 Col. Col. L

FIVA &  EIVA.$ % %
L. 2. 3. Lo 5. 6.
1941 ~45 797 660 96l 82.6 68,0
1946~50 925 792 1117 82.8 70.9
1951-55 585 827 1215 81.0 68.0
1956-60 1015 821 1372 73.9 59.8
1961 1034 812 1399 73.9 58,0

Source: Estimation based on data presented in Table LIX and

price statistics collected from Price Indexes, FPrice Division,
Dominion Bureau of Statistics, Cttawa.

to Canada as a whole. Nevertieless, it does indicate that farmers as
compared to urban dwellers are at an advantage in family living expenses,
particularly when living is heavily supplemented with farm grown
products.

In order to maintain consistency in the ratio of farm and

e

AU were ad-

non-farm incomes over time, the disposable incomes per
Justed for movements of the costs of living index. In terms of

" 1.2 r o . . . PN e prney g " . ) . o3 £
constant™ dollars, farm incomes including KIVA, varied between 82.0

per cent and 73.9 per cent of non-farm incomes, with a continuously

decreasing trend. (Table LXV). Even when EIVA was excluded, the

2, . . i s ,
The constent dollar income was eflved o aividing the current
dollar income by the sector's cost of livi:
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tendency of farm income remained the same, although it was reduced to
a level between 58.0 per cent to 70.9 per cent of non-farm incomes.

If it can be anticipated that the differences in living expend-
itures over a period of time, will move in favor of agriculture,
cheaper family living on farms may very well become one of the

explanations for the attachment of many farm families to the farm

sector in spite of low levels of incomes.

IV  AVATLABILITY OF KOUSING CU
Comparison of the disposable incomes of consumers in the farm
and non-farm sectors provides only a partial view of the economic
welfare of that group of individuals. Supplementation of such &
comparison in order to obtain a more reliable level of economic welfare
shiould be made with comparisons of other materizl and non-material
items. MMaterial components of level of'living lend themselves to more
ovjective research than the non-materisl aspects of family organization.
Amongst tihese may be enumerated the amenities in rural and urban homes.
Average nhousing characteristics in 1961 as presented in
Table LXVI reveal that on all the itemé included the amenities in
farm houses fell below those in urban homes, for example, on an
average, less than half of the total farm houses had facilities such
as steam or hot alr, private bathrooms, and flush toilets. These
facilities in the case of urban and rural non-farm houses were present
in 70 per cent or more of the houses. Inside running water was found
in only 60.6 per cent of all farm houses, bubt in 92.2 per cent of all

non—~farm houses,




TAPLE LEVI

SELECTED HCUSIEG CCHVENIERCES AND UTILITIES IN FARM .

[ ECGUSES

iDA DURING 1941-61,

(As percentage of the total houses.)

Characteristics 1941 1951 1961,
Farm Non-farm Farm HNon-farm Farm Non-farm

Heating (Steam and 13.2 37.7 23.2 51.7 L0 70,0
hot air.)

Inside running 12.2 61.1 32.8 82,7 60,6 92.2
water.

Private bathroom. 6 L5.9 16.0 70.5 L1.3  84.6

Flush Toilet. 8.3 55,7 20.3 78,7 46,8  &9,4

Mechanical Refrig- 3.6 21.9 21.7 52.0 80.0 92.2

erator.

Radio 60.6 77.9 88.6 92.9 - -

Telephone. 29.3 36.6 Lly, 62.9 - -

Auntomobile L3.8 35.3 52.1 LO,O 77,5 674

Televison. - - - - 67 .2 8.2

Source: Hstimated on the basis of data obtained from the 1941,
1951 and 1961 census.,

Cn the other hand, farm houses were better equipped in terms of
mechanical refrigeration and in automobile ownerships, farm families
have led the non-farm families with 77.5 per cent of the farm families
having automobiles as against only 67.4 per cent of families in the
non~farm sector, in 1961. 4 majority of the farm families also own a
radio, telephone and television. However, it can be argued that these
amenities are really necessities for farm families, and their higher

proportion among farm families should not lead one to conclude that

farmers are really better off than non-farm households.
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Moreover, the data presented in the table indicates that
certain housing amenities are at a lower level in farm houses than in

te of growth of their introduction has

165

non-farm houses, but the r

been more rapid in the case of farm houses than in case of non-farm,

V. DISTRIBUTION OF INCOMES

]

The comparison of simple average incomes in two sectors conveys
very little meaning with respect to the general well being of the sector.
o & &>

The distribution of total income, especially the relative concentration

of wealth in the socle Lv, seems to be a better guide and criterion of
fairness of incomes.

The distribution (comparative view) of income in farm and non-
farm sectors has been studied in three aspects: (1) dincome distri-
bution by occupation for tazable returns during 1950-60 along witn the
concentration of total income, (2) distribution of persons in major
occupations by income groups during 1961, and, (3) income ineqgualities
in the two sectors.

The first set of data, i.e. income distribution by occupations
for four income groups is shown in table IL¥VII. Distribution of

neomes durlng 1950 indicated that a little more than 50 per cent of

the farmers received 30.3 per cent of total income. About 8 per cent
of the persons on farms earned less tnan $5999 per year. Cn the other
hand in the non-farm sector 95.3 per cent of the total persons earned
only 81.3 per cent of total incomes. During 1950-60 in both the sectors,

hie number of low income earners declined considerably. Only 37.6

ct

per cent in the farm and 34.8 per cent in the non-farm sector were in




TAE]
DISTRIBUTION OF TAXABLE RETUBNS BY INCCOME GRCOUPS AD TOTAL INCCME

1950 and 1960

Income FARMERS. NON-FARMERS
Group. o, of Total No. of Total income  No,
Persons in  dincome in  persons in in pel
b 1950 1960 1950 1960 1950 1960 1950 1960 19!

0-2999 51.3 37.6  30.3 19.6 69,2 34.8 L7.8 17.1 26,
3000-5999 36.7 50,5 39.9 50,3 26,1 51l.5 33.5 51.5 32,

6000-9999 75 7.2  1h.5 15.4 2.5 10.5 6.1 18,1 16.
10000 b5 4a7 15,3 147 2.2 3.2 12,6 13.3 24

Source: &stimated from Taxation statistics,Department of Nalic
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DISTRIBUTION OF

()

IN DIFFERENT OCCUPATICHS IN

(4s ¢ of the total).

oy

Income Manag- Profess- Cler- Service Farmers  labor
group. erial ional ical fishing
o persons., logging
1000 1.5 8.9 2.2 12,7 10.8 5.6
1000-1999 2ol 5.3 L9 14.8 26.6 14.8
2000-2999 7.7 6.6 10.5 18.9 24,1 20.4
3000-3999 10.1 8.8 18.1 14,8 15.2 21.3
L000~L999 1L.9 9.5 2.7 12.5 9.3 16.5
5000-5%99 13.9 13.0 14.9 10.2 5.1 8.8
6000-6999 13.5 12.3 1.4 6,1 5.7 5.3
7000-7999 9.5 9.0 6.5 3.8 1.6 2.7
8000-9999 12.7 13.7 5.7 L.6 1.7 3.0
1.0000" 16.6 12.9 3.0 1.5 1.9 1.7

. ¢ P .

Source: Dominion Bureau of Statistics, Distribution of lon-ferm
Incomes in Canada by Size, 1961. Ottawa.

the first category by 1960. The highest concentration of low earners
was in the class of employees and business preprietors. The distri-
bution of employees by income categories was even worse than that of
farmers. However, no definite conclusion sbout the concentration

of incomes in these occupations can be derived because of incomplete
coverage of persons in the farm sector.

To obtain a better picture of income distribution, data was

taken from the survey of non-farm families for 1961. The survey gave
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the distribution of persons by income groups in major occupations in
1961. During 1961, the proportion of earners with inccome less than
2999 per vear was highest in the case of farmers, fisherman and
loggers, and lowest in the case of managers. (Table IXVIII). Incomes
below 52999 also made up & very high proportion of the workers in
services and laborers (being 46.4 per cent and 40,0 per cent res-
pectively}. Because of the inclusion of fishermen and loggers along

h farmers, this data does not give any clear evidence avout the

ct

vl
distribution of incomes among Iarmers.
In order to get a valid comparison of fairness of distribution,

he farm and non-farm sectors have

s

vs for

evidence from speciel surve
been taken., The proportion of families in tue farm sector with less
than $2000 of income in 1958 was 35.3 per cent earning 26.0 per cent
of the total income. (Table ILXIX). The corresponging figures in the
non-farm sector are 26.4 per cent of persons earning only 7.2 per

cent of the total income. At the other extreme, income of more than
$5000 per year was earned by 29.3 per cent of the farmers with 46.9
per cent of the total income. Correspondingly, in the non-farm sector
these figures were 22.2 per cent of persons witi L6.5 per cent of the
total income. If these figures are drawn as a Lorenz curve, it is
revealed that the inequality in the non-farm incomes is greater than
that in the farm incomes. (Chart 7). The index of concentration Ior
farm incomes was estimated to be 0.204, as against 0.394 for non-farm

incomes. 3 Trus, ab least for comercisl farms, it may be stabed that

1

13,

The index of concentration is a by-product of tihe Lorenz:
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TABLE LITX

-

DISTRIBUTICH OF FARMS AND NON-FARM FAMILIES BY INCOKE GRCUPS

T 1955 and 1958,

Commercial farms in Hon=farm families in
tneome groups. . - e e Total No. of 1955Total
M farms, income. families., income.,
(As % of the total.)
O- 500 11.5 9.3 5.0 ol
501- 999 7o'f 5.7 7.1 1.3
1000~1499 7.8 5.5 7.9 2e5
1500-1999 8.3 565 6ol 3.0
20002499 7.8 5.0 82 L,8
2500~2999 6.6 Lo5 8.3 6.6
3000~-3L499 6.3 551 9oL 8.0
3500-3999 5.5 Lody 9a5 9.2
4L000-L999 Fel 8.1 15.1 17,5
5000-9999 20,4 26,7 19.1 32,6
10000+ 8.9 2042 3al 13.9

Source: Farm - HEstimated from the data supplied by the 1958
Farm Business Survey division, D.B.S., Cttawa.
Non-farm — Income ILiquid Assets and Indebtedness in
non-farm families in Canada in 1955, Ref. paper no. 80,
Dominion Bureau of Statistics, Cttawa.

their income is more evenly distributed than the income of non-farm

families,

curve, The Lorenz. curve 1s the curve showing the cumulative percentage
of aggregate income received by the cumulative percentage of income
recipients, cumulating from the lowest incomes. The index of concen~—
tration is & measure of inequality, which is a ratio of the area between
the Lorenz curve of a distribution snd the line of equality, and the
area under the line of eqguality.




CHART 7

DISTRIBUTION OF FARM AND NON-FARM
FAMILY INCOMES 1IN CANADA,

% OF FAMILIES

(Based on Data presented in Table LXIX)
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vI. MIC CONSIDERATIONS

4. Differences in the Lours of work and working conditions: - The

conditions of work of a farmer have been regarded as harder and phy-
sically more exhausting. But this situation remains controversial when
a comparison of a few non-farming conditions is made. As the conditions
of laborers in mining, logging and other industries like comstruction,
can easily be called equally straining, this point does not seem to
retain much validity.

The contrast between agriculture and industry in attalining an
adjusting to a shorter working schedule is worth noticing. Organigzed

2L

labor is in a strong position to acquire more leisure, often with little
loss in wages. The farmer as an individual has been less favourably
situated to reduce the amount of time he works and not experience some
loss in income. At the same time, it may be argued that a city worker
wight have to drive a long way to work, whereas a farmer may not have
to do this.

However, the points for and against having more exhausting work-
ing conditions off-set each other, and no definite conclusion can be

reached.

B. Psychic Satisfaections in Livelihood: - A survey conducted in 195

revealed the following types of satisfactions which farmers mentioned

ey

they derived from farmin

ibell, A Report on Opinions about the Dural Community
and Rural Living. BEconomics Division, Canada Department of Agriculture,
‘Cttawa, March 1959.
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A. Related to the Individual:

1. Independence: in the form of perscnal freedom and
security in the sense of peace of mind. Challenge
and satisfaction in making one's own decisions,
self-sufficiency, opportunities and satisfaction in
producing food LOT others and opportunities for
initiative and accomplishment,

2. Closeness to nature: Cutdoor life and work, absence
of crowds, and tensions, beauty of nature, the
scenery, space, iresh air, sunshine and quietness.

B. Factors Relating to the Social Group:

3. Family unit and child rearing: Best place to
develop a sense of values in the ciildren, home
life more stable, family ties stronger.

L. Rural community as a social force: Appropriat
neighbors, nutual interests with neighbours.

VII RELATICNSHIFP BE i—FARM TUCOMES.

Cne of the guestions very freguently asked, in order to devise

a policy of resource adjustment is: To what extent do farm and non-farm

income levels differ? The answer to this ques

i

tion can be obtained by

U\
o+

comparing the differences in the age distribution, female ratio, pur-
chasing power, capacities of workers, burden of income taxes and other

things. (n many of these points no reliable information for Canada, is
& o 5

availavle., However, if similar estimates are borrowed from the U.S.A.,
N l-5 e ER 1 L RPN T | o Loy .
Johnson calculated that, "... 1f per capita farm incomes are 08 per cent

would

of per capita non-farm incomes, labor of equivalent earning abilit;

be recelving the same real returns in the two sectors of the economy.!
& of

1 - a1 e , ..
5D. Gale Jomnson, 'Lebor Mobility and Agricultural Adjustment!
2 o &) 'J 2
Ch. 10 in Agricultural Adjustment problems in & Growing economy,
Towa State Uni. Press, 1956. pp. 163-172
3 &

161144, p. 169
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If such a conclusion can be assumed to be true for Canadian farm workers,
then their real incomes during the post—depression period have been
equal to those in the non-farm sectors,

The final verdict on the real relationship between farm and non-
farm incomes in Canada will be determined by the value judgments of the
persons whose incomes are belng compared and their reaction to various
aspects of level of living. A surveyl7 of the operators! understanding
or value judgements of the level of living concept revealed that Lh.5 per
cent of farmers felt it as purely materialistic, 23.5 per cent felt it
as primarily materialistic but includes the non-materialistic issues,

11.9 per cent responded that it is primarily non-materialistic but includes
the materialistic aspect as well, and 12.9 per cent felt it as pure non-
materialistic. If these results are accepted to be tentatively plausible,
the relationship between farm and non-farm incomes would be close to
eq_ualo18 Thus, a comparison of levels of living or welfare must not

ignore the great differences in the value system between rural and urban
people. TFarming as a 'way of life' implies independence, freedom, cooOpe=-

ration within the family and in the community, concern for the well~beling

of the family and neighbors and enjoyment of the cuiet and beauty of the

l7H, C. Abell, Alberta Farm Operators and the Level of Living
Concept. FHconomics Division, Oct. 1952, Ottawa.

it NS,

8According to the survey 24.8 per cent farmers felt level of living
as primarily non-materialistic, and the rest felt it primerily material-
istic. From the evidence collected in this study the extent of disparity
for materialistic factors varies between bad and fair; and that for non-
materialistic items is in favour of farming. If & weighted average of
disparity between these factors is computed, the final relationship would
lie close to equal.
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countryside., Intagible rural values compensate for the lack of some
urban amenities. The increased flow of urban workers to homes located

away from large built-up areas bears witness to this human urge to enjoy

19

the calm of country life,
CONCLUSION
The level of welfare of a group of individuals is determined by

economic as well as non-economic factors. Among the economic factors

are included: Disposable personal income, family living expenditures,
housing amenities, distribution of incomes. The non-economic factors
include working conditions, sociological and psychological satis-
factions to individuals.

When these factors were examined in order to evaluate the
relationship between farm and non-farm incomes, it was revealed that
the disposable personal income ratio between farm and non-farm sectors
varied between 58.1 per cent and 69.3 per cent. When KIVA was

1

included in the farm incomes, this ratio ranged from 74.0 per cent to

82.

jes3

ver cent., The ratio of the family expenditures in farm and non-
farm sectors for the year 1958 was estimated at 73.3 per cent.
The farm houses fell below the urban homes with respect to

having certain amenities, suci: as steam-heating, bathrooms, flush

toilets. IHowever these houses were better equipped with refrigeration;

and in car ovnership farm families led non-farm families. The distri-

By

bution of the farm incomes was more equal than that of non-farm incomes.

19. . b s . . s ., .
‘H. C. Abell, The Farm Family in Canada, The Hconomic Analist,
vol. XXIX, no, 3, June 1959.
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Farm sector was found to avail certain sociological and psychic
satisfactions in livelihood. Perhaps, such intangible rural values may

have compensated for the lack of urban amenities.




THPTICATIONS OF

SENMMROIL

POLICIES

icultur olicy

1LOUg programs may

the implicatiocns o

< ey

Sons

Lower per capita farm income relative to non-farm incoume

ag one of the wmore important farm problems

PPN A4

continued overproduction of Ffarm products relative to their demand and

an excesgive

&

msde earvlier in this study, discussed

bely the efficlency of lsbor use in agriculture and the welfare of

v o

N

the efficiency criterion the study indicated that

-
JR ISR . 4 L 3 KR . P ST
This summary is based on the findings reported in chaplers VI,

VII, end VIII.
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tv" of a worker in agriculture was lower than that of

the real productivity
a non-agricultural worker. The productivity of farm

workers were derived by adjusting the current dollar labor income of the

o 11

farm sector for the movements of product prices and differences in the

b

length of employment of workers, The current dollar labor lncome ratio

of farm and non~farm sectors per normalized man equivalent (HME} during the

period 1941-61, varied between 18,2 per cent and 34.8 per cent, whereas the

1949 dollar income of total workers per NME ranged from 37.8 per cent to

Ral

8,5 ver cent. These figures imply that the efficiency of labor use in
<Y Y

agriculture has been much lower than that in other sectors of the economy.

Purthermore, the labor efficiency ratio was higher in the case of self-
euployed workers than in the case of wage earnsers.

The regional distribution of both farm and non-farm incomes differed

videly. In particular farm incomes in varicus regions had the following

features: (l) There was 2 positive correlation betweer

in various regions, implying T

A1

in the long run have tended to move in the same direction as non~farm incoumes,

(2) There was a wide distribution of farm incomes not only among various
provinces bubt also within a province, and (3) Digparity of incomes within

agriculiure exceeded that between the agricultural and non~ogricultural

S

5, worker is defined as the constent value of
4 in a particular occupation.

Real productivity of a
his return as a factor of produc
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Tarm income levels in any particular region were shown to be clearly
related to the level of total capital and the educational standards of

workers., It is likely that the latter factor also contribubes to the
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labor migretion.

Torn incomes were shown to be more uvmgtable

incomes,

ed that, in the provinces where farm incomes were

) H

rded to obtein o larger proportion of their totel incomes

T

from non-farm sources. Lt im

strictly from the farm sources,

that of determining the relative

gy i -, E i [P Y.
comparison is made To estimate

non~farm people, incomes from

vetio of the incomes from all the sources in the farm non~Ffarm sectors

Juring 1941-61 varied between 58.1 per cent and 69.% per cent. Uhen the
kind income valuation adjustment was added, the ratio of the two income

varied from T4.0 per cent to 82.8 per cent. Certein non-income (ecoaomic
- \ o K B B R o . . N gt A et
and non-econoni factors were alsc found to he associated with incomes




preserving an equality or parity of purchasing power for each unit of

/ principle has not been fully

bopular a wide cross—gecticon of Canadian producers. For

S £
exanple, the Can on of Agriculture has advocsted equality for
agriculture as their major policy objective. In an address to the Ontario

L .

the Cansdian Federation stated:

.o vnie Canad
its foremost object
“orlo enable Those

a ﬂabwonal farm
eed in agflCultUE

Various prograwms in the past heve been initiated with the objective

of meintaining ively high level, The discussion of
such policies can conveniently be divided into three parts: Production
policies, pricing and income policies, and marketing policies,

The major aim of production policies has been Lo increase the

iciency of resource use in the agricultural industry. The basic philog~

lan Farmers, Addres
griculture, D
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1958 Act was to establish & flexible agricultural price support system thatb

guaranteed farmers collectively a pre-fixed yoarly for many farm
products. The Act established minimum price support for mine commodities
at not less than 80 per cent of the average price during the pre ten-

one of three

s J Nt 4 J Tany - N < TImnorta I O
year pericd. TFrices could be supported under

metheds: Oubtright purchase of the product, granting of a deficiency pay—
ment, and meking 2 fixed payment to the producer. The method most commonly
used under the Jtabilization Act has been deficiency payments, although the

m.

other two methods have also been employed to some degree. These price
y iy
gned to provide adequate returns

to farmers, have failed o bring sbout a state of comparable returns,

mainly because, in the long run, the productivity of the worker does not
move at the same rate in the two sectors. Support programs, on the one
hand, lead to a situation where agriculture produces in excess of the

I |
hand P

-

migration, Purthernore, these programs have

problems of small producers. The latter result from the Tact that s small

N

Tarmer 1s not in a position to adjust to the changing technology as quickly

price supports because of his lower volume of production.

Marketing policies included the establishment of co~operstives and
Tederal and provincial marketing boards. The major objective of these
policies had been That of providing bergaining power to sgriculiure to
offget that in other sectors of ths e to
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A general evaluation of these policies leads one Ho conclude that

there seems to be a lack of consistency among all the programs. Some

programs have atbeupted to railse the incomes in the farm sector. However,
the present set of policies does not appear to attain the desgired objecw

wre comparable with

0

tive of raising Tarm incomes to the point where they

¢
<
f_)

incomes of olther sectors of the sconomy. In section an

attenpt will be made to suggest some guidelines for agriculfural policies
earlier, the magnitude of the income disparity differs

according to the underlying policy objective which a comparison implies,

differentials, as indicated by comparison

DETLE0NS -

policy objectives, not only because they are two completely different
in conflict. TFor

g is wndoubtedly deslirable

well-being, but whether it would reslly

)

improve the efficiency of the resource use in the indus

o TN o
;. the obvious

L RGN A
in The g




improve the farm income problew would be to enhance resource mobility. It

has been armgued that resource mobility is not o perfect solution o the
ferw income problem becsuse, 1T one accepis the fact that agriculiural

then mobility of resources will not decrease

the oversll production of agriculture., Due to rapid technological
output of the sgricultural industry may tend to increase, cven after 3

tpanafer of resources has taken place. However, the role of
¥

17

lzbor mobility in enhencing the farm income levels is undebatable because

be listed in support of labor mobility as
L

solution of the low farm income problem: (1) the same total income will

thus income per capita will be

opportunities to expand their size of farm business, operation of econo

of the farm business is expanded to a degree whereby a farmer becomes very
conscious of the prices he receives, the Tendency in the industry will
likely be towards contracting the output, 2 resulting in =2n increzse in the
farm price level,

Polici to promote ces, particularly nvman

that the amount of the education of farm




F

o}
o
(S

o

4
§<

§

people were the most important factors which influence the type o

L

ment Lack of lmowledge of al

R

to the adjust:

1

s Yo provide

of huwman resources

TarMers Wit Jon 1niole

Ee)

to facilitate the labor

mobility process,

M. et
Lie Lile

e

e O U D AR PRI S JO A
S er-industri disparity. Foru

P S
rent slzes

"ul molution

roach

Py

the lower farm income problem should be

wirieh incre




~

ox

proaucers,




A Y >
CHAPTER X

SUMMARY AND CONCLUSICH

ay

Summayry :~ Whether a farm worker receives an income comparable to a non-
farm worker has been a long standing issue in Canada. The study was con-

ducted to collect reliable information on the relative incomes of farm

people in Canada during the period 1926-1961.

1%
(el

The study was aimed primarily at measuring the nature of disparity
between farm and non-farm incomes. In addition, it included an investi-
gation into the factors affecting the size of income disparilty between the
two sectors, and the relevant considerations which should be taken into
account when making a valid comparison of incomes.

The methodology used in the comparison of farm and non-farm incomes
in this study makes a significant advance on the existing studies of the

topic. The whole set of income comparisons in this study was broadly

divided into two major categories: (1) Comparisons which can be used for

policies for resource use efficiency purposes, and (2) those which can be

used for policies aimed at welfare comparisons. These criteria of policy

making were deduced from the role of incomes in an economic system. In-

come plays two roles in an economy: One of giving incentives to resource

owners, and the other of providing purchasing power in the hands of con-

sumers. The first role provides the basls whereby the allocation of re-
sources in the economy can be evaluated; and it is termed the efficiency
aspect of income distribution. The second role as it deals with the dis-

tribution of incomes among the consuming units is defined as the welfare




aspect of incomes.

The present investigation was guided by six hypotheses. The first

€]

I~

iypothesis was formulated in two parts: (a) Farm incomes are lower than
non-farm incomes, bubt at least a part of this income disparity is due to
certain basic structural and technical differences in the two sectors.

(b) This income disparity would be reduced if proper adjustments for these
differences were made.

Comparison of incomes for resource use efficiency purposes was
made by dividing the total labor force of a sector into two exclusive
categories of workers: Wage earners, and self-employed workers. Incomes
in this context measured the return on labor only. DBut while oomparing
the incomes of the farm and non-fam sectors for welfare purposes, the
aprroach of ilncome accounting was changed to measure the income of indiv-—
lauals as consumers.

Table LXK summarizes the results obtained by different income com-—
parisons made in this study to compare the efficiency of resource use and
welfare levels of farm people. For example, by using the efficiency cri-
terion, farm incomes during the period 1941-61 varied between 21.9 per
cent and 54.9 per cent of the non-farm incomes. (Comparison X). This
ratio was 33.2 per cent during 1941-45, but due to good crop years during
1951~55 rose as high as 54.9 per cent. However, in the period following
it, farm incomes tended to fall, with a result the ratio dropped down to
21.9 per cent. Similar veriations are also met in the case of incomes

T

compared for welfare purposes. Comparison XIV in Table IXX indicates that

: o

farm incomes ranged from 7L.0 per cent to 82.8 per cent of non-farm




TABLE L
KATIO OF FARM AND NON-FARM INCOMES IN CANADA, ACCORI

( FAT ),

Feriod l/ Income Comparisons for Efficiency Purposes
FeLoc = I III IV i VI VII VIIT  IX
Per cent

194145 29.6  37.9  24.8 31.7 28.7 36.7 37.0 L7.6 41,0
1946-50 32,9 42,1 29,9 38,3 36,4 L6.6 32,4 L1.5 33.6
1951-55  34.8  Lh.5  31L.5  40.3  Lb6.5  59.5  35.8  L45.8  L7.6
1956~60  25.0  32.0 29.8 8.1 27.5 35.2 35,8 45,8 51,1
1961 ]_8@2 2303 2806 3606 1.758 2208 26o2 3395 1-]4398

a/

Comparisons for Lfficlency Purposes:

I Labor Froduct of Total Workers per NIE
I_[ H it i i it pel“ N]_\IU'
IIT Wage Darnings per NME
v n I per NMU
V Self-employed Workers Incomes per NME
VI R i i i per NMU
VIT 1949 Dollars Income of Total Workers per NME
VIII I3 1t 1 it ti Y per r\[[\,lU
w n i L. n i per MME by all item de
X Farm Incomes Adjusted for Part-time Workers per NME
AL Income per Unpaid Worker from all Bmployment per NHE

Source: Lerived from Tables AVI, DVIT, XIX, XXXIT, 3V, XXXVII, XXXVIIL
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incomes. This ratio was 78.1 per cent during 1941-45, with a rising trend
up to 82.8 during 1951-55 (mainly because of higher incomes from farming),
but again fell dowm to 7L4.0 in 1961, Tendencies similar to these compari-~
sons were indicated by all other comparisons.

During the post-depression period the ratio of farmsnon~farm incomes
for total workers varied bebween 18.2 per cent and 34.8 per cent on per
normalized man equivalent (IME) basis (and between 23.3 per cent and Lk.5
per cent on per normalized men unit,NdU, basis). (Comparisons I and II.)
But when the incomes of the workers in the two sectors were compared
according to the type of workers, the ratio of their incomes per NMNE was
between 24.8 per cent and 31.5 per cent for wage earners, and between 17.8
per cent and 40.3 per cent for self-employed workers. (Comparisons IIT and
iv.)

The comparison of incomes according to type of workers does nov

) 3
1

show the real disparity between the farm and non-farm sectors. e dis—

1

parity as shown by comparisons I to V is nobt real because it 1s biased by

the difference in the factors such as price movement and relative period
of employment of workers in the two sectors. To adjust the incomes for
differences in the price over time as well as for the products of two
sectors, constant (194L9) dollar income of total workers was calculated.
The ratio of this income per NME ranged from 26.2 per cent to 35.8 per
cent when the constant dollar farm income was calculated by deflating the
net income only. (Comparison VIL.) But when gross income and production
expenses were deflated simultaneously the retio of constant dollar income

varied between 33.6 per cent and 51.1 per cent during 1941-61. (Comparison



YITI.)

The farm and non~farm personal disposable income per family varied

between 77.6 per cent and 104.9 per cent during 1941—619 but on per normal-

-

ized adult unit (NAU) basis it varied between 58.1 per cent and 69.3 per
cent for the same period. (Comparisons XIII and XV.)
Thus, on the basis of the evidence it can be stated that disparity

of incomes differs when comparisons are made according to the policy ob-

‘ectives, types of workers, and whether certain adjustments for the dif-
2 L 2
ferences of various factors in the two sectors have been made or not. The

L 4

evidence confirms the validity of parts of the first hypothesis.
The second hypothesls stated that intra-agricultural disparity in
incomes is greater than inter-industrial income disparity. Intra-
agricultural income disparity was investigated by classifying the farms
according to regions, value of product sold, size of capital investment
and type of enterprise. Disparity of incomes wes greater in the case of

farms classified according to regions. Farm total labor income per NHE

in different provinces varied between $325 and $1653 (during the period

1est income was obtained by workers in the Prairies;

those in the Maritime region were the lowest paid. Non-farm total labor
income per INME, on the other hand, varied between $1577 and $5333 during

the same period. The farm and non~farm incomes in different regions had

a similar pattern. The correlation coefficient between these incomes

during the period 194.1-61 was found to be 0.728 (significant at five per

: o

cent level). INet farm Incomes on various sizes ol farms differed tre-

mendously from -~819L4 on the farms having a sale value of products between
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zero and $999, to $685L5 per year on farms selling products worth more than
$25,000. To test the hypothesis, analysis of variance followed by the
esbimation of the coefficient of variation was employed. During the post-
Gepression (1941-61) period the coefficient of variation for intra-
agricultural incomes wWas 186.2 per cent of the mean, as against 160.4 per
cent for the inter—industrial incomes. The tendency of the variability in

azricultural incomes TO exceed that in inter-industrial incomes for differ-

ent periods proved this hypothesis. .

The third hypothesis was that capital investment on farms can be

' N

postulated as one of the important factors affecting reglonal income levels.
This hypothesis was tested by fitting a regression functlon between the
level of net income (Y¥) and value of farm capital (X), and the results
obtained
A @y B 93 7
Y = $17L + 0.0L189 X
2 . v
T o= 0.99630¢

(3= Significant at one per cent level)

foy
supported this hypothesis.

1 4 L

The fourth hypothesis was that the rclative movements of farm and

non~farm prices are responsible for a part of the income disparity between
the farm and non-farm sectors. nis was tested by deflating the net Income

of both sectors by their respective price indices. The ratio of the labor

product of farm to non-farm sectors in constant dollars was higher than the
retio of the labor product in current dollars. This supported the hypothesis.

The fifth hypothesis was that the differences in the farm incomes of

Gifferent regions can pertly be explained by the fact that farmers
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supplement their income from farming with that from non-farm employment.
Two techniques were adopted to test this hypothesis. First, the correla-
tion coefficient between net farm income and income from non-farm employ-
ment for different provinces was calculated. The correlation coefficient
was found to be -0.26L9. This indicates that the higher the net farm in-
come, the lower is the income from non-farm employment. Second, total
income of farmers was divided according to sources. It was indicated by
this set of data that a higher proportion of income from farming was
associated with a lower proportion of income from non-farm employment.
Both of these tests support the above hypothesis.

The last hypothesis was that the disparity between farm and non-
farm income has been quite small when non-income factors are considered.
In this case, the income of a sector was measured as personal disposable
income, and comparisons were made on per NAU basis. The ratio of farm/
non-farm personal disposable income per NAU during the period 1941-61
ranged between 58.1 per cent and 69.3 per cent. When an adjustment was
made in farm incomes to include the difference in the value of farm in-

comes in kind due to farm price and their retail price, this ratlo ranged

=

long with the in-

Iy

between 7L.0 and 82.8 per cent for the same period. 4

comes, expenditure per family, housing conveniences, income distributlon,

£

working conditions, and values of farmers regarding as an occupa-—
(=) 3 [ < &

tion were also compared. The ratio of expenditure per farm andnon-farm
Tamily during the vear 1958 was 73.3 per cent. Cost of living, income
v & o £ o2

distribution, and peoples! attachment to farming due to fresh air, sun-

shine, etc., were in favor of the farm sector. On the basis of this
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1

analysis, it was concluded that the evidence supported this hypothesis as

well.

Conclusion:~ On the basis of the evidence in support of the above mention-
ed hypotheses, and other facts collected by this study, it can be concluced
that there is no single answer to the question 'What is the relative level
of income of farmers?! In meny instances the answer depends upon the tech~-
niques which are employed to make comparisons of farm and non-farm incomes.
The technique which should be adopted for this purpose will, in most cases,
be governed by the underlying purpose of the income comparison. Depending
upon this purpose, many considerations will need to be taken into account,
theoretically and empirically, to meke a valid comparison.

Canadien agriculture during the last three decades has suffered
mainly from the following three problems regarding farm incomes:

1. 4 long run ineguality of incomes of workers in the farm and non-
farm sectors,

2, Wide disparity of incomes within the agricultural industry
itself, and,

3, Short run fluctuations in incomes.

The inequality between incomes of farm and non~farm sectors during
the period 1926-61 is demonstrated by the fact that on an average farm in-
comes on an equivalent basis did not exceed the non-farm incomes. The
ratio of these incomes was always less than one hundred (when expressed as
per cent), and in most cases varied between LO and 60 per cent. The ratio

varied for incomes of wage earners and self-employed workers. It also

varied when comparisons of farm incomes were made against an industrial
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ub~group in the non-farm sector. Frices of products and the proportion

of part-time workers in the farm secltor were the most important Tfactors
affecting this income ratio, and when these factors were adjusted for their
differences in effects on the two sectors, the average efficiency of labor
use in the farm sector varied between 37.8 and 58.5 per cent of non-farm
labor use efficiency. In the context of welfare comparisons, the farm sec-
tor had certaln advantages with respect to non-income items, and perhaps

in most cases these items may compensate to some degree for the differences
in incomes between farm and non-farm sectors.

Farm income varied si tly among regions, and within the same

regions on farms of different sizes with different enterprises, and having
different capital investment. Intra-agricultural income Cisparity even
exceeded the disparity in the incomes of different industries. A consider-
able portion of the regional disparity was found assoclated with differences
in farm capital.

Variability of incomes, that is fluctvations from year to year, was

one of the most disconcerting features of agricultural incomes, particular-

the Prairie provinces. Variabili

R

ly in the case of ty in incomes in the
various provinces was also found to be correlated with the level of in-
comes.

Thus, the problem of farm incomes in Canada is not a single prob-
lem. In some cases, it is a problem of a low level, while in some other

it is mainly a problem of instability.
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in order to obtain a wval
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Ttem. Agri, N L, NE 2, NF 3. NE L. NE 5.,
% of child
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by this method in this case was further divided by

the report on

da and by

- : 1
was furnished

rment Assistance:

its computation was

eh

labor force

el

sons on farms was also estimated by the census

were obtained after m




stegory, for which information was
shose computation was also made

g as follows: The

by provinces., In general the method
of mother allowances was errived at by multiplying the number of needy
mothers assisted on farms with the amount paid per beneficiary. The
number of needy mothers assisted on farms were derived from the 1951

as the one who is a head

CL

and 1961 censuses. A needy mother was defined
of a family and is either a widow or o divorced lady, ha ving no earning

member. The data from the census led te the computal ion of wer centage
By o

of farm families to total, the per centage of needy mothers, and the

-}

proportion of families covered. The covered needy farm families were

rrived at by wmult ing the total families with the per centage of
farm families and the extent of coverage These computations for the
census vears were interpolated by the straight line method and the total
figures were arrived at for the years 1926-61 by summing that for each
province,

The contribution of all these levels of government payments to

.

the total transfer payments to farmers has been shown in the following




TABLE L

TT("LW; T ‘(’,\ ‘1(‘( r“[]

AR

NTS TO FARMERS BY SOURCES AND LIEVELS

MENT DURING 1941~61 TN CANADA.

(Ave rage of each year.)

dilion dollars,

TRAL FED-PROVINCIAL

Period. Fam, Old Bli, Uner, Total ld Bli, Disab, Unem, Total Tocal Total
Allo, age pens, 1ns, Fad, age pens, allow, ass. fe-pro,
secur, ass.
1941~45 10,9 7.5 .2 - 18,6 - - - - - 1. 20.0
1946-50 65,6 13.9 .6 s 80,2 - - - - - 2,0 82,2
195155 2.2 35, oL ol 107.9 6.3 .5 o) - 7.2 2.6 117.7
1956-60 68,2 50,1 - 1.6 119.9 8.5 . 3.k .5 13.1 3.8 136,8
:]_961;, 6505 5301 it ?go 120 6 309 o6 5@5 ln5 —-1!~]‘e5 50/1 3—3705

Cinformation contained in the publications of Department of
Dominion Bureau of Statistics,

Source:




INDICATCES OF S

TCULTURE

Contribu

tion of A

Vear Gross Dom Value o Net Value of Labor
Product Fxports. Production Force
(per centage of total)
1924 18,1 60.5 - 3L.9
1927 17.2 59,3 - L.3
1928 16.5 58.7 - 33.3
1929 12.3 59,0 -~ 32.0
1930 11.6 L6, - 31.2
1931 7.9 - - 32,1
1932 9. - - 3.6
1933 8,8 L8.8 - 2L, 8
1934, 10.6 L2,2 - 33.4
1935 11.1 L0.8 20.3 33.1
1935 9.7 LO L 18.9 32.3
1937 10.3 L5.2 18,3 31.4
1938 11.5 3.7 20,1 32.5
1929 11.1 32.7 21.3 2.5
19.0 11.L 32.5 19.5 30.5
1941 9.1 30,1 15.7 27.6
1942 2.4 21.8 21.3 2L.5
1943 .6 26,0 16.8 23.8
1944 12.4 32.3 1.3 2L.1
1945 10,7 27.8 20.3 2.7
19L6 12,3 LO.5 23 .1 25.3
19L7 12,2 36,5 20.1 23.2
19,8 12,4 25.0 20.0 220
1949 10,7 37.1 17.5 21.8
1950 10.4 32.1 17.2 20.L
1951 12,0 2317 1e.2 18,k
1952 11.3 23.0 18.6 17.1
195 9.2 35.0 15,4 16.4,
195 6.7 27.6 11.1 16.8
1955 7.3 23,7 12.3 15.3
1956 7.1 25.8 12.0 13.8
1957 5.0, 23.5 9.1, 1270
1958 5.9 25.6 10.4 2.5
1959 5.3 2.0 9.9 11.¢8
1960 5.0 21.9 10.7 11.3
1961 L.b 22.0 8.7 11.1
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TNPUTS PRR UNIT CF QUTPUT (1949=100) IN

Year Hired Labor Pertilizer Machinary.
and Lime.
1926 250.8 52.2 25.0 - 49.6
1927 251.6 1L9.7 23.0 ~ 55.7
1928 222.8 L&.3 25.8 - 56.3
1929 259.3 52.1 38,8 ~ 69.8
1930 304h.8 70,7 6.8 - &l.L
1931 276.3 62.5 52.7 - 67.9
1932 268.9 50.5 32.9 - 59.9
1933 28,2 46,5 30.8 - 59.5
1934 288,0 L8 1 37.2 - 63.3
1935 299.0 52.8 L1.6 - 67.8
1936 297.1 5,1 Ll ol - 58.0
1937 326.6 6h.5 62.1 - 78.1
1938 290.3 66,2 59.7 75.3
1939 231 . 69,2 51,0 ~ 70,2
1940 233.0 55.0 55.3 - 75.9
1941 193.4 69,2 50.0 37.9 Thote
1942 159.8 89.5 59.2 39.5 75.6
1943 125.1 115.1 63,2 35.8 70.7
1944 97.L 92.1 56,0 34.0 62.9
1945 110.3 116.0 78.9 50.8 £3.9
19L6 116.3 137.3 85.9 6.1 a7.7
19L7 111.2 154.1 91.9 81,1 88,2
1948 101.1 110,6 91.8 102.8 QL Ly
19.9 100.0 100.0 100.0 100.0 100.0
1950 128.1 112.0 121.4 162.0 136.5
1951 107.2 95.8 106.5 165.0 123,k
1952 100.8 9.0 93.6 171.5 116.3
1953 £9.0 72,7 95 .4, 179. 109.0
1954 97.56 10L.6 106.6 219.6 127 .4
1955 102.6 101.1 105.8 266,15 136.2
1956 0.7 106.6 96.7 257.9 129.2
""""" 1957 86.2 101.8 98.7 285.9 131.7
1958 86.8 . 113.8 105.6 3117 134.9
1959 &lLa7 118.2 115.8 327.6 137.0
1960 87,3 109.1 119.1 350,8 141,1
1961 8h.2 117.9 132.0 352.9 139.4




AT AT NONLTAT
TARM AND NON-FARHM

ACCCRD

G TO STATUS OF WCRKERS

Total Worker's Income Hired ILaborers! Income oel¢~ﬁmf£%wgggﬁ0fkewsf

Farm Non Ratio Farm Nen Ratio Farm ¥on  Ratio
Vesr Dollars Farm F:lF % Dollars Parm TF:NF % Dollars TFarm F:ill %
1926 306 150, 20.3 - 1456 - - 1895 -
1927 311 1523 20,4 — 1531 — — 1,91 -
1928 326 1581 20,56 - 1655 - ~ 1235 —
1929 150 1601 9ol - 177 - - 976 -
1930 +l52 1529 2.9 - 1669 - - oL5 -
1931 -~ L9 1356 -3.6 307 1436 21.3 ~309 g&el ~35,1
1932 -2 1229 ~1.6 243 1281 18.9 -212 591 -30,6
1933 -~ 35 1152 -3.0 205 1317 18,6 ~216 LLO -~ &, 1
193L  + L5 1090 L1 252 1218 20,6 - 83 539 -15.3
1935 7 1167 6.6 275 1301 21.1 - 20 £10 - 3.2
1936 a3 1214 £.8 295 1358 21.7 - 17 635 - 2.7
1937 141 1325 10,56 319 1532 20.8 -+ 7L 506 11.7
1938 186 1358 13.7 326 14,62 22.3 10, 853 16.9
1939 190 1349 14.1 33 1525 21.9 143 695 20.5
1940 22 1L75 18.4 359 1620 22.2 250 &89 28.5
1941 292 1678 17.0 377 1695 22,2 257 1566 16.L
1942 577 1819 37.2 L32 1836 23.5 872 1716 50.8
1943 509 1993 25.5 466 1982 2L.5 492 2093 23.5
19LL 78l 2086 37.6 527 2026 26.0 921 2632 34.9
1945 £33 2168 29.1 559 2070 27.0 631 3056 20,6
1946 713 2226 32.0 &Ll 2200 29.1 696 2362 29,1 -
1947 791 2165 32.1 855 L2 35.0 779 2261 3.4
1948 1012 2728 37.1 ) 2769 27.9 13114 2119 L5.h
1949 894 2959  30.2 736 3007 2.5 914 R637 3.6
1950 995 2996  33.2 1021 3035 33.6 1017 2698 37.6
1951 1523 3157  L48.2 12410 3279 37,9 1725 2737 3.0
1952 1670 3530 LT3 1219 3623 33.6 1909 2792 68,5
1953 13555  38L3  35.2 1195 3953 30.2 1461, 2990 LE.9
1951 730 3E2L 19,1 1C19 39L0 25.8 582 2870 20.3
1955 1093 388 28,1 1248 LOZL 21.0 1083 3159 3.2
1956 1306 L2928  30.4 1334 L3774 30.4 1337 3565 37.5
1957 8714 1356 20.0 1,30 L3 32.53 690 3800 18.1
1958 1205 LLL9 27.0 1431 1507 51,7 1143 3877 290
1959 1065 4599 23 .1 1319 L1670 28,2 SLL 3922 2L .1
1960 1167 L7711 2L.8 1374 6798 28,6 1114 2857 28.9
1961 889 L2885 18,2 1,33 5008 28.6 674, 2791 17.7
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APPENDIX X

INCOME OF FARM COPERATORS FROM FARMING,

OFERATIONS, BY PROVINCES, 1931 - 61

Income per operator (dollars)

GUE

AT e e 5T no
AN SASK ALTA Daelve

3
@]
B
3

). -
¢l
bl
[
o
i.
S
-

1931 + 27 +138 - 92 =133 - 81 =698 -901 603 - 58 - 395
1932 =167 -111 -R264, =208 —261 =350 -698 .68 -137  —~ 271
1933 =174 + L2 =107 <178 -218  —433 =817 ~57L + 97~ 276

193, ~131 L5 -9 - 90 -~ 15 -201 -569 -123 87 - 106
1935 ~ 73 Sy + 8~ 614+ 29 178 =148 - 98 192 -~ 26
1936 -+ 25 119 72 411 L1 - 49 -28L =223 28, -~ 22
1937 + 23 196 79 53 219 708 ~63L  +3L9 392 4+ 91
193¢ -~ L2 172 23 54 195 257 - 30 546 360 18
1939 + 45 37 72 99 228 155 +690 203 381 183
1940 50 58 104 154, 220 37¢ 536 636 387 32
1941 50 53 166 250 L5 6L6 100 169 535 329
1942 342 170 336 376 975 1311 208, 1068 853 1116
1943 356 265 L5 382 702 1159 583 123 1133 630
194L 212 255 123 L26 910 1292 2630 15645 1161 1179
1945 265 62 366 239 786 788 1415 921 1037 208
1946 77 285 351 279 491 1190 1702 1380 ale 891
19L7 139 63 364, 316 €81 1,23 1831 1774 833 997
1948 01 188 577 6L5 1300 2232 2139 2087 - 911 1426
1949 414 149 536 525, 1209 156 1975 1382 931 1170
1950 339 195 1.83 579 1144 1568 2718 1812 515 1302
1951 620 339 L&7 918 1732 2459 5213 3643 977 2208
1952 1146 277 866 838 1793 2175 6423 3927 935 2503
1953 370 296 L €59 1440 1178 L975 2739 L3 1874
1954 350 360 559 695 &1 157 3481 1142 630 L5
1955  Lub5 297 401 8,0 1115 265 3247 1526 52 1386
Sl 1956 571 LL3 1128 592 917 1761 L4552 24,36 601 1711
B 1957 1,0 189 681 536 991 552 8,0 853 58 883
1958 606 LO3 776 7E0 17T 1L7T 1279 1635 77 1463
1959 639 L34 598 694 1067 1390 1745 1865 71 1208
1960 &4 552 1151 706 1139 1281 3347 1426 61, 1626
1961 L0 520 285 7,2 1189 117 2268 1731 702 863
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APPRNDIX X

FARM AND NON-FARM PrRSONAL DISPOSABLE

INCOME PER MCOMALIZED ADULT UNIT

Farm JLSp Tncome From Non~TFarm DisD,
MNon Farm AL Tncome from all

Farming Bmp. So UWCLS Scurces
Year DCLLARS
1941 218 32 267 661
19h2 L32 37 LET 690
1943 3L8 Lh L10 718
1944 492 L9 559 712
1945 L85 5l 579 752
19L6 L&2 59 581 877
19L7 514 71 6?7 OL5
1949 649 95 7 1108
1950 579 106 737 1186
1951 901 126 1078 1262
1952 913 139 1099 117
1953 805 154 1025 1&26
1954 33 158 765 29
1955 664, 166 905 l/??
1956 759 180 1012 1590
1957 590 198 867 1659
1958 758 AN 1056 : 1719
1959 705 231 1027 1755
1960 799 2L5 1137 1779

1961 673 263 1051 1808




