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The Cost o f Farming
During the first eight months after the Korean War 
began, farmers regained the price advantage they had 
lost during the postwar recession. Price advantage is 
usually measured by the relationship between the in
dexes of prices received for farm products and prices 
paid for commodities used in production, family liv
ing, wage rates, interest, and taxes. This ratio, called 
the parity ratio, has been above 100 during most of 
the postwar period.

About the middle of 1948, farm product prices be
gan to decline and by December 1949 had fallen 22 
percent. Prices paid fell only 6 percent during this 
period, with the result that the parity ratio declined 
from 113 to 95. This tendency for prices received to 
fall faster than prices paid is one of the main reasons 
why farming is so vulnerable to price changes and 
why farm costs become a major concern during pe
riods of general price declines.

Both farm and nonfarm prices rose slowly during 
the first half of last year, but in June the parity ratio 
was still below 100. Farmers had regained little of 
the price advantage lost during the 1949 recession. 
The war in Korea, however, touched off a general 
price increase that carried both prices received and 
prices paid to record highs. In February of this year 
prices received were 27 percent higher than in June 
1950, but prices paid were only 9 percent higher. The 
parity ratio, at 113, was above the 1948 average.

Since February the tide has again turned against 
farmers. By August, prices received had declined 7 
percent from the record high reached in February and 
prices paid had increased 3 percent. Although farmers’ 
gross income this year will be the highest since 1947, 
increased production costs will offset part of this gain.

District cotton farmers probably are most keenly

aware of the cost-price squeeze that has developed in 
recent months. Because cotton prices have declined 
about a fourth since planting time, the current crop is 
estimated to be the most expensive ever grown. Nearly 
all items used in growing the crop are higher in price 
this year than last. In some areas the increased acre
age makes it difficult to obtain labor, and prices for 
picking have risen sharply. Since costs for any enter
prise vary widely from farm to farm and from area 
to area, many cotton farmers will have a less profit
able year than the over-all figures would indicate. 
Some farmers, for example, have estimated that their 
cotton will cost as much as 30 cents a pound, leaving 
little net profit per acre.

PRICES RECEIVED AND PAID BY U. S. FARMERS 
(1910-14 =  100)

Practically all farmers have been affected by 
mounting production costs. From June 1950 to June
1951 farm wage rates increased 13 percent, and the 
price of farm machinery increased 10 percent; of 
building and fencing supplies, 14 percent; fertilizer 
and motor vehicle supplies, 6 percent; and miscel
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laneous farm supplies, 8 percent. Interest costs in
creased 10 percent and taxes rose 6 percent.

How price changes of production items affect a 
farmer depends, of course, upon the amounts of the 
various items he uses. For many years cash costs in 
District agriculture were low, compared to those in 
other parts of the country. Most of the power was pro
duced on the farm and few operations were mechan
ized. The farmer’s greatest input was his own labor. 
Seed and fertilizer were the only major expense items. 
As the result of mechanization and the increased use 
of items not produced on the farm, cash costs have 
become an increasingly important part of the total.

To some extent the costs of farming are postponable 
from year to year. When cash receipts are low, farm
ers can delay buying new machinery, allow buildings 
to deteriorate, and mine the soil of its fertility. In the 
newer systems of farming in the District, however, the 
proportion of total costs that can be postponed is de
clining steadily. For this reason farmers and country 
bankers are paying closer attention to the short-run 
changes in the cost of production items.

F a r m e r s ’ R e s p o n s e  t o  C h a n g e s  in  C o s ts

Over the past decade price trends of the major cost 
items have varied sharply. In June 1951, farm wage 
rates were about three times as high as they were in 
1935-39, but farm machinery prices were only about 
twice as high. Livestock feed prices increased 122 
percent during the same period, but motor vehicle 
supplies, including fuel and oil, went up only 50 per
cent. Fertilizer prices went up 49 percent. 
M e c h a n iza tio n  These changes in relationships 
among prices of production items have encouraged 
farmers to substitute tractors and tractor-drawn equip
ment for work animals and human labor. This substi
tution has made changes in the whole farming system 
which have cut down on the labor requirements and 
increased the input of other production items. Little 
additional labor has been used to expand livestock 
enterprises on many farms. By producing most of the 
feed in the form of grazing crops, many farmers have 
avoided any large increase in labor requirements on 
feed crops. The relatively small increase in fertilizer 
prices has favored this development. At current prices 
of fertilizer and of livestock, large quantities of ferti
lizers can be used economically on pastures.

Larger Farms Farmers have also responded to 
changes in costs by buying or renting additional land. 
With both livestock and mechanized crop production, 
the size of enterprise becomes more important than it 
was under the old crop-farming system that depended 
mainly upon labor and animal power. The cost of 
mechanical equipment must be spread over more acres 
in order to obtain maximum efficiency. Most livestock 
enterprises also must exceed a certain size if overhead 
costs are to be kept down.
Im proved  Practices Higher costs have indirectly 
affected the rate at which farmers have adopted prac
tices recommended by experiment stations. Again the 
cotton crop provides an example. Under mechanized 
production methods, the investment in cotton is fairly 
high even by the time it is out of the ground. Such 
costs as tractor fuel, repairs, fertilizer, and seed repre
sent cash outlays. At this stage a failure to follow the 
recommended insect control measures can mean a 
large cash loss. Many bankers who lend for cotton 
production, therefore, insist that their borrowers use 
the most efficient insecticides. No measure is available 
of the importance of higher cost rates in encouraging 
greater technical efficiency, but the effects on District 
agriculture are undoubtedly large.
Use o f  C re d it From the banker’s standpoint the 
most active response of farmers to the rise in costs is 
requests for larger production loans. At the end of 
June of this year the volume of farm loans not secured 
by real estate at District banks was 18 percent larger 
than on the comparable date in 1950. There was also 
a 7-percent increase in the amount of farm real estate 
loans during the year, many of which were for pro
duction purposes. Most of the increase in farm loans 
was accounted for by an increase in the average 
amount borrowed rather than in the number of bor
rowers. Not all the credit expansion is attributable to 
the higher cost of production items. Increased cotton 
plantings and use of bank credit for beginning and 
expanding livestock enterprises are also responsible. 
Liquid A sse ts  Although farmers have had to borrow 
more money because of rising costs, they have also 
had to turn to their liquid assets. All additional costs, 
in other words, cannot be met by additional borrow
ing. Farmers’ reactions to the need for larger liquid 
assets, of course, have differed widely. State and na
tional figures show that farmer-owned bank deposits 
and holdings of savings bonds have increased rapidly
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during the recent years, but a survey in the early part 
of this year showed that 55 percent of the farm opera
tors in the nation had less than 500 dollars in liquid 
assets. Spot checks of the financial statements of indi
vidual farm operators indicate that many farmers 
have about the same holdings of liquid assets as when 
farm costs were much lower than they are now.

I m p lic a t io n s  o f  H ig h e r  C o s ts

For District farmers the higher cost structure has 
many implications. It has often been said that farm
ers are the only large group of producers who can 
lose money year after year and still stay in business. 
Before farming became mechanized and before the 
recent increase in cash costs, this statement probably 
was more applicable to District farmers than to those 
in any other section of the country. In the District, 
however, the rise in the price of production items has 
coincided with far-reaching changes in farming sys
tems that have reduced farmers’ “staying power” 
when prices fall and costs rise. During the past two 
seasons, for example, small areas in the District have 
had cotton crop failures. After the second failure 
some farmers had piled up such large debts that they 
would not or could not borrow again to make a crop 
this year. As far as farming was concerned they were 
defeated by the combination of crop failure and high 
cash costs. Most of them are earning money from 
off-farm jobs to pay their debts. With the present high 
cash cost structure, a crop failure or a rapid drop in 
farm product prices can bring farmers into difficulty. 
Econom ical Purchasing Since more of the items 
used in production must be bought from off-farm 
sources, farmers’ skill in purchasing is becoming more 
important. Many items used are so standardized in 
design and price, of course, that no savings are pos
sible. Wise buying, however, does offer possibilities. 
Machinery adapted to the type and size of farm opera
tion can be operated at the lowest cost. Studies of ma
chinery costs in several District states reveal that some 
farmers are over-mechanized in that their investment 
in machinery is too large for the size of their farm. 
Also some of the items of expense, such as seed and 
feed, have well-defined seasonal price movements, 
Farmers who use large quantities of these items can 
reduce costs by doing most of their buying during the 
season when supplies are most plentiful and prices 
are lowest.

W ise  Planning Farm planning also becomes more 
important as costs rise. Wise buying can keep unit pro
duction costs down, but planning is necessary in order 
to get the most return from each dollar spent. By 
changing the farming system to distribute the labor 
load over the whole year, for example, the amount of 
hired labor needed can be reduced. Some crop rota
tions require less of the more expensive tillage opera
tions than others.
C o st R ecords In order to locate weak spots in the 
farm plan and to measure progress, adequate records 
are necessary. Except for the larger farms, cost records 
on individual enterprises often are not practical, but 
simplified farm record systems have been developed 
that are suitable to nearly all types of farms. In a 
period of high and rising costs, adequate records are 
becoming a necessity on many farms.
Cash Reserves In recent years farmers have rapidly 
plowed most of the cash they were able to accumulate 
back into the farm business. The need for capital im
provements on most District farms was so large and 
farm product prices so favorable that these invest
ments generally have been wise. One of the clearest 
implications of the rise in costs, however, is the need 
for larger cash reserves. The condensed operating 
statement and financial statements shown below illus
trate the situation on many farms.

Operating Statement— 146 Acre Farm

1946 19SO

Cash Incom e......................................... $4,600 $21,200
Cash Expense......................................... 2,265 15,975
Net Cash Farm In c o m e ..................... 2,335 5,225

Financial Statement— 146 Acre Farm

1946 1950

Fixed A sse ts .......................................... $ 7,500 $19,600
Livestock, Machinery, and Farm

P ro d u cts.......................................... 3,745 8,350
Cash and Cash Value of Life Insurance 400 700
TOTAL .................................................... 11,645 28,650
Liab ilities............................................... 0 6,828
Net Worth............................................... 11,645 21,822

That this farmer, has invested his cash earnings 
wisely is shown by his financial progress. He has not 
increased his cash reserves, however, at a pace com
mensurate with the increase in his costs.
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F in a n c in g  A  H ig h  C o st  A g r ic u ltu r e

Bankers who are being called on to help finance 
production in an agriculture where costs are rising 
can protect their depositors and their farm loan cus
tomers by adopting lending policies to fit the situa
tion. Over the years, country bankers have loaned 
money to farmers within a very wide range of net 
worth and management ability. Only the few pros
pective borrowers who were not of a satisfactory 
character were refused a loan.
M ake C are fu l Inspection  During the past few years 
more bankers have studied the reasons for the success 
or failure of their farm customers and have modified 
their loan policies to favor the farmer who is improv
ing his farm and increasing his efficiency. Such poli
cies have entailed careful inspection of the farm 
operations and more adequate records in the bank.

Bankers, in other words, are showing greater dis
crimination in making farm loans. In periods when 
farmers’ price advantage is lessening, that is, when 
prices received go down faster than prices paid, this 
attitude can be extremely helpful. Even with the high 
incomes expected this year, many farmers will barely 
break even after paying production costs, family 
living expenses, and repaying their debts. Because 
of the favorable relationships between prices paid 
and received during the war and postwar periods, 
many farmers who are relatively high-cost producers 
have improved their farms and made financial prog
ress. Both groups of farmers could run into trouble if 
agriculture gets caught in a price-cost squeeze. 
Finance O  ff-Season Purchases Bankers can do more 
than simply adopt a cautious lending policy. Recently 
a banker who is financing a large dairyman cited an 
example of the positive approach. The dairyman, with 
the encouragement of the banker and through a bank 
loan, bought a large feed supply during a sharp sea
sonal slump in feed grain prices. After the main har
vesting season, feed prices went higher than before 
and the dairyman benefited immensely by this insur
ance against an increase in the price of one of his 
major production cost items. Other bankers regularly 
finance off-season purchases of seeds, fertilizer, and 
insecticides as a protection against price rises as well 
as an insurance that supplies will be available when 
needed.

Prom ote R eco m m en d ed  Practices One of the great
est services that bankers can render farmers is to en
courage and assist them in adopting the cost-reducing 
practices recommended by the experiment stations and 
extension service workers. Fortunately, many of these 
practices involve little or no additional initial expense. 
Adapted varieties of seed, for example, cost very little 
more per acre than other seed but often give appre
ciable increases in yields. Since so many of the costs 
of crop production, such as soil preparation, seeding, 
and cultivation, are the same regardless of yields, 
practices that increase yields reduce unit costs.

Many of the cost-reducing practices and suggestions 
do, on the other hand, involve considerable initial 
cost. In nearly all of the District, good pasture is the 
best and cheapest source of livestock feed. Low cost 
production of meat and milk is virtually impossible 
without it, but the cost of establishment, in many 
cases, equals or exceeds the value of the land. Debts 
contracted to put cost-reducing practices into effect 
are usually good business for the farmer. Bankers 
with a thorough knowledge of the farmer’s situation 
may be able to suggest ways of using part of his bor
rowings to put cost-reducing practices into effect. 
Look A h e a d  By the end of November a large share 
of the farm production loans now outstanding at Dis
trict banks will be repaid. By that time the effects of 
the rise in production costs on this year’s net income 
will be evident. The next few months may not be too 
early for country bankers and farmers to sit down to
gether and try to figure out what the rise in production 
costs will mean for 1952. Although the future course 
of farm prices and farm costs may be largely de
termined by unforeseen forces, it is probable that 
farmers’ price advantages will continue to lessen.

Many items entering into the cost of farming con
tain scarce materials which are already under Gov
ernment allocation. The rise in industrial wage rates 
is causing additional upward pressure on prices of 
these items. Freight rates and other distribution costs 
are also moving upward. On the price side, many of 
the major farm commodities seem likely to sell at 
near support-price levels during the coming months.

A dollar saved in cost is always as valuable to the 
farmer as an additional dollar of gross income. In 
the coming year, reductions in costs may be about the 
only way for farmers generally to maintain or in
crease their net incomes. ~

Brown R. Rawlings
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