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l. I ntroduction

1. The term “methodologica” isinterpreted here rather broadly, and in accordance with the
Shorter Oxford Dictionary, to encompass issues that are associated with the gpplication of method
(procedures) in the provison of information on agriculturd income. This paper is an opportunity to
bring together a number of themes that have been previoudy identified, to put them into context and, by
taking a broader view, to try to synthesse a strategy for future development of income measurement.
Though professond datigticians are probably in the best position to know about methodologica details
and their associated problems, the perceptions of an outsder can at times be hel pful when larger issues
are concerned. Questions may be asked that might be difficult for someone intimately concerned with
the production of statisticsto raise.

2. The issues consdered here relate to seven main areas. They can be thought of interms of a
pressure-state-response moddl, in that they reflect the need for agricultural Setistical system to respond
to changes in the structure of agriculture and the information requirements of the rural world. Particular
attention will be given to methodology applied in the EU and its Member States, though pardld
Stuations are often found in other OECD countries. A judtification for this EU focusisthat the EU’s
methodology is often disproportionately influential though being adopted as a basis for developing other
sets of gatistics, the OECD'’ s activities in the area of aggregate accounts for agriculture isaprime
example.

3. Satisticians regularly face ahost of minor methodological issues that are important within the
context of particular Stuations. Examples are the distinction between subs stence and hobby production
for own consumption within the EAA, the rate of turnover of the sample within surveys of farm
accounts, and techniques for updating within the household sector accounts. Focussing on thisleved of
detall riskslosing the interest of non-specidists. This paper is concerned with somewhat broader
matters that have implications for agreater number of datisticians. Even for speciaigts this contextuad
view has benefit, snce by confining themselves to details there is a danger that some of the larger, and
ultimately more important, questions fail to be asked.

. Seven issues

Issue 1: What is “agriculture’ in income statistics — people, activity or both?

4, The most fundamental methodologica issue, which has consequences for many others, is what
“agriculturd” means when qudifying “income’ and therefore which methodology should be employed to
measure it. Two approaches are possible — the residud rewards to the fixed factors of production from
an activity —in this case of goods and services that can be labdlled as belonging to agriculture — or the
persona incomes of people who are deemed to be members of the “agricultural community”.

5. The Common Agriculturd Policy (CAP) is concerned both with production and with the
incomes of the agricultural community. However, within the legidation giving the objectives of policy
there is no mention of assurance being given to factor rewards. What thereisin abundance in officiad
textsis a concern with the living andards of the agriculturd community, and by implication the incomes
that give rise to these standards. Independent policy andysts, including the OECD, (summarised in
(Hill, 2000a), have no difficulty in identifying the centrdity of thisincome objective.
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6. For higtorica reasons, the main EU officid measures of agriculturd income are activity based,
this applies to both the aggregate income indicators devel oped from the “Economic Accounts for
Agriculture’, asatellite of national accounts (Eurostat's former Indicators 1, 2, and 3 and now the
revised A, B and C) and to farm level measures coming from the Farm Accountancy Data Network
(FADN/RICA). Of these Indicator 1 is probably the most influential on policy decisions because of
precedence and annua timeliness. However, the concept behind it (Net Vaue Added by the “industry”
in agricultura production in red terms and expressed per unit of labour input) is very far from being even
an gpproximation for the persond incomes of the agriculturd community.

7. Thered issue hereisthus. Activity accounts are needed for arange of purposes. However, so
too are accounts that relate to the persona incomes of farmers and their households, but these are either
relatively poorly developed (at sector level) or dmogt totaly absent (microeconomic). Given thet there
is an obvious and large information gap in the EU Satigticd system, why has it been dlowed to perast
for solong? What are the forces (bureaucratic, politicd, practica) that have prevented it being filled?
How long will it be, in aworld in which the diversified nature of farm businesses is widely acknowledged
and encouraged, until senior decison-makers labd thisinformation as urgent?

Issue 2: What is agriculturd “activity”

8. The boundaries of the activities that are deemed to comprise “agriculture’ can be varied
according to circumstance. Inthe EU the list adopted for the satellite EAA (based on NACE'. Rev 1)
ismargindly different from that of the trestment of agriculture in national accounts, a change made on the
grounds of increasing the relevance to agricultura policy-making (Eurostat, 1997). If the diversfication
of famsinto activitiesthat are outsde the current list (including verticd integration) aters the perception
of what agricultureis, then adjusting the list is more a technicad matter (though needing an agreement to
achieve harmonisation) rather than amajor issue.

9. Coping with the “multifunctiondity” of agriculture isfar more problematicd. The NACE is
concerned with economic activities - transaction in goods and services for which a payment is made.
Multifunctiondlity is strongly associated with non-market outputs of a public good nature thet isa are
joint products of more conventional commodity production (OECD, 2001). Where no such goods and
sarvices are supplied (incentive to NOT do something) the payments do not easly fit within an activity
account. Thisistaken up in aseparate paper on “green accounting”. Of coursg, if the account relates
not to an activity but to the resources flowing to and from red indtitutiona units (such as agricultura
households) there is no problem including them in the account, though at which line may be open to
discusson
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Issue 3: What should be the basic unit of agriculturd income accounts?

10. TheEU saggregate EAA uses the concept of the agriculturd “industry” comprised of fictitious
agricultural Locd Kind of Activity Units (LKAUSs)(Eurogtat, 1997). In some situations this LKAU may
correspond to the agriculturd holding (or farm business), though in many casesit will not, especidly
where the farm household aso engages in non-agriculturd activities (on-farm or off-farm). Similarly, a
microeconomic leve the “agriculturd holding” (or, in UK terminology, the “farm business’) used by the
farm surveys that comprise the Farm Accountancy Data Network (FADN/RICA) is afictitious unit that
only relatesto agriculturd activities; the outputs and inputs relating to other activities that may be
undertaken by the farm have somehow to be separated off, atask that may be both theoreticaly
objectionable (such as with interest charges) and practicdly difficult.

11.  There have been cdlsinternationdly for agricultura accounting at both levelsto be based on
red indtitutiond unitsfor amix of technicd and interpretative reasons (FAO, 1996; Hill, 2000b; Offuitt,
2001). Within the structure of EU agriculture & present the main form of inditutiona unit isthe
household that operatesits associated holding as an unincorporated business. The other isthe
corporation. Basing accounts on data collected from entire red business units would (a) avoid the
arbitrary decisonsinvolved in carving out afictitious agricultura unit, (b) be more comparable with what
happens in other industrial sectors and permit agenera system to be developed that |ooked at
businessesin rurd aress, () enable results to be produced that are easier to interpret by non-speciaists,
(d) permit a better integration of macro and micro gatigtics, (€) improve the ability to explain busness
behaviour (viahility, investment levels, land use etc.) and (f) enable a complete series of accounts to be
cdculated, including meaningful balance sheets. The importance of this last point is that the seriesfor the
households sector could both measure the output of farm commodities (to be supplemented by that
from companies) and show the digposable income that househol ds could spend on consumption and/or
saving. Thiswould be vauable in generating satistics rlevant to the “living standard” aspect of
agricultura policy, such as the degree of dependency of farm-household-firms on farming, vulnerability
of digposable income to fluctuation in income from farming, the distribution of income levels once both
farm and other incomes are taken into account, the incidence of low (tota) incomes etc.

12.  Thereisacontinuing need for aggregate activity accounts, at least up to the level of caculating
NVA. Theissueisto how to develop apardle system based on red indtitutiona units. Two main
tasks areinvolved. Firdly, to refine the methodology deding with, for example, the set of rules used to
separate business units that are agricultura from those that belong to some other sector, the boundaries
of the household-firm, the definitions of disposable income and so on. Eurogtat’s Income of the
Agricultural Households Sector (IAHS) statistics has gone along way to providing methodological
solutions (Eurogtat, 1996; Eurostat, 2000). The second is to modify the data system to dlow the
methodology to be more completely put into operation. At microeconomic level, following research on
the feasbility of anew farm return (Abitabile et al, 1999) FADN/RICA isin process of expanding its
coverage to include diversified activities on the farm and activities outsde the farm, but this will only be
on avoluntary basis and does not represent a paradigm shift to a whole-business gpproach in income
measurement.

Issue 4: Are sdlaried workers part of the “agricultura community”, should their incomes be monitored,
and how might it be done?




CES/AC.61/2001/29
Page 5

13.  Just over aquarter of labour input to agriculture comes from sdaried (hired) workers (28% in
2000) though there are wide variations among Member States. In three countries more than athird is
sdaried (UK 35%, Netherlands 36% and Italy 39%) whereasin Irdland, Austriaand Finland it isless
than 15%. Within the EU thereis no system in place within agriculturd gatistics for annudly reporting
on the earnings of hired agriculturd workers with anything like the prominence given to the incomes of
sef-employed farmers.

14.  The CAP has an ambivaent stance towards hired (sdaried) workers and to covering themin
income gatistics. Measures of activity income (NVA at “industry” or holding levels) are usudly
expressed divided by the total Iabour input (hired and non-hired together), even though the two types
differ grestly in economic nature (responghbility for risk bearing, framework determining terms and
conditions of work, how their levels of incomes are determined etc.) and often in socio-economic
characteristics (ages, training, income and wedlth levels). On the other hand, measures of residua
entrepreneurial income (the aggregate Indicators B and C and FADN/RICA'’s Family Farm Income)
obvioudy exclude them. Eurodtat’s Income of the Agricultura households Sector (IAHS) atistics dso
uses a definition of an agricultura household that, in effect, excludes those headed by hired workers.
Perhaps this was done primarily for practical reasons of data availability. However another
interpretation is that (a) such households were not seen as being beneficiaries of CAP support - very
little (if any) spending under the CAP is directed specificaly at the hired Iabour force; (b) the income
Stuation of households of hired workers was the matter of nationa rather than EU concern, and (C)
countries with sgnificant numbers (such as the UK) often have nationd mechanismsin place to monitor
incomes among hired agricultura workers and, where necessary, to provide support.

15.  Anadditiona source of confusion isthat in the EU until recently, statistics on labour have
assumed that no family workers were hired (in the sense of receiving regular wages under a contract of
employment). This hasturned out to be an over-amplification. At least some family members have a
relationship to their family employers that approximates to norma employment.

16. Unease about the treatment of hired labour in income measurement has been brought to a head
by the need to adapt EU datistics to the agriculturd structures of countries in central and eastern Europe
who are candidates for EU membership. The large agriculturd units there contain a sgnificant number
of workers. They have a scde and division of responghbilitiesthat is very different from the “family
farm” mode that underlies many EU income gatigtics, rendering invaid the smplifying assumption (as
happensin many farm surveys) that thereis one farmer and spouse per business. A variety of legd
structures are encountered that determine what the resources flowing to the households are cdled, in
some cases without dtering the fact that payments are al derived from the same business. Some may
be co-operatives where part of the payment to the membersis as awage and part related to the unit's
performance, which might be regarded as entrepreneuria reward and thus make the recipients
“farmers’ in the traditional EU sense. However, these co-operatives may aso employ workers who
are not members, and payments may be made to former members who now take no active part in
production. Some units may be organised asjoint-sock companies, in which (technicaly) the labour is
al hired but some of whom may dso be share-holders, IAHS methodology would not include the
households of this labour as agriculturd. A changein the unit’slegd status might cause exclusion or
incluson.

17. In addition to payments received from the large agriculturd unit, workers may aso underteke
subgtantia production on household plots that is more in the nature of subsistence farming than a hobby,
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though the demarceation is inherently fuzzy. Where this output is not marketed, its trestment is important
both to the classfication of households (as agriculturd or not) and to the measurement of income.

18.  Thedetalled treetment of labour on large co-operative units has implications that go beyond
IAHS gatidtics. They are rdevant to the calculation of entrepreneuria income in the EAA and
FADN/RICA, to labour input and farm Structure atistics. At present their treatment in the various EU
agricultural income statistics has gpparently not yet reached an agreed and co-ordinated solution.

19.  What isreasonably clear is that households working on large units are usualy considered by
candidate countries, from anationa perspective, as part of their agricultura community. On that bas's,
provision should be made for treating them as (quasi ?) agriculturad households. Grounds for doing this
might be that the Treaty of Rome, Article 39, states as an aim to “ensure afair sandard of living for the
agricultural community, in particular by the increasing of the individual earnings of persons
engaged in agriculture” (emphasis added). But to open up coverage of incomes to these workers on
large units would force a reconsideration of why the incomes of Smilar workers and their familiesin
EUR15 should il be excluded.

20.  Satidicians are thus faced with some questions rdlating to thisissue: Should provison be made
for monitoring the incomes of the quarter of the present labour force not covered? Or should specid
treatment be devised for the households found on large agricultura units of a co-operative nature, so
that they become quas self-employed?

Issue 5: How can the various approaches to income measurement and levels of aggregation be better
linked?

21.  Thefifth issue concerns the inter-rel ationship between various levels of income datistics. As
Fred Vogel has pointed out for the USA (Vogd, 2000), each level and gpproach hasits own
measurement issues. At present EU measurement of the income from agricultura activity takes place at
the levels of the “industry” (the EAA), with some regiona disaggregation, and of the farm business
(FADN/RICA). Each hasits own well-established methodology and the “industry” and *holding”
levels are not part of an integrated system, though their basic units have moved somewhat closer since
the EAA shifted from the Unit of Harmonious Production (UHP) to the LKAU, which permits the
incluson of inseparable secondary non-agriculturd activity in the caculation of output and value added.
Disparitiesremain. This problem might be reduced if the basis of accounting were to be shifted to the
ingtitutiona unit, as advocated above. The aggregate would then refer to a sector comprising complete
real busnesses.

22. In the EU the (disposable) incomes of agricultural households are measured at sector level
(IAHS gatigtics) though this methodology is reatively new and Member States vary widdy in their
abilities to provide up-to-date results. At present there is no problem with integrating with
microeconomic gatigtics asthereis no specificdly agricultura system of monitoring farm household
incomes, though the potential exists in some countries (Denmark, Germany, Ireland, Netherlands,
Austria, Finland, Sweden) or is being developed (France, United Kingdom). Even so, some differences
in concepts might be expected that would need careful treatment. For example, payments to voluntary
associations and churches are deducted in the calculation of disposable income in the household sector
accounts within nationa accounts (and hencein the EU’s |AHS gatistics), but would be regarded as an
item of consumption expenditure (paid out of digposable income) in household budget surveys.
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23.  Theabsence of harmonised household-level deta on agricultura incomesisamaor gap in the
EU information sysem. Asthe OECD has found, the great variability between countriesin the
methodology (and qudity) of their agricultural household income data makes authoritative anayses and
inter-country comparisons of digtributiond characteritics very difficult (Blandford, 1996; OECD,
2000). It seems odd thet, when EU agriculturd policy is concerned with low income farmers, thet it is
not possible to indicate with any high degree of confidence the numbers of low income cases, the types
and szes of farms on which they are found, and the regions in which they most occur.

Issue 6: Are capital accounts and capita bal ance sheets necessary adjuncts to the measurement of
current income?

24.  Assessment of the economic Stuation of an industry that relies only on current accountsis
missing some important parameters. While capital consumption has to be deducted in the calculation of
current income, other flowsinto and out of the capital stock are dso of relevance. In the short-run,
gross capital stock isamagor determinant of productive capacity, and in the longer term net capita
sock performsthisrole. In apolicy context, net fixed capitd formation isauseful indicator of the
economic hedlth of an indudtry.

25.  Thecapita baance sheet (including land) is of particular Sgnificance in agriculture, for three
main reasons

- Thereis plenty of empirica evidence CAP support has been capitalised into land prices (the
factor of production least dagtic in supply). Red capita gains (and losses) form part of
persond incomes, but these are not captured in measures of current income. Where farm
operators are NOT aso the owners of their [and, the benefit goes to the landlord; thisis not
likely to be the intention of policymakers.

- Levels of indebtedness vary widdy between Member States, as do the interest charges faced
by farmersrelate to them. This affectsincome estimates and vulnerability to financia downturns
and movementsin cogts of borrowing. An international comparison of income levels on the
bass of NVA can show a markedly different picture from one based on Entrepreneurid Income
(after interest deduction) (Hill and Brookes, 1993)..

- The net wedlth of farmer households is commonly ignored when ng their economic
Stuation, which concentrates on their current incomes. 'Y et studies from many countries show
that farm operator households are among the most wedlthy groups in society, mainly because of
the land assets they hold. Thus agricultura support turns out to be a system of transferring
resources from relatively asset-poor consumers and taxpayers to asset-rich farmers. Attempts
to combine income and wedlth into a Sngle measure (‘ economic Satus’) involves annuitisng net
wedth and summing it with current income (and red gains where gppropriate)(see literature
reviewed in (Hill, 2000a)).

26.  Aggregate baance sheets are not yet estimated to stand adongside the EAA, though some
Member States do this for nationa purposes, and they are part of FADN/RICA. Such caculations are
worrying. Whileit is possible to value assets usad in the activity of agricultura production (though for
items such asafarm car it may be difficult to separate the agricultural from the consumption good
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aspects), there are more substantia problems on the liabilities Sde. The basic units of both the EAA
(the agriculturd LKAU) and FADN/RICA (the agriculturd holding) are not legd entities and therefore
cannot contract for loans. Liahilities can only be incurred by red inditutiona units, which means
households and companies. Where these units engage in both agricultural and other activities (asis
increasingly the casein a pluriactive sector), or consumption in the case of households, no clear barriers
exist between the use of credit for the different purposes. To try to carve out “agriculturd ligbilities’
from the rest is both theoreticaly objectionable and practicaly difficult. Explanations of the behaviour of
the farm-household-firm are likely to be unsatisfactory if only partid coverages of the assets or the
lidbilities are achieved. Any balance sheets that only purport to represent the “agricultura Stuation” a
“industry” or “farm business’ levels are likely to be mideading in terms of both the assets and liahilities
Sdes.

27.  Thesolution to the balance sheet problem isclear. Such sheets should only be drawn up for the
complete household-farm-firm and for a sector comprising them, supplemented by equivaent
caculaionsfor agriculturd companies. This reinforces the point made earlier about basing series of
accounts on these units.

28.  Quedtionsrelevant to thisissue are asfollows:

- Do datisticians agree that complete capital accounts and baances sheets should be calculated
only for red units?

- Should measures of economic status be developed that, for farm households, cover income
from farming, from other activities and annuitised net worth?

Issue 7: What could be done to improve the data systems that support agricultura income statistics?

29.  Thecdllection of dataabout agricultura incomesis often costly and frequently politicaly
sendtive. The act of developing datais sometimes not regarded highly within the research community
(Bonnen, 1989). Yet high qudity data (relevant, timely, accurate, complete etc.) is a prerequisite of
good datistics. Progress with many of the issues above within income statistics depends on making
changes to data collection by the “traditiona” sources and on making use of the increasing volume of
“non-traditiona” sources, such as adminidrative data and remote sensing.

30. Fragmentation of data sourcesis a characterigtic of the EU. While harmonised income
measurement methodol ogies are agreed between Member States and Eurostat, most data collection
relies on nationd satistica systems that have their own ways of operation. Some countries had systems
of aggregate accounting for the agricultura sector that pre-dated the EAA and long histories of
collecting information about farm incomes from surveys. Others have set up systems &t both levels only
sncejoining the EU. Some countries have aways collected data on al the income received by the
farmer (and spouse) while for othersthisis new or not palitically acceptable even now.

31.  Someof the proposed developments in income measurement imply going beyond data sources
that measure the reward from agriculturd activity. Gaining access to unfamiliar data and seeking
collaboration from gaff in other ingtitutions has been known to present problems. A few countries (the
Scandinavians) have the tradition of co-ordinating records from different surveys and administretive
registers, thereby creeting arich data bank capable of being anaysed in many different ways, including
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by the household’s main source of livelihood (e.g. showing farmers as a subgroup) and by location
(facilitating rurd/non-rura breskdowns). However, for others, such linking is technicdly difficult,
prohibited or would at best be of high politica sengtivity and thus discouraged.

32. Themanissue hereishow the processes of revisng existing data sources and forging potentia
links with new sources are managed a EU and nationa levels. Radica proposas (such asa EU-wide
tax-based system) are palitical non-garters, so the attention must focus on incrementa change. One
important element within this might be to re-examine the legd basis of income daigics. While some
areas of gatigtics (such asthe FADN/RICA) are supported by alega framework, in which the
variablesto be collected is part of the legidation, for many others (including the EAA and IAHS
datistics) the supply of datais amatter of “gentleman’s agreement”. Perhapsthisis no longer a
satisfactory arrangement.

[Il.  Synthesising a strategy

33. In a paper to the CAESAR 2001 World Conference, | attempted to use a politica economy
approach to explaining some of the characteridtics of agriculturd gatisticsin the EU (Hill, 2001).
Prominent in the argument was the need to be aware of the bureaucratic structure behind the statigtics,
in particular that indtitutions (and individuas within the ingtitutions) have their own agendas and gods.
There will be atendency for bureaucracies to resist change and to alow conceptual obsolescence to
goread ingdioudy. Among users there will be an eement of imperfect knowledge thet carriesthe
implication that they alone are not the best judges of the statistics they need.

34.  Three dements were suggested as being required for the statistical system to be responsive to
change pressures. One was the regular and frequent tripartite discussion between the suppliers and
users of gatistics and members of the “inquiry system” (consultants and outside experts). The second
was a culture of change among the suppliers of datigtics. The third was the adequate provision of
resources for the change process.

35.  Indedgning adrategy to enable the Satistical system to meet the issues covered in this paper
the following may be help.

- Setting up international consultations on methodology. In particular, thereis need to agree
acommon agpproach to defining the farm househol d-firm unit, the measurement of income
gppropriate to this inditutiona unit a sector and microeconomic levels, and a common
gpproach to balance sheets. For andytica purposes acommon measure of size and a polity-
relevant common typology may be useful (the latter perhaps usng the USDA’s system as a
modd).

- Establishing more international databases. OECD dready collects and publishes aggregate
activity accounts (EAA) for its Members using a common (EU-based) methodology, thereby
facilitating access and comparisons. Similar databases could be established for farm-level
accounts (a sort of super-FADN, of which a prototype exists) and for agricultural household
accounts, both at the sector and microeconomic levels.
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Promotion of regular consultations between a wide spectrum of users, experts and
suppliers. Though paliticians and agriculturd civil servants are important consumers of income
(and other) statistics, there are many other present and potentia users. Grester awareness of
and involvement with these other stakeholders would increase awareness and usage, reved
where changes needs to be made, and help demondtrate the justification for the cost of satistics.

Further develop a vigorous electronic dissemination policy, preferably free. This
accompanies the previous points. However, results must be accompanied by metadata and
warnings about what the results can and cannot be used for. Thiswould help focus the demand
for gppropriate statistics and reduce the mismaich between policy aim and available Satistics
that now characterises the EU system.

Specificaly for the EU the following might be considered as part of the strategy

Embed agricultura/farm income gtatigtics within generd rurd datistics. The growth of policy
interest in rura development suggests that there is an emerging need for satistics on rurd
businesses, of which farm-firms would be a subset. Agriculturd Satigticians dready have
experience in data collection and devel oping business typologies based on socio-economic
characterigtics.

Egablish alegd basis for more agricultural income statistics. In the current period of worsening
resource scarcity, alower priority will be given to data that relate to what the nationd statistical
authorities deem to be the most margina. |AHS datigtics have suffered of late in this respect.
To protect the independence of tatigtics (from undue influence of agriculture departments) and
to enable adequate resources to be provided, a shift to alegd basis may be necessary.

NOTE

! Nomendlature statistique des Activités économiques dans la Communauté Européenne.
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